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Chairman Statement
FERE

BUSINESS REVIEW

| am pleased to report the results of Kunlun Energy Company
Limited (the “Company”) and its subsidiaries (together, the “Group”)
for the six months ended 30 June 2017 (the “Period”) to the
shareholders on behalf of the Board.

During the Period, macro-economy continued to improve. With
the effective implementation of China’s air pollution control action
plan and the supply of heat (natural gas as fuel) in northern China,
the continued growth in LNG vehicle market and the increased
demand for natural gas for use in power generation, chemicals
and industrial fuels, the natural gas consumption increased
significantly. The Group continued to improve and optimise the
business structure and assets structure. As a result, the natural
gas pipeline transmission volume recorded steady growth, and
LNG gasification and entrucking significantly increased. City gas
business showed a strong growth momentum, and LPG sales
business accelerated transformation and upgrading. The Group’s
operating results met the expectations and maintained a stable
development momentum.

During the Period, the Group realised revenue of RMB40,078
million, representing an increase of 19.07% compared with
RMB33,659 million (restated) for the same period of last year;
profit before income tax expense was RMB6,045 million,
representing an increase of 13.52% compared with RMB5,325
million (restated) for the same period of last year; profit attributable
to owners of the Company was RMB2,419 million, representing
an increase of 0.42% compared with RMB2,409 million (restated)
for the same period of last year. During the Period, the Group
made provision of RMB100 million for the impairment loss of
the LNG plant in Zhaoging and provision of RMB329 million for
impairment loss on accounts receivable. Excluding these factors,
core profit before income tax expense for the year would be
RMB6,474 million, representing an increase of 21.58%; core
profit attributable to shareholders and core basic earnings per
share were RMB2,744 million and RMB33.99 cent respectively,
representing an increase of 13.91% and 13.91% compared with
the same period of last year respectively.

During the Period, the Company’s registration for issuance of
medium notes in the principal of RMB10 billion was approved by
the National Association of Financial Market Institutional Investors.
The Company pays more attention to social responsibility and
issued the first environmental, social and governance report.
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Exploration and Production

During the Period, the sales volume of crude oil in the
Exploration and Production business was 6.35 million
barrels, representing a decrease of 1.79 million barrels or
21.99% compared with 8.14 million barrels for the same
period of last year. Revenue from sales of crude oil was
RMB734 million, representing an increase of RMB10 million
or 1.38% compared with the same period of last year. Due
to the Company’s exit from Xinjiang Contract in August
2016, sales volume of crude oil decreased by 1.33 million
barrels compared with the same period of last year. During
the Period, international crude oil price recovered from the
same period of last year, and the average realised crude oil
selling price of the Group increased to US$45.55/barrel for
the Period from US$29.26/barrel during the same period of
last year. Profit before income tax expense was RMB416
million, representing an increase of RMB567 million or
375.50% from loss of RMB151 million (restated) for the
same period of last year.

Natural Gas Pipeline

During the Period, the transmission volume of Natural
Gas Pipeline business was 20,160 million cubic metres,
representing an increase of 2,593 million cubic metres or
14.76% compared with 17,567 million cubic metres for the
same period of last year. Revenue was RMBG,196 million,
representing an increase of RMB483 million or 8.45%
compared with RMB5,713 million (restated) for the same
period of last year. Profit before income tax expense was
RMB4,452 million, representing an increase of RMB390
million or 9.60% compared with RMB4,062 million (restated)
for last year.

During the Period, the transmission volume of PetroChina
Beijing Gas Pipeline Co., Ltd. under the Group was 18,730
million cubic metres, representing an increase of 12.74%
compared with the same period of last year. Construction
of No. 4 Shaanxi-Beijing Pipeline project was in steady
progress and is expected to be completed and commence
operation by the end of 2017.
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LNG Terminal

During the Period, LNG gasification volume of Jiangsu
LNG Terminal and Dalian LNG Terminal under the Group
amounted to 2,858 million cubic metres, representing
an increase of 1,186 million cubic metres or 70.93%
compared with 1,672 million cubic metres for the same
period of last year, and their LNG entrucking amounted to
771 million cubic metres, representing an increase of 535
million cubic metres or 226.69% compared with 236 million
cubic metres for the same period of last year. Revenue was
RMB1,097 million, representing an increase of RMB521
million or 90.45% compared with RMB576 million (restated)
for the same period of last year. Profit before income tax
expense was RMB672 million, representing an increase
of RMB492 million or 273.33% compared with RMB180
million (restated) for the same period of last year.

Sales of Natural Gas and LNG Processing

During the Period, the Group’s natural gas sales volume
was 13,384 million cubic metres, representing an increase
of 1,673 million cubic metres or 14.29% compared with
11,711 million cubic metres for the same period of last
year. Revenue was RMB33,357 million, representing an
increase of RMB6,425 million or 23.86% compared with
RMB26,932 million (restated) for the same period of last
year. Profit before income tax expense for the period was
RMB629 million, representing a decrease of RMB680
million or 51.95% from RMB1,309 million (restated) for
the same period of last year. Excluding the effect of
impairment losses, core profit before income tax expense
for this business segment would be RMB1,058 million,
representing a decrease of RMB251 million or 19.17%
compared with RMB1,309 million (restated) for the same
period of last year.

During the Period, the sales volume of city gas business
was 5,439 million cubic metres, representing an increase
of 18.34% compared with the same period of last year.
Lijiang and Ruili projects were put into operation, and the
exclusive operating right for the projects at E'’zhou Huahu
Development Zone in Hubei and E’jina Banner, Alxa in Inner
Mongolia were obtained. The Group developed 261,000
coal-to-gas users in rural areas in Hebei Province.
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LNG sales volume for the Period was 2,108 million cubic
metres, representing an increase of 51.98% compared with
the same period of last year. Seven plants commenced
operation during the Period and operated for a total of
902 days, with average utilisation rate increasing by 42%
compared with the same period of last year. The Group
continued to strengthen the development of LNG vehicle
market in Beijing, Tianjin and Hebei, and developed a
total of 26,000 LNG vehicles. By adhering to the principle
of mutual benefits and win-win, the Group expanded
the cooperation with refined oil distributors in Xinjiang,
Fujian and Chongqging and facilitated 37 oil-gas stations.
Leveraging on its existing business outlets and extensive
marketing channels, the Group deeply explored the needs
of users and fully facilitated in-house value-added services
for residents.

The branch pipeline construction was progressing in
an orderly manner, which will commence operation
simultaneously with the development of downstream
users. There was a significant increase in the completion
of branch pipelines construction, with distribution volume
increased by 25.4% during the Period. The Group
expanded the strategic cooperation with state-owned
power generation groups and local energy companies, and
pushed forward the construction of natural gas generator
and distributed energy projects. Cooperative framework
agreements were entered into in respect of six natural gas
generator projects and four distributed energy projects,
and Zhoukou Power Plant entered a period of intensive
equipment installation. The construction of CHD’s project
in Zengcheng, Guangzhou commenced.

