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2017 Interim Results In Line, Maintain “Buy”
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The 2017 interim results of the Company were generally in line with market consensus and our expectations. Total
revenue of the Company increased 8.96% yoy to HK$ 15.43 billion, net profit attributable to shareholders increased 3.26% yoy
to HK$ 4.47 billion. Total sale of gas in Hong Kong increased by 0.8% yoy, but the sale of cooking sets decreased slightly. Total
sale of gas in mainland China increased by 13% yoy to 9.72 billion m? and total customers increased by about 10% to 24.15
million. Gas distribution and related businesses, including sale of gas, connection services, sale of gas appliances and
maintenance services, are the core business areas of the Company. In the first half of 2017, these businesses contributed 90.0%
of total revenue of the Company and 91.5% of EBITDA. Hong Kong gas business is the cornerstone of the Company and
contributed 47.5% of total EBITDA in 1H2017. In the first half of 2017, gas distribution business and water business in mainland
China contributed 44.0% of total EBITDA. The Company also benefited greatly from its associates and joint ventures, which are
mainly engaged in gas distribution business and property development. The associates and joint ventures which engage in gas
distribution business in mainland China contributed HK$ 1.29 billion of profit in the first half of 2017; the associates and joint
ventures engaged in property business contributed HK$ 0.86 billion of profit in the first half of 2017.
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Maintain operating profit assumptions contributed by Hong Kong gas business unchanged. Gas distribution business of
the Company in Hong Kong generally remained steady over the past several years. Total number of customers of the Company
in Hong Kong increased steadily over the past 8 years and reached 1.87 million in 1H2017, but the growth rate has always been
rather small. Total sale of piped gas increased 0.8% yoy to 15.9 billion MJ in 1H2017, which was generally in line with our
estimation. Hong Kong'’s gas distribution market is a highly mature and stable market, mainly consisting of residential and
commercial customers, making it normal to have a stable customer group and stable gas consumption. Total sale of cooking
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sets of the Company in Hong Kong was also rather stable. The sale of cooking sets is mainly from renewal demand of its
customers, and the Company holds great competitive advantages comparing to other home appliance brands. With a stable
customer group and a stable renewal rate, the sale of cooking sets of the Company in Hong Kong has also enjoyed stable
demand. Although the Hong Kong gas distribution market is not expected to record significant growth in the future, it is expected
to continue to offer stable operating profit to the Company. The sale of gas and cooking sets in Hong Kong in the first half of
2017 was generally in line with our estimation, so we maintain operating profit assumptions contributed by Hong Kong gas
business unchanged.

Revise up natural gas sales assumptions of the Company. According to the National Development and Reform
Commission (NDRC), natural gas consumption in mainland China accelerated in the first half year of 2017, increasing 15.2%
yoy to 114.6 billion m®. National policies on environmental protection, accelerated execution on “coal-to-gas” projects for local
governments and sufficient gas supply all combined to stimulate gas consumption. Environmental protection pressure will be
the major driver for gas consumption in the coming years. In March 2017, the Ministry of Environmental Protection of the
People's Republic of China (MEP), the National Development and Reform Commission (NDRC), the Ministry of Finance, and
governments of six relevant provinces and municipalities, issued the 2017 Work Plan on “The Prevention and Control of
Atmosphere Pollution in the Beijing, Tianjin and Hebei Areas and Surrounding Regions”, clearly specifying the 2+26 key areas
for implementing “coal-to-gas conversion”. On the other hand, the need to adjust energy consumption structure will also drive
natural gas consumption. NDRC and 13 central authorities jointly issued “The Opinions on Accelerating the Use of Natural Gas”
in July 2017, which plans to develop natural gas into one of the major types of energy in China’s modern clean energy system.
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We expect that such policies will strongly drive gas consumption in northern China. More “coal to gas” projects are on the way,
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and “coal to gas” projects account for a significant part of newly installed capacity for industrial/commercial customers. The
Company had a total of 131 city-gas projects across 23 provinces, municipalities and autonomous regions throughout mainland
China and one of the largest customer groups among gas distribution companies. We expect the Company to benefit greatly
from favorable policy environments. Total sale of natural gas increased by 13% yoy to 9.72 billion m? in the first half of 2017,
which was higher than our previous estimation. Hence, we revise up natural gas sales assumptions of the Company.

