Report of the Directors

ESERE

The board of Directors (the “Directors”) present their report and the
audited financial statements of the Group for the year ended 31 March
2007.

PRINCIPAL ACTIVITIES

The Company acts as an investment holding company. The Group is
principally engaged in the supply of gas and gas pipeline connection
business and properties holding and investment and supply of video
lottery system and equipment in the PRC. The principal activities of
its subsidiaries are set out in note 43 to the consolidated financial
statements.

RESULTS AND DIVIDENDS

The results of the Group for the year ended 31 March 2007 are set

out in the consolidated income statement on page 60.

The directors do not recommend the payment of a final dividend for
the year ended 31 March 2007 (2006: nil).

PROPERTY, PLANT AND EQUIPMENT

Details of the movements during the year in the property, plant and
equipment of the Group are set out in note 16 to the consolidated
financial statements.

SHARE CAPITAL

Details of movements during the year in the share capital of the
Company are set out in note 30 to the consolidated financial
statements.

RESERVES

Details of movements in the reserves of the Group during the year
are set out in the consolidated statement of changes in equity on
page 63.
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DISTRIBUTABLE RESERVES

As at 31 March 2007, the Company did not have any distributable

reserve.

DIRECTORS

The directors of the Company during the year and up to the date of

this report were:

Executive directors:

Xu Ruixin (Honourable Chairman)
Liu Jing (Chairman)
Mo Shikang (Managing Director)
Zhang Hesheng (Deputy Chairman)
Zhu Peifeng (Deputy Chairman)
Jin Song
Wong Ching

(appointed on 23 December 2006)
Yan Wing Cheung

(resigned on 23 December 2006)

Independent non-executive directors:

Liu Junmin
Tan Qinglian
Sin Ka Man
(appointed on 23 December 2006)
Wong Shing Kay, Oliver
(resigned on 3 October 2006)
Chan Chuk Cheung, Ivan
(appointed on 3 October 2006 and resigned
on 23 December 2006)
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DIRECTORS (Continued)

In accordance with Bye-Law 99 of the Company’s Bye-Laws, Mr. Xu
Ruixin, Mr. Liu Jing and Mr. Jin Song will retire by rotation at the
forthcoming annual general meeting and, being eligible, Mr. Xu Ruixin,
Mr. Liu Jing and Mr. Jin Song will offer themselves for re-election at
the forthcoming annual general meeting.

Besides, Mr. Wong Ching and Mr. Sin Ka Man who were appointed as
Executive Director and Independent Non-executive Director of the
Company respectively during the year 2006, will retire at the
forthcoming annual general meeting, and being eligible, will offer
theselves for re-election at the forthcoming annual general meeting
pursuant to the Bye-Law 102(B) of the Company’s Bye-Laws.

BIOGRAPHY OF DIRECTORS
Biography of Directors are set out on pages 23 to 26.

DIRECTORS’ SERVICE CONTRACTS

No proposed director for re-election at the forthcoming annual general
meeting has a service contract which is not determinable by the
Company within one year without payment of compensation, other
than statutory compensation.
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DIRECTORS’ INTERESTS IN SHARES,
UNDERLYING SHARES AND DEBENTURES

As at 31 March 2007, the interests of the directors and their associates
in the shares, underlying shares and debentures of the Company or
its associated corporations within the meaning of Part XV of the
Securities Future Ordinance (the “SFO”), as recorded in the register
required to be kept by the Company pursuant to Section 352 of SFO,
or as otherwise notified to the Company and The Stock Exchange of
Hong Kong Limited (the “Stock Exchange”) pursuant to the Model
Code for Securities Transactions by Directors of Listed Companies
(the “Mode Code”), were as follows:

Issued shares of the Company
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R