For LPG sales, the Group strived to optimise sales
structure and carry out effective marketing based on
quality improvement and efficiency enhancement. The
Group expanded the sources of external purchase, with
the ratio of resources from external purchase 27% higher
than that of the same period last year. The Group pushed
forward 53 terminal network construction projects and built
demonstration stations, and sales volume to residential
users increased by 12% compared with the same period
of last year. The Group promoted the technical integration
of terminal business with the technologies for the Internet
of Things and the Internet, and completed the initial design
of a big data marketing platform.
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BUSINESS PROSPECTS

Since the beginning of the year, the PRC government issued
many industrial policies to guide and support the development of
the natural gas industry. The Group expects international oil price
to remain volatile in the second half of the year and to stabilise
and rebound in the coming years. It is expected that the PRC
economy will run smoothly. With the “coal-to-gas” project, in
particular the continuous implementation of the 2017 Air Pollution
Control Action Plan for Beijing, Tianjin, Hebei and Neighbouring
Areas, and as the Opinions on Acceleration of Use of Natural Gas
and the price reform measures were gradually effective, the trend
of rapid growth in the demand for natural gas in the PRC will
continue in the second half of the year. As a result of excessive
supply in the international natural gas market and the progress
of the natural gas market reform, the import of LNG will maintain
growth momentum.

The Group will continue to adhere to the development concepts
of safety and environmental protection, compliance, cooperation
and sharing and open integration. The Group will make use of
the industrial structure advantage, carefully analyse the market
opportunities brought by the promulgation of the “Several
Opinions on the Deepening of Oil and Natural Gas System
Reform”, continue to promote innovations and development with
strong support from PetroChina, the parent company, strive to
balance market risks, maintain the strong ability of the assets
to strengthen performance, make full use of the strengths of
vertically-integrated industrial chain from LNG trading business,
LNG terminal, LNG factory to end users, and focus on the
development of natural gas utilisation business.

The Group will be committed to innovations and breakthroughs,
and will go all out to realise quality improvement and efficiency
enhancement and strongly facilitate the improvement in both
sales volume and efficiency of city gas. The Group will continue
to improve the ability to increase LPG sales, deeply facilitate the
integrated operation of LNG, and continue to explore the potential
of LNG and CNG terminals. The Group will push forward the
steady development of key branch pipelines, and actively promote
the development of natural gas generator and distributed energy.
The Group will accelerate the creation of sources of profit of non-
natural gas business, effectively promote strategic cooperation
and capital operation, and continue to improve the development
of the environmental, social and governance system, in order to
capture the development opportunities in the PRC natural gas
industry, to constantly improve the values and to provide the
shareholders with satisfactory returns.
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INTERIM DIVIDEND b HiE 2

The Board does not recommend the declaration of interim BEEEEZA TS IRAHARNZAEKE -
dividend for the Period.

By order of the Board AEEEMm

Huang Weihe *rE

Chairman EHHEM

Hong Kong, 22 August 2017 B ZE—+tFNA=Z+=H
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Kunlun Energy Company Limited (the “Company”) and its
subsidiaries (together, the “Group”) continued to develop its
natural gas business segment during the period ended 30 June
2017 (the “Period”). Profit before income tax expense of the
Group for the Period was approximately RMB6,045 million,
representing an increase of 13.52% as compared with RMB5,325
million (restated) for the last period. Profit attributable to owners of
the Company for the Period was approximately RMB2,419 million,
representing an increase of 0.42% as compared with RMB2,409
million (restated) for the last period.

REVENUE

Revenue for the Period was approximately RMB40,078 million,
representing an increase of 19.07% as compared with amount of
RMB33,659 million (restated) for the last period. The increase was
mainly due to the expansion of natural gas business.

Revenue from the Natural Gas Distribution business segment
accounted for 98.17% (same period of 2016: 97.85%) of the
Group’s total revenue amounting to approximately RMB39,344
million (same period of 2016 restated: RMB32,935 million).

The table below sets out the sales volume and revenue of different
segments of the Group for the period ended 30 June 2017 and
2016, and percentages of change during these two periods.
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EE B RE  T
A
Sale volume Revenue
for the period ended 30 June for the period ended 30 June
HEE KA
BERAZTHLEH BEAA=THLEH
2017 2016 Change 2017 2016 Change
ZE—+F “EE 29 ZE-tf “E-F 2
('000 Barrel) (1000 Barrel) % RMB million RMB million %
(F1#) (T#) AR®EER  AREBER
(restated)
(51)
Exploration and HRALELR
Production business
The People’s Republic of China - AR AFIE
(the “PRC") (note (1) (TeE ) (B3 (1)) 1,109 2,505 (55.79) 385 452 (14.82)

South America (note (2) mx () 262 293 (10.58) 189 154 22.73

Central Asia Mg 295 312 (5.45) 92 61 50.82

South East Asia (note (3) RET(HEEE) 200 264 (24.24) 68 57 19.30

Sub-total INeT 1,866 3,374 (44.69) 734 724 1.38

Share of an associate JElE—F

in Central Asia YN 2,322 2,537 (8.47) - - N/A

Share of a joint venture fEfh—F]

in Middle East FRAEDE 2,158 2,225 (3.01) - - N/A
Total of Exploration and HREEEES
Production 6,346 8,136 (22.00) 734 724 1.38

Notes: B3

) One of the oil production contracts in PRC expired on 31 August (1) FRER—EAEHEESARR - —X~FN\A
2016. =+—HEm -

@) Only the Group’s 50% share of sales volume from an oilfield in  (2) ER2IAEEEEREEEN—EHEHEEEZ
South America is stated while its revenue is shown as 100% per 50% - HE U AIRE FFESKIA 100% FII7R o
consolidation requirement.

@) Only the Group’s 96.11% share of sales volume from an oilfield in  (3) EZNAEBEEGERERBEEN—EHRAKREE

South East Asia is stated while its revenue is shown as 100% per
consolidation requirement.

2.96.11%  MEWAZEHEKIA100% 57K

—tEhHRE
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B Es R 5

Sale/processing volume
for the period ended 30 June

HE MIE
BEAA=1+THLLE™E
2017 2016 Change
—E—tHF B —REF &
(’000 ('000 %
cubic metre) cubic metre)
(FIZFHXK) (FZFHK)
Natural Gas Distribution business XAR 2 %%
Natural Gas Pipeline RARE B 20,159,577 17,567,429 14.76
LNG Terminal LNG % fiuh 3,629,672 1,907,856 90.25
Natural Gas Sales (note (4)) RARIHE (FIEE(4)) 12,878,225 11,533,490 11.66
LNG Processing LNG 11T 505,630 177,843 184.31
Sub-totel NEt ... 1338385 11,711,333 14.28
Less: Inter-company adjustment o AREEE (1,068,395) | (298,949 257.38
Total of Natural Gas Distribution KRR tHAEER 36,104,709 30,887,669 16.89

Notes:

(4) Under the Natural Gas Sales volume, it included LPG of 4,054,430
thousand cubic meter (2016: 4,141,470 thousand cubic meter),

equivalent to 3,219,037 tonnes (2016: 3,266,675 tonnes).