Revise down gas dollar margin assumptions of the Company. After the gas price reform which took place in 2015, the
price difference between “legacy” and “incremental” gas was removed. The price adjustments will not have a structural impact
on the purchase costs of the Company and has made gas dollar margins of gas distribution companies much more stable.
On the other hand, the implementation of a step pricing mechanism will help to raise the dollar margin of residential customers.
Hence, we expect the gas dollar margin of the Company to remain at a stable level in 2017-2019. However, the Company had
to offer preferential prices in some instances to secure large industrial customers. Additionally, in order to stimulate the use of
gas, gas sold to “coal to gas” customers is usually lower in price. Hence, gas dollar margin of “coal to gas” customers is
usually lower than that of normal industrial customers. Hence, we revise down gas dollar margin assumptions of the Company
due to customer group mix change.

Maintain connection service revenue assumptions unchanged. The Company connected about 1.05 million new
residential customers in the first half of 2017, which was generally in line with our estimation. Revenue contributed by
connection business increased by 1.1% yoy to HKD$ 1.28 billion. The Company is expected to continue to add more
customers as current gas penetration rate remains low and more gas projects are acquired. The Company still holds great
growth potential for industrial customers in its existing operation areas due to low penetration rates. We expect the Company
to continue to develop more industrial customers at a fast speed. The connection service results of the Company were
generally in line with our estimation, so we maintain connection service revenue assumptions unchanged.

Maintain the TP at HK$ 17.97, and maintain “Buy”. The Hong Kong and China Gas Company is one of the largest gas
distributors in mainland China and also operates gas distribution business in Hong Kong. We expect the golden age of natural
gas to continue for four reasons: the need to adjust China’s energy consumption structure, relatively sufficient supply,
complete gas transport system and relatively low prices. We expect gas consumption growth in China to maintain at
double-digit levels in the next 5 years. Additionally, the price reform of natural gas is positive for long-term consumption growth
of natural gas and the stabilization of profitability in mainland China’s gas distribution business. We expect the Company to
continue to benefit from the growth of mainland China’s fast growing gas market. We expect total sale of piped natural gas of
the Company to continue to maintain steady growth over the next few years. At the same time, the Company also enjoys the
stable profitability in Hong Kong gas market. Although the growth speed of the Company is slower than other large gas
distributors, the Company has much higher profitability and stable dividend ratio. We believe the Company justifies a higher
PE valuation level. We revise up gas sales assumptions due to faster growth of natural gas consumption in mainland China,
but revise down gas dollar margin slightly due to customer mix change. We also maintain operating profit contributed by Hong
Kong assumptions unchanged. Hence, we revise up net profit assumption of the Company. Hence, we maintain our target
price at HK$ 17.97, which represents 30.0x FY17 PE and maintain “Buy”.
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Table-1: Peers Comparison

PE (fiscal year) PB (fiscal year) ROE(%)