200793 A318 @ REFES KB EFEHIFE352
BARRFEZELMATRSE kBB ETA
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BT

RABERITRG

Approximate
percentage of

the Company’s
issued share capital

¥ NN
Name Capacity Number of shares ERTRA
Eg 5% BoEE ZEHAB I
Dr. Mo Shikang (“Dr. Mo”™) Through controlled corporations 1,000,798,538 27.65%
EtEiELT (TEEL]) (Note 1 and 2)
BB AREE
(Hax1 k2)
Asian Allied Limited Through a controlled corporation 1,000,798,538 27.65%
(“Asian Allied”) (Note 1)
BB AREES
(HfaE1)
Super Win Development Beneficial owner 1,000,798,538 27.65%

Limited (“Super Win") Em#EE A

Notes:

1. Asian Allied is interested in the same block of 1,000,798,538 shares
registered under the name of Super Win, its wholly-owned subsidiary.

2. Dr. Mo is the beneficial owner of 42.75% of the issued share capital of
\ sian Allied. Pursuant to the provisions of Part XV of the SFO, Dr. Mo is

~ deemed to be interested in the same block of 1,000,798,538 shares in
\which Asian Allied has an attributable interest.

£

et

1. Asian Allied A LASuper Win (E 2B B A E]) 2
HFEERE 2R —#£1,000,798,5388 B 15 R kB
W o

2.  Bifft AAsian AlliedZ B 1T AR42.75%
BB A - RIEES KEAEEMEXVED
EH 118 AR Asian Allied (5 Az 2 B —it
1,000,798,538 & n A iz o
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DIRECTORS’ INTERESTS IN SHARES,
UNDERLYING SHARES AND DEBENTURES
(Continued)

All the interests disclosed above represent long positions in the shares
of the Company.

Save as disclosed above, none of the directors nor their associates
had any interests or short positions in any shares, underlying shares
or debenture of the Company or any of its associated corporations as
at 31 March 2007 which had been entered in the register kept by the
Company pursuant to Section 352 of the SFO or as otherwise notified
to the Company and the Stock Exchange pursuant to the Model Code.

DIRECTOR’S RIGHT TO ACQUIRE SHARES
OR DEBENTURES

As at 31 March 2007, the number of outstanding option shares
granted by the Company under the 1997 Share Option Scheme and
2006 Share Option Scheme to the Directors to subscribe for shares
of the Company, as recorded in the register required to be kept under
Section 352 of the SFO or as otherwise notified to the Company and
the Stock Exchange pursuant to the Model Code is set out in the
section head “Share Options” of this report.

ARRANGEMENTS TO PURCHASE SHARES
OR DEBENTURES

At no time during the year was the Company, any of its subsidiaries
or fellow subsidiaries, a party to any arrangements to enable the
directors of the Company to acquire benefits by means of the
acquisition of shares in, or debentures of, the Company or any other

body corporate.

DIRECTORS’ INTERESTS IN CONTRACTS OF
SIGNIFICANCE

Other than as disclosed in note 35 to the consolidated financial
statements, there are no contracts of significance to which the Company,
any of its subsidiaries or fellow subsidiaries was a party and in which a
director of the Company had a material interest, whether directly or
indirectly, subsisted at the end of the year or at any time during the
year.
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SUBSTANTIAL SHAREHOLDERS FERR

As at 31 March 2007, according to the register maintained by the M2007F3H318 - IRBAARIZESF KGR
Company pursuant to Section 336 of the SFO, the following persons B 336IEFTFE 2 &M - LMTTATEELH
were, directly or indirectly, beneficially interested in 5% or more of EWERBEARNADETRARBERD 2