it

4 KARMEE

SBIELPG 4,054,430 T2 K (=Z

— N 4,141,470 FL 5 K) - HEE R 38,219,037

W (

for the period ended 30 June

—F "% : 3,266,675M) °

Revenue

WA
ZXRA=1HILHEAE

2017 201 6 Change
—E—+F —E—RF b=
RMB million RMB million %

ARKEBEETR AREBETT

(restated)

(E%))

Natural Gas Distribution business XAR 7 £

Natural Gas Pipeline KRR EE 6,196 5,713 8.45
LNG Terminal LNG b 1,097 576 90.45
Natural Gas Sales KIARIHE 32,325 26,506 21.95
LNG Processing LNG 11T 1,032 426 142.25
Sub-total 1 33357 26,932 23.86
Less: Inter-company adjustment o ARIESEE (1,306) (286 356.64
Total of Natural Gas Distribution AARDHBRE 39,344 32,935 19.46
Total revenue FEN PN 40,078 33,659 19.07
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OTHER GAINS, NET

Other gains, net for the Period was approximately RMB563
million, representing an increase of 14.20% as compared with
amount of RMB493 million (restated) for the last period. The
increase was mainly due to the appreciation of RMB against US$
during the Period.

INTEREST INCOME

Interest income for the Period was approximately RMB125 million,
representing a decrease of 39.90% as compared with amount of
RMB208 million (restated) for the last period. The decrease was
mainly due to a decrease in average balance of cash and cash
equivalents.

PURCHASES, SERVICES AND OTHERS

Purchases, services and others were approximately RMB28,271
million for the Period, representing an increase of 22.13% as
compared with amount of RMB23,148 million (restated) for
the last period. The increase was mainly due to the increase in
purchase volume of natural gas which is in line with the increase
in sales of natural gas business.

EMPLOYEE COMPENSATION COSTS

Employee compensation costs of the Group was approximately
RMB1,839 million for the Period, representing an increase of
3.14% as compared with amount of RMB1,783 million (restated)
for the last period.

DEPRECIATION, DEPLETION AND AMORTISATION

Depreciation, depletion and amortisation for the Period was
approximately RMB2,665 million, representing a decrease of
2.20% as compared with amount of RMB2,725 million (restated)
for the last period. The decrease was mainly due to one of the oil
production contracts in PRC expired on 31 August 2016.

IMPAIRMENT LOSS ON PROPERTY, PLANT AND
EQUIPMENT

Impairment loss on property, plant and equipment was RMB100
million (same period of 2016: Nil). This was mainly due to the
increased competition from imported LNG.
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SELLING, GENERAL AND ADMINISTRATIVE
EXPENSES

Selling, general and administrative expenses for the Period were
approximately RMB1,664 million, representing an increase of
40.78% as compared with amount of RMB1,182 million (restated)
for the last period. The increase was mainly due to the impairment
loss on accounts receivables of RMB329 million recognised
during the Period. Besides, the increase in variable selling, general
and administrative expenses was is in line with the expansion of
natural gas business. In addition, the increase in royalty expenses
in Exploration and Production business was due to the increase in
realised crude oil selling price.

TAXES OTHER THAN INCOME TAXES

Taxes other than income taxes for the Period was approximately
RMB215 million, representing a decrease of 17.31% as compared
with amount of RMB260 million (restated) for the last period. The
decrease was mainly due to the implementation of VAT Reform
that eliminated business tax in the PRC.

INTEREST EXPENSES

Interest expenses for the Period was approximately RMB481
million, representing an increase of 146.67% as compared with
amount of RMB195 million (restated) for the last period. The
increase was mainly due to new interest bearing borrowings for
settling the consideration for the acquisition of Kunlun Gas in May
2016.

Total interest expenses for the Period was approximately
RMB773 million of which RMB292 million was capitalised under
construction-in-progress.

SHARE OF PROFITS LESS LOSSES OF ASSOCIATES

Share of profits less losses of associates for the Period increased
by 117.30% to approximately RMB402 million (same period of
2016 restated: RMB185 million). The increase was mainly due to
the increase in realised crude oil selling price during the Period
that in turn led to the increase in the shared operating result from
CNPC-Aktobemunaigas Joint Stock Company (“Aktobe”).
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SHARE OF PROFITS LESS LOSSES OF JOINT
VENTURES

Share of profits less losses of joint ventures for the Period
increased by 53.42% to approximately RMB112 million (same
period of 2016 restated: RMB73 million). The increase was mainly
due to the increase in realised crude oil selling price during the
Period that in turn led to the increase in shared operating result
from Oman project.

PROFIT BEFORE INCOME TAX EXPENSE

Profit before income tax expense for the Period was approximately
RMB6,045 million, representing an increase of 13.52% as
compared with amount of RMB5,325 million (restated) for the last
period.

The table below sets out the profit/(loss) before income tax
expense and percentage of change of different segments of the
Group for the period ended 30 June 2017 and 2016.

B EsTRE ST

FEiL & B i FREE

AEA GG B %G FRE 1815 1153.42% £ 4
AREBI12EBEL(ZE—XR"ERHAEY : AR
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AEABRATEHERANGE NN AAREG,0455H &
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iN13.52% °

TRFINAEBE SRR EE_T—FRFT
—NENAZTHILEMZBRAEHEBREEH,
(E518) RZzmEHREE oL e o

Profit/(loss) before income tax expense
for the period ended 30 June
BRETSHE AADREF, (F58)
BZEAA=THLEA

2017 2016 Change
—g—tE —EE =)
RMB million RMB million %

ARBEER ARBEETT

(restated)

(E%))

Exploration and Production BhiREd A E T
business
The PRC H (51) (216) (76.39)
South America EEES 4 28 46.43
Central Asia SaCH] 19 (42) (145.24)
South East Asia R 16 (15) (206.67)
Sub-total N+ 25 (245) (110.20)
Share of an associate in Central Asia ~ J&{§ — &7 2o it & A &) 267 21 1,171.43
Share of a joint venture in Middle East  fE{5 —FE & %Aﬁﬁ\% 124 73 69.86
Total of Exploration and Production MRE A EREE . #4e  (157) 375.50
Natural Gas Distribution business XAR 7 #HEHK
Natural Gas Pipeline KAREE 4,452 4,062 9.60
LNG Terminal LNG £k 672 180 273.33
Natural Gas Sales RARIHE 1,029 1,595 (35.49)
LNG Processing LNG j1LT (400) (286) 39.86
Sub-total NEt .62 1,309 (51.95)
Total of Natural Gas Distribution KRR D tHAEEE . 5753 5,651 3.64
6,169 5,400 14.24
—EEREE BRERERAT
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INCOME TAX EXPENSE

Income tax expense for the Period was approximately RMB1,878
million, representing an increase of 36.68% as compared with
amount of RMB1,374 million (restated) for the last period. The
increase was mainly due to an increase in taxable income.

PROFIT FOR THE PERIOD AND PROFIT
ATTRIBUTABLE TO OWNERS OF THE COMPANY

The profit for the Period of the Group was approximately
RMB4,167 million, representing an increase of 5.47% as
compared with amount of RMB3,951 million (restated) for the
last period. The profit attributable to owners of the Company for
the Period was approximately RMB2,419 million, representing an
increase of 0.42% as compared with amount of RMB2,409 million
(restated) for the last period.