Company

Stock Code Currency Last price 16A 17F 18F 19F 16A 17F 18F 19F 17F
Large Cap. Gas Distributors ™
Hong Kong & China Gas 3HK HKD 14.74 271 26.7 254 244 36 34 33 32 13.4 g
Kunlun Energy Co Ltd 135 HK HKD 741 31.3 1.4 10.7 9.6 1.2 1.3 1.2 1.1 124 g
Beijing Enterprises Hidgs 392 HK HKD 42.25 8.6 8.2 7.6 7.0 0.9 0.8 0.8 0.7 10.6 GEJ
China Gas Holdings Ltd 384 HK HKD 20.80 282 255 18.9 16.2 5.0 48 4.1 35 19.9 %
Enn Energy Holdings Ltd 2688 HK HKD 52.65 16.7 13.7 12.2 10.7 32 2.7 22 2.0 20.9 Zr)
China Resources Gas Group Lt 1193 HK HKD 26.65 16.5 15.2 13.6 12.0 29 29 25 2.2 20.0 -
Towngas China Co Ltd 1083 HK HKD 5.19 11.3 12.0 11.0 9.8 1.0 1.0 0.9 0.9 8.4
Simple Average 20.0 16.1 14.2 12.8 25 24 22 1.9 15.1
Weighted Average 211 16.1 13.4 11.8 29 2.8 24 2.1 16.9
Small Cap. Gas Distributors
China Oil And Gas Group Ltd 603 HK HKD 0.54 79 9.3 8.1 72 1.0 0.9 0.8 0.7 1.7
China Tian Lun Gas Holdings 1600 HK HKD 5.93 15.0 12.5 11.0 9.7 1.8 1.6 14 1.2 14.8
Zhongyu Gas Holdings Ltd 3633 HK HKD 3.03 na. na. na. na. n.a. n.a. n.a. n.a. n.a.
Binhai Investment Company Lt 2886 HK HKD 1.87 125 7.8 6.9 6.2 n.a. 1.6 14 12 219
Tianjin Jinran Public Util-H 1265 HK HKD 0.61 na. na. na. na. n.a. n.a. n.a. n.a. 7.2
Chinese People Holdings Co 681 HK HKD 0.09 na. na. na. na. n.a. n.a. n.a. n.a. n.a.
Simple Average 11.8 9.9 8.7 7.7 1.4 14 1.2 1.1 13.9
Weighted Average 13.2 9.2 8.1 7.2 1.8 1.6 14 1.2 17.7
A Share Gas Distributors
Guanghui Energy Co Ltd-A 600256 CH CNY 4.27 65.7 4.7 251 20.3 2.0 1.8 1.7 1.6 4.2
Shenergy Company Limited-A 600642 CH CNY 6.09 15.2 16.0 15.2 na. n.a. n.a. n.a. n.a. 8.0
Shenzhen Gas Corp Ltd-A 601139 CH CNY 8.81 221 20.3 17.8 16.1 24 2.3 2.1 1.9 1.3
Shaan Xi Provincial Natura-A 002267 CH CNY 8.66 16.8 18.3 16.4 19.2 n.a. 1.7 1.6 1.5 75
Changchun Gas Co Ltd -A 600333 CH CNY 7.25 na. na. na. na. n.a. n.a. n.a. n.a. n.a.
Sichuan Datong Gas Develop-A 000593 CH CNY 10.97 na. 52.2 274 na. 34 3.2 29 n.a. 6.1
Simple Average 30.0 28.3 204 18.6 26 2.3 2.1 1.6 74
Weighted Average 18.4 204 17.3 174 2.5 2.2 2.0 1.7 9.0

Source: Bloomberg, Guotai Junan International.
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Financial Statements and Ratios

Income Statement Balance Sheet

Year end 31 Dec (HK$ m) 2015A 2016A 2017F 2018F 2019F Year end 31 Dec (HK$ m) 2015A 2016A 2017F 2018F 2019F
Total Revenue 29,591 28,557 31,661 33,789 36,116 Property, plant and equipment 47,456 49,210 52,686 56,135 59,518 g
Total operating expenses (22,602) (21,387) (24,209) (25,991) (27,934) Intangible asset 5,820 5572 5,907 6,261 6,637 (i
Operating Profit 6,989 7170 7,453 7,798 8,182 Associates 19,592 20,485 21,478 22,464 23,430 é
Other gains, net 101 (30) (32) (36) (39) Joint ventures 9,288 9,227 9,723 10,216 10,699 g
Interest expense (1,129) (1,207) (1,191) (1,253) (1,293) Available-for-sale financial assets 4567 4,967 5,961 7,153 8,583 %
Share of profits of Associate 2228 2,447 2,636 2,844 3,070 Other non-current assets 5,208 6,112 6,335 6,570 6,995 3
Share of profits of JV 1,716 1,465 1,674 1,925 2,214 Total Non-current Assets 91,930 95,573 102,090 108,798 115,863
Profit Before Tax 9,906 9,846 10,540 11,278 12,133
Income Tax (.721) (1.576) (1,844) (1.974) (2123) Cash & Cash Equivalents 11,926 8,076 11,081 11,657 12,099
profit After Tax 8,179 8,270 8,695 9,304 10,010 Time deposit over 3 month 1,327 3,381 1,520 1,521 1,625
Non-controlling Interest (877) (929) (1,024) (1,087) (1,162) Inventories 2,291 2,110 2,375 2,534 2,709
Shareholders' Profit/ Loss 7,302 7,341 7,672 8,217 8,849 Trade and other receivables 6,897 6,330 7,282 7771 8,307
Basic EPS 0574 0577 0.603 0.646 0.696 Loan and other receivables 1,180 1,119 1,152 1,187 1,223