the issued share capital and underlying shares of the Company. 5% A RS ¢
Number of
underlying shares Percentage of
(under equity the Company’s
derivatives of issued
the Company) share capital
Number of HERAEE Aggregate E N
Name of shareholder Capacity and nature of interest shares held (RDRRAE interest B ETRAK
REER SO RERME BERAEA fTETIAET) EREE Bt
Super Win Directly beneficially owned 1,000,798,538 - 1,000,798,538 27.65%
HERERES
Asian Allied Through a controlled corporation 1,000,798,538 - 1,000,798,538 27.65%
BRMEGAEEE
Dr. Mo Through controlled corporations 1,000,798,538 2,600,000 1,003,398,538 27.72%
Rt BBEGIRAREE
Merrill Lynch & Co., Inc Through controlled corporations (Note) 3,586,000 522,943,147 526,529,147 14.54%
(“Merrill Lynch”) BBAEHI R AEE (W)
Indopark Holdings Ltd. Directly beneficially owned (Note) - 522,943,147 522,943,147 14.45%
(“Indopark”) ERELEEE (K
Note: Indopark entered into a subscription agreement with the BtaE - Indopark 200645 A30H B4 A &) 7] 32
Company on 30 May 2006 to subscribe for US$40,000,000 REWE - 8425 7RE40,000,000%
convertible notes (“Convertible notes”) from the Company. The T2 AR (AT ZEE]) - AT
Convertible notes were issued to Indopark on 15 June 2006 and R = ER20066F6 A15B 1T F
can be converted into shares of the Company from 15 December Indopark + B2006% 12 A 15 H #& A] # %
2006. By virtue of Indopark being an indirect wholly-owned RARNBG o BRIndoparkJyMerrill
subsidiary of Merrill Lynch. Merrill Lynch is deemed to be Lynchz @#Z2&WEB 27 - Merrill
interested in the 522,943,147 underlying shares of the Company Lynch# & A # B Indopark#H 8 2
held by Indopark. 522,943,147 A& R FERERR (H 2 #E 2% o
All the interests disclosed under this section represent long positions RAEEE ARSI BARRARRMDF 24T
in the shares of the Company. =

Chinese People Gas Holdings Company Limited Annual Report 2006-2007




Report of the Directors

ESERE

SUBSTANTIAL SHAREHOLDERS (Continued)

Other than as disclosed above, as at 31 March 2007, the Company
has not been notified of any other relevant interests and short positions
in the issued share capital and underlying shares of the Company
which had been recorded in the register required to be kept under
Section 336 of the SFO.

SHARE OPTION SCHEME

On 3 October 2006, the shareholders of the Company approved the
termination (to the effect that no further options shall be offered) of
the share option scheme adopted by the Company on 4 April 1997
(the “1997 Share Option Scheme”) and the adoption of a new share
option scheme on 3 October 2006 (the “2006 Share Option Scheme”).

As at 31 March 2007, a total of 123,200,000 option shares were
outstanding which comprised 67,200,000 option shares and
56,000,000 option shares granted under the 1997 Share Option
Scheme and the 2006 Share Option Scheme respectively.

The following is a summary of the principal terms of these two share
option schemes (for the 1997 Share Option Scheme, only those terms
applying to the outstanding option shares are set out).

(i) 1997 Share Option Scheme

The Company operates the 1997 Share Option Scheme for the
purpose of providing incentives and rewards to eligible
participants who contribute to the success of the Group’s
operations. Eligible participants of the option scheme include
full-time employees (including executive directors) of the Group.
The option scheme became effective on 4 April 1997 and, unless
otherwise amended or altered, will remain in force for 10 years
from that date.

The exercise period of the share options granted is determinable
by the directors, and commences after a certain vesting period
and ends on a date which is not later than three years from the
date of the offer of the share options or the expiry date of the
1997 Share Option Scheme, if earlier. The amount paid on
acceptance of an option was HK$1.
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SHARE OPTION SCHEME (Continued)

(i)

(ii)

1997 Share Option Scheme (Continued)

The exercise price of the share options is determinable by the
directors at their discretion and will be the higher of a price
being not less than 80% of the average of the closing price of
the shares on the Stock Exchange for the five trading days
immediately preceding the offer date, and the nominal value of
the shares of the Company.

The 1997 Share Option Scheme was terminated on 3 October
2006 such that thereafter no further options should be offered
but the options which had been granted during its life should
continue to be valid and exercisable in accordance with their
terms of issue and in all other respects its provisions should
remain in full force and effect.