LIQUIDITY AND CAPITAL RESOURCES

As at 30 June 2017, the carrying value of total assets of the Group
was approximately RMB124,245 million, representing an increase
of RMB944 million or 0.77% as compared with RMB123,301
million (restated) as at 31 December 2016.

The gearing ratio of the Group was 35.76% as at 30 June 2017
compared with 36.37% as at 31 December 2016, representing
a decrease of 0.61%. It is computed by dividing the sum of
interest bearing borrowings, convertible bonds and obligations
under finance leases of RMB34,750 million (31 December
2016 restated: RMB33,661 million) by the sum of total equity,
interest bearing borrowings, convertible bonds and obligations
under finance leases of RMB97,181 million (31 December 2016
restated: RMB92,561 million).

Adjusted profit before income tax expense, excluding impairment
loss on property, plant and equipment and account receivable,
interest and depreciation, depletion and amortisation for the
Period was approximately RMB9,495 million, representing an
increase of 18.14% as compared with the amount of RMB8,037
million (restated) for the last period.

m KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017

FisBER

AEREREROBARK1878EE T
EERHEBARB13748E (&) & i1
36.68% ° It Jh A FERRFR UL ALE NPT R o

I P 7 R A2 B B SR FE (G i F)

AEBZABHARNNABARE4167TEETT -
LEFRBESBARKIBIEET(ES) M
547% ° AR AR REGEARNBREFHNEARKE
2M9BEL  LEFRESBARKE2400EET
(E%)1EHN0.42% °

BEERIMRERER

RZZE—+F R A=Z+H AEBREEZEEE
HBARME1242456 BT k=T —RF+H
—t+—HE&BARK 123301 BET(EY))EIMA
K944 58T 0.77% ©

REBR -_ZT—tFNA=Zt+RHZEEBELKX A
35.76% r B_F—RF+-A=1+—H236.37%
ML 0.61% - BEL KRR EEE « AléEk
EAEEMEHSAEZMARKES34,7508&8T(—
T-XRNE+A=1+—B& : AR¥336610S8
TR ERELZ  FTEEE - EBRESEFEMR
EREZMAREIZASIBEEL(ZE—XRF+=
A=+—HE%: AR¥92,561B&EL)5TE °

REABEREANCHARZN (TREDE -
B K R EWARFOREEE FIERITE - 18
LB OBARKEQABSHET » thEFREE
AR S8,037BEIL(EY)IENN18.14% °



o\ N

Management Discussion and Analysis
%ﬂ@?ﬁﬁﬁﬁ> |

The Company issued convertible bonds in 2016 to improve the Z—Z—/XFR @ NAFIEBITAI#RESUNER

debt profile: BRI -
Nominal Amount Tenor Annual
ltems Date of issue RMB million year Interest
HE
HA B{THH ARBEER HABRFHA FF=F
%
Convertible bonds Al R E A 25 July 2016 3,350 3 1.625
(Stock code: 5690) (BERHR :5690) —T— R FLA-+HhHH
(note) (BfFEE)
Note: Please refer to the announcements on the issue of convertible  Fist : BREARRR ZZ—NFL ApErTaERE
bonds published by the Company on the websites of The Stock 5 HBEREBHERZAERA MM RARQ
Exchange of Hong Kong Limited and the Company in July 2016. GlEERrd/N=

As at 30 June 2017, the Group has total borrowings of RIZE—tFA=1H AEEZEEBEEARY
RMB31,132 million which will be repayable as follows: 31,132 B BLAEKIN T EE ¢

31 December

2017 2016
ZE—RF

=B—+tF t-A=1+—H
RMB million RMB million
ARBEERT ARKBEET

(restated)

(&%)

Within one year —FA 8,547 14,085
Between one to two years —EWF 1,142 1,440
Between two to five years MERF 17,168 10,164
After five years AFE 4,275 4,316
31,132 30,005

ST LFERHRE BREFERAT
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The carrying amounts of the borrowings are mainly denominated
in RMB, US$ and HKS.

The functional currency of the Company and most of its
subsidiaries is RMB and the Company and most of its subsidiaries
are exposed to the exchange gain/(loss) when the RMB is
appreciated/depreciated against other currencies. Please refer to
Note 3(a) in the Notes to the Unaudited Interim Financial Report
and the announcement of the Company dated 8 August 2017
with respect to the Company’s change of presentation currency
from Hong Kong dollars to Renminbi with effect from 1 January
2017.

During the Period, no share option (same period of 2016: no
share option) has been exercised by the senior executives of the
Company as the exercise price of HK$12.632 was above the
market price of HK$7.06 on the share option expiry date and the
share options were lapsed. The share option scheme was expired
in 2012 and there was no more outstanding share option as at 30
June 2017.

As at 30 June 2017, the Group had net current liabilities of
RMB5,868 million, representing a decrease of RMB7,864 million
or 57.27% as compared with RMB13,732 million (restated) as
at 31 December 2016. Notwithstanding the net current liabilities
of the Group at 30 June 2017, the Group’s consolidated interim
financial statements have been prepared on a going concern
basis because the directors of the Company (the “Directors”) are
of the opinion that the Group would have adequate funds to meet
its obligation, as and when they fall due, having regard to the
following:

(i) the Group has committed credit from China Petroleum
Finance Company Limited amounting to RMB20 billion, of
which RMB11 billion is undrawn as at 30 June 2017;

(ii) the Group expects to generate positive operating cash
flows in the future; and

(iii) the Directors consider that the Group could obtain
financing from various sources of funding.

Consequently, the consolidated interim financial statements have
been prepared on a going concern basis.
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USE OF PROCEEDS

Use of Net Proceeds from Issuance of Convertible Bonds

Reference is made to the Company’s announcements dated
14 July 2016 and 25 July 2016 in relation to, among other things,
the issuance of RMB3,350 million in aggregate principal amount
of 1.625% US$ settled convertible bonds due 2019 (stock code:
5690) (the “Convertible Bonds”) (the “CB Announcements”).
Consistent with the intended use as disclosed in the CB
Announcements, the Company has utilised all of the net proceeds
from the issuance of the Convertible Bonds of approximately
US$497 million for the payment for the acquisition of Kunlun
Gas. As of 30 June 2017, the net proceeds from the issuance of
Convertible Bonds have been fully utilised.

Interest paid

The Group paid interest of RMB621 million (same period of 2016
restated: RMB393 million) during the Period.

Dividend paid

2016 final dividend of HK7.4 cents per share amounting to
RMB522 million (restated) (2016: 2015 final dividend of HK6.0
cents per share amounting to RMB407 million (restated)) was
distributed to owners of the Company during the Period.

PLEDGE OF ASSETS

As at 30 June 2017 and 31 December 2016, no short-term
and long-term borrowings were secured by property, plant and
equipment or advanced operating lease payment.

