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China Gas Holdings (384 HK) S

Entering golden era in Northeastern China

Current Price HK$30.15

We attended China Gas Holdings (CGH)’s reverse roadshow in Harbin on 23-24
Sep. We were quite impressed by Heilongjiang government’s determination in
utilizing Russia gas. CGH is currently seizing ~70% cities’ gas distribution
concession rights in Heilongjiang. As Russian gas started to be supplied to China
Northeastern areas from 1 Dec, we believe CGH’s gas distribution business in Robin Xiao

Northeast China will enter golden era with rapid growth in the coming decade. (852) 3900 0849
robinxiao@cmbi.com.hk

China Gas Sector

B Russian gas is coming on 1 Dec. The new pipeline supply comes with

annual capacity of 38bcm, with target gas supply pace of 2/5bcm in 2019/20E, Stock Data
and will ramp up to 38bcm in 3-5 years, according to mgmt. Russian gas will Mkt Cap (HK$ mn) 157,340
fundamentally soothe the tightened gas supply in Northeast China, and g‘;@ifgﬂ}ﬁ:ﬁ ((EKKg)mn) 33 302/2332
unleash gas consumption growth potential in the area. Total Issued Shares (mn) 5219
B Heilongjiang will be the first to benefit. As the first stop of Russian gas Sotfce: Bloomberg
lands in China, Heilongjiang has made active plans to utilize new gas supply, Shareholding Structure
including 1) accelerating provincial pipeline design and signing strategic Beijing Enterprise 23.7%
framework agreement with Petro China (857 HK) to construct those pipelines Liu Ming Hui 20.9%
which will be managed by the pending establishing National Pipeline grrgze}g;s Group ‘113'202
Company; 2) kicking off coal-to-gas heating conversion; and 3) promoting Source: HKEX '
distributed gas energy project. Russian gas supply to Jilin and Liaoning will
come later in 2020/21 as domestic pipeline extends. Share Performance
Absolute Relative
B City-gate price would be better than expected. Although not yet disclosed, 1-mth -8.0% -7.1%
CGH mgmt. and local officials expressed optimistic view on the city-gate price, 3-mth 3.4% 12.4%
suggesting a price range of around RMB1.6-1.8/cbm, which will be similar to 6-mth 12.5% 23.7%
existing gateway price of RMB1.64/cbm. Given that tightened supply has led 12-mth 30.7% 38.5%
to gas dollar margin as high as RMB1.5/cbm in Northeast China, mgmt. cares Source: Bloomberg
more about sufficient supply, and gxpects gas dollar margin to resume normal 12-mth Price Performance
range (RMBO0.6-0.7/cbm) with rapid gas sales volume growth. (HKS)
m Northeast China will support growth and valuation. After 3 years’ rapid " TSR TSI (ebaed)
growth driven by coal-to-gas projects, market has been questioning about -
CGH'’s future growth’s sustainability. CGH’s Northeast China development 20
strategy will be a strong response to market concern. CGH is trading at 18.5x 15
forward P/E, lower than its 5-yr average of 20.7x. As Russian gas delivers, we 1
expect CGH’s new growth in Northeast China will be verified, and we believe >
CGH’s valuation will likely to aim higher. We see CGH’s current valuation Y201 112019 5/2019 /2019
attractive. Source: Bloomberg
Earnings Summary Auditor: Deloitte
(YE 31 Mar) FY15A FY16A FY17A FY18A FY19A
Revenue (HK$ mn) 31,666 29,139 31,993 52,832 59,386
YoY growth (%) 21.76 -7.98 9.80 65.13 12.41
Net income (HK$ mn) 3,371 2,273 4,148 6,095 8,224
EPS (HK$) 0.67 0.46 0.85 1.23 1.66
YoY growth (%) 25.6 -31.9 84.5 45.1 34.9
P/E (x) 44.8 65.8 35.6 24.5 18.2
P/B (x) 8.2 8.2 7.2 5.2 4.4
Yield (%) 0.5 0.6 0.8 1.1 1.4
ROE (%) 18.3 12.6 20.4 21.4 24.5
Net gearing (%) 83.9 92.8 89.4 83.8 70.7

Source: Company data
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B Gas boiler heating will be a priority. Given that cold weather lasts for 6-7
months a year in Northeast China, CGH mgmt. set gas boiler heating a priority
in its Northeast China development strategy, as a continuation of coal-to-gas
conversion in North China. CGH’s strategic focus is on citizen’s rigid clean
heating demand subject to less impacts from macro economy. Taking Harbin
City as an example, converting the city’s 24k tonnes coal-heating boiler to gas
boiler will bring along 4bcm gas consumption demand from heating, which
would be five times of Harbin’s total gas consumption in 2018 (0.8bcm).