2006 Share Option Scheme

The purpose of 2006 Share Option Scheme is to provide
incentives to the executives, employees, directors (including
non-executive directors and independent non-executive
directors), consultants, advisers and/or agents of the Group to
contribute to the Group, to enable the Group to recruit and retain
quality employees to serve the Group on a long-term basis and
to attract human resources that are valuable to the Group.

BT E (&)

(i)

(ii)

1997 F BB IR RS &I ()

BRERsTEEREERBET - #1
RENREEREANAERS B RER
P FR SR < P T B 2 80% 2 B R AL
ARONEERKSE/E) -

1997 5 BB AR 4 51 817X 20065 10 A 3R #&
b RN AIE — R AR - MRt
FHEI AR L 2 B A B B
ARBEEBITIRRITE - ML EmTEm
5 REGESEERERBZEAN RIER -

2006 i IR T &

ARIL20065F AR 8] 5 s B A SR B2
TBAR BB  EF (BREFATES
EBIERITES) BHRHHER
AEBEFELER - BBAKERE LR
BEURMBRBASE LTS HASESR
BEZANER -

Chinese People Gas Holdings Company Limited Annual Report 2006-2007



SHARE OPTION SCHEME (Continued)

(ii)

2006 Share Option Scheme (Continued)

The maximum number of shares of the Company which may
be issued upon exercise of all options to be granted under the
2006 Share Option Scheme (and under any other scheme of
the Company) shall not in aggregate exceed 10% of the shares
in issue as at the date of the adoption of the 2006 Share Option
Scheme (the “Scheme Mandate Limit”) provided that the
Company may at any time as the Board of Directors of the
Company may think fit seek approval from its shareholders to
refresh the Scheme Mandate Limit, save that the maximum
number of Shares which may be issued upon exercise of all
options to be granted under the 2006 Share Option Scheme
(and under any other scheme of the Company) shall not exceed
10% of the shares in issue as at the date of approval by the
shareholders of the Company in general meeting where such
limit is refreshed. Options previously granted under the 2006
Share Option Scheme and any other scheme of the Company
(including those outstanding, cancelled, and lapsed in
accordance with the terms of the 2006 Share Option Scheme
or any other scheme of the Company or exercised options under
the said schemes) shall not be counted for the purpose of
calculating the limit as refreshed. Notwithstanding aforesaid in
this paragraph, the maximum number of shares which may be
issued upon exercise of all outstanding options granted and yet
to be exercised under the 2006 Share Option Scheme (and
under any other scheme of the Company) shall not exceed 30%
of the shares in issue from time to time. As at 31 March 2007,
a total of 247,675,994 Shares (representing approximately
6.84% of the existing issued share capital of the Company) are
available for issue under the 2006 Share Option Scheme.
Subsequent to the balance sheet date, an addition of
232,152,000 share options had been granted and a total of
288,152,000 are outstanding under the 2006 Share Option
Scheme at the date of this report. The maximum entitlement of
each participant under the 2006 Share Option Scheme is 1%
of the Shares in issue from time to time.
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SHARE OPTION SCHEME (Continued)

(ii)

2006 Share Option Scheme (Continued)

No amount is payable on acceptance of an offer to grant an
option to subscribe for the shares of the Company granted
pursuant to the 2006 Share Option Scheme (the “Offer”). The
2006 Share Option Scheme may be exercised at any time for a
period of ten years commencing after a period of six months
from the date of acceptance of the Offer, subject to the
conditions imposed by the Board.

The subscription price in respect of any particular option under
the 2006 Share Option Scheme shall be such price as the Board
may in its absolute discretion determine at the time of grant of
the relevant option but the subscription price shall not be less
than whichever is the highest of (a) the nominal value of a share;
(b) the closing price of the share as stated in the Stock
Exchange’s daily quotations sheet on the date of the Board
resolution approving the grant of options; (c) the average of the
closing prices of the share as stated in the Stock Exchange’s
daily quotations sheet for the five business days immediately
preceding the date of the Board resolution approving the grant
of options.