B EsTRE ST

FiaRIERE
ROTUEBRESR CMBERRFEAR

TR RFER - T R"EFLA+THBER-F
—ANFEtAZTHEBZAE  REERE (R E%)
BTN T NFIYASRBS/SARKEI350H
BITm1.626% K T BRI ERES (BHRR
5690) ([AIE#ES]) ([AIERESFAE]) - HA]
HERESAEMRBENRERZ 2 ARRIEH
RBITAIERESH PR PSR FRA 497 B 8
ENXMBBERRRANTIE - R T —tFXA
=tH  BOIEBREFNAERRFRCTED
A -

MEZA

AEBRAHAINAFNEARE21IAET(ZF
—NFRHES  AREIGBHET)

B8 2 A+

KEA - DIRFARRRREZ ZZ—RNFRARKE
BERTABN  SBEAARKES22HEITL(ES])
(Z2—RF: —_E—RFRARBEZ6.081
SHEAAREL07TBBIT(EY))) -

HERR

RZE—+FRNA=ZFTHEZZE—XRFE+=A8
Z+—H HMECHAEHEEUDE  BEMK
B AN S EHERE A -

—E—tFhHRE

BARRERAT



O

Management Discussion and Analysis
i ERE )

NEW INVESTMENT IN MAJOR PROJECTS

There is no investment in major project during the Period.

MATERIAL INVESTMENTS

Material investments of the Group are its investments in
associates and in joint ventures.

The Group’s major investment in associates are mainly in its
Exploration and Production segment. The Group has invested in
an associate, Aktobe, located in the Republic of Kazakhstan with
an effective equity interest of 15.072%.

There is no single material joint venture which significantly affects
the results and/or net assets of the Group.

EMPLOYEE

As at 30 June 2017, the Group had approximately 35,005
employees globally (excluding the employees under entrustment
contracts) (same period of 2016: 39,523 employees).
Remuneration package and benefits were determined in
accordance with market terms, industry practice as well as
the duties, performance, qualifications and experience of the
employees.

INTERIM DIVIDEND

The Board has resolved not to recommend the payment of any
interim dividend for the Period ended 30 June 2017.

PURCHASE, SALE OR REDEMPTION OF SHARES

Neither the Company nor any of its subsidiaries has purchased,
sold or redeemed any of the Company’s shares during the Period.

CORPORATE GOVERNANCE

The Company is committed to the maintenance of stringent
corporate governance practices and procedures with a view to
enhancing investor confidence and the Company’s accountability
and transparency. The Company strives to maintain high
corporate governance standard. The Board of Directors is of the
view that the Company has complied with all the code provisions
in the Code on Corporate Governance Practices during the
Period.
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REVIEW OF INTERIM FINANCIAL INFORMATION

Pursuant to paragraph 46(6) of Appendix 16 to the Listing Rules
Governing the Listing of Securities on the Stock Exchange,
the Board of Directors of the Company wishes to confirm that
the Audit Committee of the Company has reviewed with the
management the accounting policies and standards adopted
by the Company and its subsidiaries and discussed the internal
control and financial reporting matters related to the preparation
of the unaudited interim financial report for the Period.

The unaudited consolidated interim financial information of the
Group for the Period has been reviewed by the Audit Committee
of the Company and has also been reviewed by the Company’s
auditor, KPMG, in accordance with Hong Kong Standard on
Review Engagements 2410, Review of interim financial information
performed by the independent auditor of the entity issued by
the Hong Kong Institute of Certified Public Accountants, whose
unmodified review report is included in the interim report to be
sent to shareholders.

MODEL CODE FOR SECURITIES TRANSACTIONS
BY DIRECTORS

The Company has adopted written guidelines on terms no
less exacting than the Model Code for Securities Transactions
by Directors of Listed Issuers (the “Model Code”) as set out in
Appendix 10 to the Listing Rules as its code of conduct regarding
directors’ securities transaction.

Specific enquiry has been made of all the directors and the
directors have confirmed that they have complied with the Model
Code throughout the period ended 30 June 2017.

DIRECTORS’ INTERESTS IN CONTRACTS

No contracts of significance in relation to the Group’s business to
which the Company, any of its subsidiaries, its fellow subsidiaries
or its holding companies 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 Period or at any time during the
Period.
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DIRECTORS’ INTERESTS IN SHARES

As at 30 June 2017, the interests or short positions of the
directors and chief executive 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 Future Ordinance (the “SFO”)) which (a) were required
to be 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 any such director and chief executive of the
Company is taken or deemed to have under such provisions of
the SFO); or which (b) were required to be entered into the register
maintained by the Company, pursuant to Section 352 of the SFO;
or which (c) were required to be notified to the Company and
the Stock Exchange, pursuant to the Model Code for Securities
Transactions by Directors of Listed Companies contained in the
Listing Rules are set out below.

Ordinary shares of HK$0.01 each of the Company.

EFERRG 2 En
RoZ—tFXAZ+E  ARRAEEFREET
BABRAR R LA AARBER (EEREH K

A
HE &P ([FHRHEEED) ) EXVED) 2D -« 18
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xvﬂifﬁ?&a/h 2R NN S Y R el a3
KB (BREBIEESRHBERN 2 G3OEE ER
7%Zli AT EEREBITRA S 22X
2) KO RIEFES K E KD 352 FEHI AKX
NAFFEZERMAZERIAR () REL
MHRAFHE EMBETAESHETELRR D ZIZE
SPRINBAIE AR E) MR P 2 HE R A B E S a0
‘|?o

RNATEFREEO0.01 BTz BB

Percentage of

Number of Capacity and issued shares

shares nature of interests HERITREZ

Name ®H G EE SO REREME Bk
Li Kwok Sing Aubrey (Note) ZEE (H3E) 1,000,000 Beneficial owner 0.012%

Note: The interests held by Mr Li Kwok Sing Aubrey represent long
position in the shares of the Company.

Share options are granted to directors and chief executive under
the executive share option scheme approved by the Board of
Directors on 3 June 2002 (“2002 Share Option Scheme”) and it
expired on 2 June 2012. Details of the outstanding shares options
granted under the 2002 Share Option Scheme not yet exercised
are set out in the section headed “Share Options” of this report.

Save as disclosed above, at no time during the Period was the
Company or any of its subsidiaries, its fellow subsidiaries and
its holding companies a party to any arrangement to enable the
directors and chief executive of the Company (including their
spouses and children under 18 years of age) to hold any interests
or short positions in the shares or underlying shares in, or
debentures of, the Company or its associated corporations.
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SHARE OPTIONS

The following table discloses the movements during the Period
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in the number of share options of the Company which have been — £tB RAHIA 2 &
granted to the directors and employees of the Company:
Number of Share Options
BREHE

Outstanding Outstanding
at 1 January Granted  Exercised Lapsed  at 30 June
2017  duringthe  duringthe  during the 2017
Date of Exercise Exercise MR-ZE—+% Period Period Period R=Z—t%#
grant period price -A-H RAEHR RARER REHR  ~A=1H
Name RS TESE  TRE I RATHE BRI B BAM  HATR
#e HK$ 000 '000 '000 '000 '000
B T SN SN T T
Directors Bz - - - - - - - -
Employees k& 17/05/12  17/8/12-16/5/17 12.632 14,200 - - (14,200) -
14,200 - - (14,200) -

The closing price of the Company’s shares immediately before the

date on which the share options were lapsed was HK$7.06.