CGH’s target is not only boosting gas sales to heating companies, but also
taking part in developing new heating customers through investing gas boiler
facilities for new real estate projects. According to common practices in
Northeast China, CGH will be eligible for 1) charging a one-off construction fee
at per sqm based, and 2) charging for heating services provision in advance at
per sgm based for each winter. Taking Harbin City as example, heating
construction fee is RMB55/sgm, and heating service charge is RMB38.32/sgqm.
Mgmt. estimated there is at least 8mn sgm new heating connection potential in
Harbin, and it is only one single city’s potential. On the backdrop of increasing
Russian gas supply, CGH expects heating coal-to-gas conversion pace in
Northeast China will accelerate, and that will create tremendous room for the
Company’s business expansion.

Figure 1: Harbin Heating Company’s control room Figure 2: Harbin Heating Company made heavy
investment in coal boilers to fulfil ultra-low
emission standards

Source: Company data, CMBIS Source: Company data, CMBIS

Figure 3: Coal boiler heating with large coal storage Figure 4: Coal storage yard now becomes issues
yard is not suitable for city development to residents living nearby

Source: Company data, CMBIS Source: Company data, CMBIS
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Figure 5: Gas boiler’'s name plate from Chalco’s Figure 6: Gas boiler offers compact, clear and
Northeast Aluminium Alloy subsidiary during our labour saving solutions to winter heating demand
site visit

Source: CMBIS Source: CMBIS

B Ambitious gas sales growth target in coming years. Based on conservative
gas boiler heating penetration rate at only 20%, Heilongjiang Development and
Reform Commission estimates gas consumption will reach 9bcm and CGH
aims at 4.4bcm gas sales in 2025, representing CGH’s market share of 48.9%
in the province. In 2030, Heilongjiang DRC forecast gas consumption will reach
14.3bcm and CGH aims for 9bcm, which represents CGH’s market share of
63.5%. The Company targets to reach a 2018-30E gas sales volume CAGR of
25.4%.

Aggregating three provinces’ forecasts based on local DRC and CGH’s
estimate, gas sales volume is forecasted to reach 24.5bcm/38.6bcm in
2025/2030E, and CGH wishes to possess 9.1bcm/20.2bcm, respectively,
representing target market share of 37.3% and 52.7%. Given CGH’s broad
project coverage in Northeast China, we expect CGH’s target gas sales level to
be feasible.

B Risk factor: 1) Russian gas supply delay; 2) NDRC sets substantially higher-
than-expected city-gate price; 3) local government’s policy change on heating
coal-to-gas conversion.

Figure 7: Heilongjiang’s gas consumption plan for 2025/2030, and CGH’s gas sales
target and market shares

Target

Gas usage type Provincial shares Provincial

City gas 33.0 15.1 45.8% 55.7 36.3 65.2%
Heating 20.3 13.3 65.5% 331 24.9 75.2%
Transportation 10.7 4.1 38.3% 24.2 14.6 60.3%
Chamical, power generation & distributed energy 26.0 11.5 44.2% 30.0 15.0 50.0%
Total 90.0 44.0 48.9% 143.0 90.8 63.5%

Source: Company data, CMBIS
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Figure 8: Heilongjiang’s 2018-30E gas consumption
growth CAGR is estimated at 10.7% by local DRC

Figure 9: CGH and associates’ 2018-30E target gas
sales CAGR is 25.4%
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Source: Company data, CMBIS

Figure 10: Aggregating three North-eastern
provinces’ gas consumption target, 2018-30E gas
consumption CAGR would be 10.7%

Source: Company data, CMBIS

Figure 11. CGH aims at reaching faster 2018-30E
CAGR at 21.0% for aggregating three North-
eastern provinces’ gas sales volume
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Figure 12: 12M forward P/E band Figure 13: 12M forward P/B band
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Source: Bloomberg, CMBIS
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
financial position or special requirements. Past performance has no indication of future performance, and actual events may differ materially from
that which is contained in the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a
result of their dependence on the performance of underlying assets or other variable market factors. CMBIS recommends that investors should
independently evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to
make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security
or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers
or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information
contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.
CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect different assumption,
point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself
and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business
relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect
the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only
and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written
consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser
as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute
reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of
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of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising
from, or in connection with the report.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5