The 2006 Share Option Scheme will expire on 2 October 2016.
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SHARE OPTION SCHEME (Continued) BIRERE (8

The following tables disclose details of movements of the 1997 Share BIEEWHRANEL7.0715 - TREZEE (BT
Option Scheme held by employees (including directors) during the BE)NEZE200743A31H IEFERTE19974F
year ended 31 March 2007 in accordance with rule 17.07 of the BTS2 B

Listing Rules:

Exercise Exercise

Name Date of period of price of
or category Granted Exercise grant of share share share
of participant during during options options options
28HE As atR the year the year As atiR B BRE BRE
EBRER 01.04.2006 FRES FRTE 31.03.2007 EBREEH THEAE THEE
(Note 5) (Note 1) (Note 2)
(Kt&E5) (Wrat1) (Hrat2)

Directors
Bs
Liu Jing 26,000,000 - - 26,000,000 13.04.2005 12.10.2005 0.365
Ep to &

03.04.2007
Mo Shikang 2,600,000 - - 2,600,000 13.04.2005 12.10.2005 0.365
it to 2

03.04.2007
Zhu Peifeng 2,600,000 - 2,600,000 - 13.04.2005 12.10.2005 0.365
KIEE to 2

03.04.2007
Zhang Hesheng 2,600,000 - - 2,600,000 13.04.2005 12.10.2005 0.365
A& to &

03.04.2007
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SHARE OPTION SCHEME (Continued) BERAESTE (&)
Exercise Exercise
Name Date of period of price of
or category Granted Exercise grant of share share share
of participant during during options options options
BHE As at R the year the year As at R R B BB R
AN ER 01.04.2006 FRARHE FRTE 31.03.2007 BREAD TEHE TEE
(Note 5) (Note 1) (Note 2)
(ft7£5) (ftat1) (ft5t2)
Directors
BEx
Jin Song 26,000,000 - — 26,000,000 13.04.2005 12.10.2005 0.365
B/ to &
03.04.2007
Yan Wing 26,000,000 - 21,000,000 5,000,000 18.11.2005 17.05.2006 0.400
Cheung to &
(Note 3) 03.04.2007
Bk
(Kf:#3)
Employee(s)
EE
In aggregate 5,000,000 - - 5,000,000 13.04.2005 12.10.2005 0.365
B to &
03.04.2007
Total 90,800,000 - 23,600,000 67,200,000
BE
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SHARE OPTION SCHEME (Continued) BIRERSE (8
Notes: Bt -

1. The vesting period is six months from the date of acceptance of the 1. BEHRREARLABHE6EA -
Offer.

2. The exercise price of the share options is subject to adjustment in the 2. BREZTEEXRNEEMHRSKEITLR
case of rights or bonus issues, or other similar changes in the Company’s EH Z AR AR E Az HhiEim ek & -
share capital.

3. Mr. Yan Wing Cheung resigned as executive director of the Company 3. HKESGAER2006F 12 A23HBHEA NG ZH
on 23 December 2006. TESE -

4. During the year, no option shares were granted/granted the adjustment, 4. FRBEBREREIO7FEREANSEE
cancelled or lapsed under the 1997 Share Option Scheme. BEHE AR SRR -

5. Subsequent to the balance sheet date, 67,200,000 share options had 5. MEEH% 67,200,000 B EEITERE
been exercised and converted into the Company’s ordinary shares. BMARRR 2 LM -

The following tables disclose details of movements of the 2006 Share RIEEMHRANEL7.074 - TEREZEES (B
Option Scheme held by employees (including directors, if any) during % WA) REIE2007F3A31 8 IEFEATHE
the year ended 31 March 2007 in accordance with rule 17.07 of the 2006 B AR T &l 2 BB IS ¢

Listing Rules:—

Exercise Exercise

Name Date of period of price of
or category Granted Exercise grant of share share share
of participant during during options options options
SHE As at A the year the year As at R B BRE KRR
BRIER 01.04.2006 FARE FRITE 31.03.2007 BREAS TEHMH TEE
(Note 1) (Note 2)
(Ktet1) (Mrat2)
Consultants — 56,000,000 - 56,000,000 11.10.2006 11.04.2007 0.385
| e
10.04.2010
— 56,000,000 - 56,000,000
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SHARE OPTION SCHEME (Continued)

Notes:

(1)  The vesting period is six months from the date of acceptance of the
Offer.