ARRRI D BEBEERMA B 2 KT ER7.06

BT ©

—E—tFhHRE

BARRERAT
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Management Discussion and Analysis
i ERE )

SUBSTANTIAL SHAREHOLDERS’ INTEREST IN
SHARES

As at 30 June 2017, the register of substantial shareholders
maintained under section 336 of the SFO, showed that the
Company has been notified of the following interests, being 5%
or more of the Company’s issued share capital. These interests
are in addition to those disclosed above in respect of the directors
and the chief executive of the Company.

FERFR G 2 ER

R-ZZE—tFRA=1H  REZHFNMPEEHIE
BBIHEMERAARIFE 2 EEMRERLMAR
AARDERHATIEZRREFARREETR
RE% WA L2 S o RS HERE L XHART]
EENEBITRABREE AN 2 #am -

Number of shares

REE Percentage of
Direct Indirect issued shares
interest interest HERTRS
Name 2 EERES RS mEEIL
Sun World Limited (“Sun World”)® Sun World Limited
('Sun World|) ™ 4,708,302,133 (L) - 58.33%
PetroChina Hong Kong (BVI) Ltd. PetroChina Hong Kong
(“PetroChina (BVI)")® (BVI) Ltd.
([PetroChina (BV))]) - 4,708,302,133 (1) 58.33%
PetroChina Hong Kong Ltd. FEBEABRAF
(“PetroChina Hong Kong”)® (THhEmEE]O - 4,708,302,133 (L) 58.33%
PetroChina Company Limited B MAA RIS
(“PetroChina”)® BRAA
(THBR®R)O - 4,708,302,133 (L) 58.33%
Fairy King Investments Ltd. Fairy King Investments Ltd. 277,432,000 (L) - 3.43%
CNPC International Ltd. (“CNPCI")@ CNPC International Ltd.
(TCNPCI )@ - 277,432,000 (L) 3.43%
China National Oil and Gas B AR A REN IR
Exploration and Development A5 ([CNODC)) @
Corporation (“*CNODC”)? - 277,432,000 (L) 3.43%
China National Petroleum A BRAREE AT
Corporation (“CNPC”)"@) (TCNPGC ) ®@) - 4,985,734,133 (L) 61.76%

KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017
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Management Discussion and Analysis

Notes:

(1) Sun World is a wholly-owned subsidiary of PetroChina (BVI), which
in turn is wholly-owned by PetroChina Hong Kong. PetroChina
Hong Kong is wholly-owned by PetroChina, which is in turn owned
as to 86.47% by CNPC. Accordingly, CNPC is deemed to have
interest in the 4,708,302,133 (L) shares held by Sun World. Mr.
Huang Weihe, Executive Director of the Company, is also director
of Sun World, which is a substantial shareholder of the Company
(within the meaning of Part XV of the SFO).

(2)  Fairy King Investments Ltd. is a wholly-owned subsidiary of
CNPCI, which in turn is wholly-owned by CNODC, which is in turn
owned as to 100.00% by CNPC. Accordingly, CNPC is deemed
to have interest in the 277,432,000 (L) shares held by Fairy King
Investments Ltd..

Save as disclosed above, as at 30 June 2017, the directors and
the chief executive of the Company were not aware of any person
(other than a director or chief executive of the Company) who had
any interest or short position in the shares or underlying shares of
the Company which would fall to be disclosed to the Company
under Divisions 2 and 3 of Part XV of the SFO.

As at 30 June 2017, the directors and the chief executive of the
Company were not aware of any person (other than a director or
chief executive of the Company) who was, directly or indirectly,
interested in 10% or more of the nominal value of any class of
share capital carrying rights to vote in all circumstances at general
meetings of any other member of the Group, or any options in
respect of such capital.

By the Order of the Board

Zhao Yongqi
Chief Executive Officer & Executive Director

Hong Kong, 22 August 2017

B EsTRE ST

W

(1) Sun World Ji PetroChina (BVI) 2 2 & KM B A &) -
ifi PetroChina (BV)JyFlRF A BE B2 EHEH  F
BEHESHTBEABREERES  MPEEAHAIAR
CNPC#E 86.47% fE# ° HItk * CNPCH# R AR
Sun World Ff £ 2 4,708,302,133 % (#f) f% {5 &
BAEED - EENEEABRNRARRPITES 1A
RAREERR(EERES RIS GEHEXVE)
Sun World 2 &5 »

@) Fairy King Investments Ltd. J3 CNPCI 2 2 & Kt &
‘A A MCNPCIEHCNODC & & # B * ECNPC
# A CNODC .z 100.00%# # o B It - CNPC
¥ 18 A& M Fairy King Investments Ltd. Fr # 2
277,432,000 B (4F) Befn R e B g o
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Unaudited Consolidated Interim Statement of Comprehensive Income

AEBZESPHEERRR

For the six months ended 30 June 2017 & Z —ZE—+F /XA =+THIL/~EA

Six months ended 30 June
BEAA=1+HLAEA

2017 2016
—E—+tF —ERF
Note RMB million RMB million
BRE AR¥EBEERT ARKBET
(restated)
(&%)
Revenue WA 4 40,078 33,659
Other gains, net Habzs - HE8 5 563 493
Interest income FLE WA 125 208
Purchases, services and others FREE - RIS M E A (28,271) (23,148)
Employee compensation costs 1E B &R A (1,839) (1,783)
Depreciation, depletion and amortisation WE - BREREE (2,665) (2,725)
Impairment loss on property, M - B K& EREEE
plant and equipment (100) —
Selling, general and administrative expenses 5% « —RIEMEEE R (1,664) (1,182)
Taxes other than income taxes BRETISELLASNZ 18 (215) (260)
Interest expenses FEZH 6 (481) (199)
Share of profits less losses of: FEAG = R R B 1R -
— Associates =V 402 185
— Joint ventures -EEDE 112 73
Profit before income tax expense BRETEHE AANRR 7 6,045 5,325
Income tax expense Frigti & A 8 (1,878) (1,374)
Profit for the period ARERER 4,167 3,951
Other comprehensive income: Hib 2wk -
ltems that may be reclassified subsequently BEgrEHmotEs
to profit or loss: BmIAE
— Exchange differences on translation of - B mEARE
financial statements of: ME N2
— Subsidiaries - B AR 21 (31)
- Associates -BtEnA 5 21)
- Joint ventures -BBh%E (17) 11
— Fair value loss on available-for-sale -t ESREEY
financial assets NEEEE (44) (230)
Other comprehensive income for AHREM RS
the period, net of nil tax HREHIER (35) 271)
Total comprehensive income A E KL
for the period 4,132 3,680

KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017
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Unaudited Consolidated Interim Statement of Comprehensive Income
KREBZGFEPHEZEWRR