Others 12 155 69 il 74

Total Current Assets 23,633 21171 23,480 24,742 26,036

Total Assets 115,563 116,743 125,570 133,540 141,898

Cash Flow Statement

Year end 31 Dec (HK$ m) 2015A 2016A 2017F 2018F 2019F Trade and other payables 11,937 12,134 13,456 14,360 15,349
Profit before taxation 9,906 9,846 10,540 11,278 12,133 Provision for taxation 736 556 590 625 663
Share of results of associates (2,228) (2,447) (2,636) (2,844) (3,070) Borrowings 9,712 5,952 8,776 9,642 9,625
Share of results of JV (1,716) (1,465) (1,674) (1,925) (2,214) Others 79 905 999 1,040 1,084
Netinterest expenses 784 998 1191 1253 1293 Total Current Liabiliies 23,181 19,548 23,821 25,668 26,721
Depreciation and amortisation 2,075 2,223 2,213 2,303 2,392
Tax paid (1,519) (1439) (1,476) (1,5579) (1,699) Customers' deposits 1,283 1,303 1,309 1,316 1,322
Change of working capital 632 551 105 255 279 Deferred taxation 4875 5,067 5321 5,687 5,866
Others 341 204 160 126 108 Borrowings (non-current) 23,363 27,296 27,862 29,396 31,421 %\
Cash from Operating Activities 8276 8,469 8423 8,868 9,223 Others 749 632 609 588 568 B
Total Non-current Liabiliies 30,270 34,298 35,101 36,887 39178 §
PPE (6,029) (6,057) (7,180) (7.230) (7,225) -
Dividends received from Associates 821 848 1,186 1,280 1,382 Total Liabiliies 53,450 53,845 58,922 62,555 65,899 :g
Dividends received from JV 938 758 837 962 1,107 Total Shareholders' Equity 52,841 53,932 57,153 60,919 65316 | =
Change intime depost (786) (2,066) 1861 ) (105) Minority Interest 9,272 8,966 9,495 10,066 10,683 ”
Others 37 47 113) (343) (554) Total Equity 62,113 62,898 66,648 70,985 75,999 8
Cash from Investing Activities (4,739) (6,469) (3,408) (5,331) (5,39) ,S
6
Net borrowing from bank 1925 734 3390 2,401 2,007 Financial Ratios %
Interest paid to perpetual capital security (111) (111) (111) (111) (111) Yearend 31 Dec 2015A 2016A M7F 2018F 2019F %
Dividends paid to shareholders (3,805) (4,185) (4451) (4,451) (4,451)
Dividends paid to minorities (378) (469) (497) (527) (559) Operating margin 236% 25.1% 23.5% 2.1% 2.7%
Others (1,608) (1641) (1.191) (1.253) (1.293) Net margin 24.7% 25.7% 24.2% 24.3% 24.5%
Cash from Financing Activities (3977) (5673) (2,860) (3.941) (4,406) ROE 13.8% 136% 134% 135% 135%
Net Changes in Cash (439) (3672) 2,155 (404) (578) ROA 6.3% 6.3% 6.1% 6.2% 6.2%
Cash at Beg of Year 12,605 11,926 8,076 11,081 11,657 Free CF 2,241 2413 1,243 1638 1,998
Foreign exchange rate changes (240) (178) 850 980 1,020 Net gearing 34.1% 40.0% 38.3% 38.6% 38.1%
Cash at End of Year 11,926 8,076 11,081 11,657 12,099

Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy SEN Relative Performance>15%;
or the fundamental outlook of the company or sector is favorable.
Accumulate llog:=, Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral [SeE Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce el Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Outperform B o T Relative Performance>5%;

or the fundamental outlook of the sector is favorable.
Neutral eE s Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.
Underperform hitE N Relative Performance<-5%;

Or the fundamental outlook of the sector is unfavorable.
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