(2)  The exercise price of the share options is subject to adjustment in the
case of rights or bonus issues, or other similar changes in the Company’s
share capital.

(3)  During the year, no option shares were cancelled or lapsed under the
2006 Share Option Scheme.

MAJOR CUSTOMERS AND SUPPLIERS

During the year, sales to the Group’s five largest customers accounted
for approximately 16.4% of the total sales for the year, and sales to
the largest customer included therein amounted to approximately
6.4%. Purchases from the Group’s five largest suppliers accounted
for approximately 66.4% of the total purchases for the year, and
purchases from the largest supplier included therein amounted to
approximately 40.5%.

None of the directors of the Company, or any of their associates or any
other shareholders, which, to the best knowledge of the directors, owns
more than 5% of the Company’s issued share capital, had any beneficial
interest in the Group’s five largest customers or suppliers.
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COMPETITION AND CONFLICTS OF
INTERESTS

None of the directors or substantial shareholders of the Company or
any of their respective associates has engaged in any business that
competes or may compete with the business of the Group or has any
other conflict of interests with the Group.

EMOLUMENT POLICY

The emolument policy regarding the employees of the Group is set
up by the Remuneration Committee and is based on their merit,
qualifications and competence.

The emoluments of the Directors are decided by the Remuneration
Committee, having regard to the Company’s operating results,
individual performance and comparable market statistics. No director,
or any of his associates, and executive is involved in dealing his own
remuneration.

The Company has adopted a share option scheme as an incentive to
Directors and eligible employees, details of the scheme is set out in
note 31 to the consolidated financial statements.

PURCHASE, SALE OR REDEMPTION OF THE
COMPANY’S LISTED SECURITIES

Neither the Company nor any of its subsidiaries purchased, sold or

redeemed any of the Company’s listed securities during the year.
PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the Company’s
Bye-laws, or the laws of Bermuda which would oblige the Company
to offer new shares on a pro-rata basis to existing shareholders.
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SUFFICIENCY OF PUBLIC FLOAT

Based on the publicly available information to the Company as at the
date of this report and to the best knowledge of the directors, the
Company has maintained a sufficient public float during the year as
required under the Listing Rules.

CORPORATE GOVERNANCE

Particulars of the Company’s corporate governance practices are set
out in the Corporate Governance Report on pages 44 to 57.

ANNUAL CONFIRMATION OF
INDEPENDENCE

The Company has received, from each of the independent non-
executive directors, an annual confirmation of his/her independence
pursuant to Rule 3.13 of the Listing Rules. The Company considers
all of the independent non-executive directors are independent.

POST BALANCE SHEET EVENTS

Details of significant post balance sheet events of the Group are set
out in note 40 to the consolidated financial statements.
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AUDITORS

On 23 March 2005, Messrs. Ernst & Young, who acts as auditors for
the period from 1 April 2002 to 31 March 2004, resigned and Messrs.
Deloitte Touche Tohmatsu were appointed as auditors of the Company.

On 3 November 2006, Messrs Deloitte Touche Tohmatsu, who acts
as auditors for the period from 1 April 2004 to 31 March 2006,
resigned and Messrs. SHINEWING (HK) CPA Limited were appointed
as auditors of the Company.

The financial statements have been audited by SHINEWING (HK)
CPA Limited were appointed as the auditors of the Company to fill
the casual vacancy and to hold office until the Annual General
Meeting. Pursuant to section 89(3) of the Bermuda Companies Act
1981, a shareholder has given the Company a notice of intention to
nominate SHINEWING (HK) CPA Limited as the auditors of the
Company and an ordinary resolution will be proposed at the
forthcoming annual general meeting accordingly.

On behalf of the Board

Dr. MO SHIKANG

Managing and Executive Director

Beijing, 27 July 2007
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