For the six months ended 30 June 2017 BEZE=ZT—+tFA=THIEANEA

Six months ended 30 June
BZEAA=1+HLAEA

2017 2016
—E—+tfF —E—RF
Note RMB million RMB million
BRE AR¥BEERT ARKBET
(restated)
(&%)
Profit for the period attributable to: EA R PR R
— Owners of the Company Y /NI) 2,419 2,409
— Non-controlling interests — FEfE S s 1,748 1,542
4,167 3,951
Total comprehensive income for AHBREERE
the period attributable to: U sS40 %8 -
— Owners of the Company Y N/NCI) 3 2,397 2,200
— Non-controlling interests — FEVE B 1,735 1,480
4,132 3,680
Earnings per share for profit attributable ~ Z<2 )RR R FE(L
to owners of the Company Az ZRBF 9
— Basic (RMB cent) -ER(ARED) 29.97 29.84
— Diluted (RMB cent) -#E(ARES) 28.52 29.84

The notes on pages 33 to 66 form part of this interim financial ~ §33ZE66 B 2 MK A HAB SRS/ —3p 5 -
report.
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Unaudited Consolidated Interim Statement of Financial Position

REBZESPHMBIRRR

As at 30 June 2017 R=ZF—+FExA=+H

30 June 31 December
2017 2016
—E—tF AN
ANA=+H +=—A=+—~”
Note RMB million RMB million
BRE ARBEET AREBET
(restated)
(&%)
Assets BE
Non-current assets FREBEE
Property, plant and equipment M - B K& 11 86,365 83,077
Advanced operating lease payments B EHER 3,577 3,637
Investments in associates REtE N R 2 18E 12 3,082 2,803
Investments in joint ventures REBTEZIRE 13 1,219 1,285
Available-for-sale financial assets A ESREE 407 457
Intangible and other non-current assets EBERHMIERBEE 14 1,301 2,422
Deferred tax assets RIEBIEEE 1,204 1,050
97,155 94,731
Current assets REEE
Inventories FE 1,431 1,242
Accounts receivable FEUT BR 5K 15 3,109 2,767
Prepaid expenses and AN EREMRENEE 5,778 5,398
other current assets
Cash and cash equivalents ReMR&EEIEE 16,772 19,163
27,090 28,570
Total assets HWEE 124,245 123,301
Equity R
Capital and reserves attributable to QA F) R REM
owners of the Company B K 4
Share capital A& AR 16(a) 65 65
Retained earnings B I7 E T 23,506 21,680
Other reserves H A # 14,628 14,579
38,199 36,324
Non-controlling interests FEE SRR 24,232 22,576
Total equity R 62,431 58,900

KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017
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Unaudited Consolidated Interim Statement of Financial Position

REEREESPHMBRRR

As at 30 June 2017 W=F—LHERA=1H

30 June 31 December
2017 2016
—E—tF —ETRF
ANA=1H +=-A=+—~”
Note RMB million RMB million
B 5T ARBEER ARBEETL
(restated)
(E3)
Liabilities afE
Current liabilities REBEE
Accounts payable and accrued liabilities JERTRRF R IEET AR 18 23,655 26,704
Income tax payable FE PSR 293 693
Other tax payable Efth FEI TR 300 654
Short-term borrowings HHIEE 19 8,547 14,085
Obligations under finance leases A& EANE 163 166
32,958 42,302
Non-current liabilities FERBEE
Long-term borrowings REEE 19 22,585 15,920
Convertible bonds Al R (E 5 3,192 3,156
Deferred tax liabilities RIERIBAE 1,223 907
Obligations under finance leases RbE T ERE 263 334
Other liabilities Hib B & 1,593 1,782
28,856 22,099
Total liabilities weE 61,814 64,401
Total equity and liabilities kA EEE 124,245 123,301
Net current liabilities REBEEFE (5,868) (13,732)
Total assets less current liabilities HEERRBARS 91,287 80,999

The notes on pages 33 to 66 form part of this interim financial

report.

SE33E66 A Z MFEBR AT R BHREN —B7

ST LFERHRE BREFERAT



/o

Unaudited Consolidated Interim Statement of Changes in Equity
) REEBZE S PSSR

\_ / For the six months ended 30 June 2017 BE=F—+tF/XA=1TRHILXEA

Attributable to owners of the Company

AAARFEN Non-
Share Retained Other controlling Total
capital earnings reserves Sub-total interests equity
Bx  RERAM  HeRG IGh O FEEMER  BREE
Note RMB million ~ RMB million  RMB million ~ RMB million ~ RMB million ~ RMB million

it ARBEER ARMEER ARMEER ARMEER ARWEER ARWAER

RZE-~E-F-REH

Balance as at 1 January 2016,

as restated (&) 6 2,072 29619 51,756 22,556 74312
Profit for the period ERER - 2409 . 2,409 1542 3,051
Other comprehensive income H2EhE - - (209) (209 (62) @r)
Total comprehensive income AR 2ENEES

for the period - 2409 (209) 2,200 1,480 3,680
Transfer betwesn reserves ERER - (108) 108 - - -
Final dvidend for 2015 “E-RERERE 10/ - (4o7) - (407) - (407)
Lapsed share options BANERE - 3 (34) - - -
Dividend to non-controling BO\EE ER R 2

interests - - - - (236) (236)
Capital contrioutions rom FENLRE TR

non-controling interests - - - - 136 136
Acqisition from WiesEaRIER

non-controling interests - - - - (1) (1)
Acquistion of PetroChina WEPERERIR

Kunlun Gas Co,, Ltd. ERAT (BT

(Kunlun Gas) 2 - ~se1) (1561 (15612

- W) (55 (16019 o) (1612
Balance as at 30 June 2016, RZE-AEAAZTRER
as restated (mE5) 85 24,000 13872 37,087 23,035 61,872

KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017
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Unaudited Consolidated Interim Statement of Changes in Equity
KREBZGEPHEREHR

For the six months ended 30 June 2017 BEZE=ZT—+tFA=THIEANEA

Attributable to owners of the Company

AAARFER Non-
Share Retained Other controlling Total
capital earnings reserves Sub-total interests equity
Bx REEA Htrhite Nt OEBHMER  EREE
Note RMB million ~ RMB million ~ RMB million ~ RMB million ~ RMB million ~ RMB million
bzt AEXEERL ARMEER AR¥EER AR¥BER ARMEER AR¥EER
Balanceasat1January 2017, ~ R=ZF-tE-F-RALH
as restated (mE3) 65 21,680 14,519 36,324 22,576 58,900
Proft for the period KA - 2419 - 2419 1,748 4167
Other comprehensive income Hth2ENE = = (22) (22) (13) (39)
Total comprehensive income AER2ENEES
for the period - 2419 (22) 2,307 1,135 4,132
Transfer betwesn reserves ERER - (110) 110 - - -
Finaldhidend for 2016 “T-ERERE 10) - 522 - 522 - 522
Lapsed share options EXMERE = 3 (39) - - -
Disposal of subsidiary NETFAF - - - - @ )
Dividend to non-controling BRHEsliER 2 RE
interests - - - - (333) (333)
Capital contrioutions from R 2 TE
non-controling interests - - - - 258 258
Acquistion from W IR itER
non-controling interests - - - - 2 2
- (599) 7 522) ) (601)
Balance as at 30 June 2017 R-E-tEARZTRER 65 23,506 14,628 38,199 24,232 62,431

The notes on pages 33 to 66 form part of this interim financial

report.
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Unaudited Consolidated Interim Condensed Statement of Cash Flows
FEBRESPHBPRERER

For the six months ended 30 June 2017 & Z —ZE—+F /XA =+THIL/~EA

Six months ended 30 June
BEANA=1THIEAEA

2017 2016
—E—+F —E—RF
RMB million RMB million
ARBEERT AREBEET
(restated)
(&%)
Operating activities KK
Cash generated from operations KEEBMS2IRE 7,697 7,648
Tax paid BTHIE (2,211) (1,724)
Net cash generated from REEKMEZ
_Operating activities RERE 5486 5924
Investing activities REXK
Acquisition of Kunlun Gas KR mIMER = (5,000)
Capital expenditure BEAMAX (6,127) (2,1398)
Decrease in amount due from FEN H AR A A
an intermediate holding company FIER L 78 3,222
Other cash flows arising from REEBEZ
investing activities HMfenE 709 419
Net cash used in investing activities pARBmAzAEFE (5,340) ! (8,497)
Financing activities RMEES
Dividend paid to equity shareholders BEARR B SR RS
of the Company (522) (407)
Dividends paid to non-controlling interests BT IR R AR B (2,441) (245)
Capital contribution from non-controlling FEfE iR 2 E &
interests 72 81
Increase in borrowings BEEEI 11,792 5,191
Repayments in borrowings EEEE (10,490) (4,185)
Other cash flows arising from BMEEBMEZ
financing activities HaReRE (709) (484)
Net cash used in 7l & E B Fr
_financing activites ZReR®E (2208 (49)
Net (decrease)/increase in ReRREEEBEZ
cash and cash equivalents FECED),/#Ehm (2,152) 2,378
Cash and cash equivalents at 1 January R—A—B2ZR&R
RE%EREE 19,163 14,378
Effect of foreign exchange rate changes [ER& & o &/& (239) (41)
Cash and cash equivalents at 30 June RANA=+tHZ
ReRkRLEEER 16,772 16,715

The notes on pages 33 to 66 form part of this interim financial

report.
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Notes to the Unaudited Interim Financial Report

GENERAL INFORMATION

Kunlun Energy Company Limited (the “Company”) is 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”). Its ultimate holding company is China
National Petroleum Corporation (“CNPC”) which is a company
established in the People’s Republic of China (the “PRC”). The
immediate holding company of the Company is Sun World Limited
(“Sun World”), which is a company incorporated in the British
Virgin Islands. On 18 December 2008, PetroChina Company
Limited (“PetroChina”), a subsidiary of CNPC, acquired 100%
equity interest in Sun World. Since then, PetroChina became an
intermediate holding company of the Company. As at 30 June
2017, PetroChina indirectly owned 58.33% (31 December 2016:
58.33%) equity interest in the Company.

The address of the Company’s principal office and registered
office are 39/F, 118 Connaught Road West, Hong Kong and
Clarendon House, 2 Church Street Hamilton HM11, Bermuda,
respectively.

The Company acts as an investment holding company. The
Company and its subsidiaries are collectively referred to as the
“Group”. The principal activities of its subsidiaries, associates and
joint ventures are the exploration and production of crude oil and
natural gas in the PRC, the Republic of Kazakhstan, the Sultanate
of Oman, Peru, the Kingdom of Thailand and the Azerbaijan
Republic, the sales and distribution of natural gas, liquefied natural
gas (“LNG”) processing, LNG terminal business and transmission
of natural gas in the PRC.

REBZLPHAGREMEE

—RREHF

EmERERAR((ARAE]) AR BEREIMRK
VU RERREERAR  MEARGEBTBHAERS
FTAR AR (AR £ o AR AR SEE
& A B A BA R KA RS E QR (TCNPCY)
—FERPEARKMB ([FEDKZZAR - A
Nl Z BEER A A ASun World Limited (['Sun
Worldj) CRARA—HRRBRZES MR
ZRAFc RZEZENFE+ZA+/\H CNPCZ
WJ%AEEPIEE%%\%%W%EBE@ET(WE
S8 1) W B Sun World 2 100% I #E © Ith1& @ B
MK AR R 2 PEERAR c RZE—HEXN
A=+8 ' REAHEEEERQFZ58.33% K&
B(ZZE—"F+=-HA=+—H :58.33%) °

ARARZEEMERLFMPEELUD B AT
& F 5 8 11897394 X Clarendon House, 2
Church Street, Hamilton HM11, Bermuda -

RNBBIRERRAR - ARQ T&,ﬁw PG
BIAE®E] ARBZHBRR - BEARR
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Notes to the Unaudited Interim Financial Report
RGBT PR R &M

BASIS OF PREPARATION

This interim financial report has been prepared in accordance
with the applicable disclosure provisions of the Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong
Limited (the “Listing Rules”), including compliance with Hong Kong
Accounting Standard (“HKAS”) 34, Interim financial reporting,
issued by the Hong Kong Institute of Certified Public Accountants
(“HKICPA”). It was authorised for issue on 22 August 2017.

The interim financial report has been prepared in accordance with
the same accounting policies adopted in the 2016 annual financial
statements, except for the accounting policy changes that are
expected to be reflected in the 2017 annual financial statements.
Details of any changes in accounting policies are set out in Note 3.

The preparation of an interim financial report in conformity with
HKAS 34 requires management to make judgements, estimates
and assumptions that affect the application of policies and
reported amounts of assets and liabilities, income and expenses
on a year to date basis. Actual results may differ from these
estimates.

This interim financial report contains condensed consolidated
financial statements and selected explanatory notes. The notes
include an explanation of events and transactions that are
significant to an understanding of the changes in financial position
and performance of the Group since the 2016 annual financial
statements. The condensed consolidated interim financial
statements and notes thereon do not include all of the information
required for full set of financial statements prepared in accordance
with Hong Kong Financial Reporting Standards (“HKFRSs”).

The interim financial report is unaudited, but has been reviewed
by KPMG in accordance with Hong Kong Standard on Review
Engagements 2410, Review of interim financial information
performed by the independent auditor of the entity, issued by
the HKICPA. KPMG'’s independent review report to the Board of
Directors is included on pages 67 to 68.

KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017
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Notes to the Unaudited Interim Financial Report

BASIS OF PREPARATION (CONTINUED)

As at 30 June 2017, the Group had net current liabilities of
RMB5,868 million. Notwithstanding the net current liabilities of
the Group at 30 June 2017, the Group’s consolidated interim
financial statements have been prepared on a going concern
basis because the directors of the Company (the “Directors”) are
of the opinion that the Group would have adequate funds to meet
its obligation, as and when they fall due, having regard to the
following:

(i) the Group has committed credit from China Petroleum
Finance Company Limited (“CP Finance®) amounting to
RMB20 billion, of which RMB11 billion is undrawn as at
30 June 2017; and

(i) the Group expects to generate positive operating cash
flows in the future; and

(iii) the Directors consider that the Group could obtain
financing from various sources of funding.

Consequently, the consolidated interim financial statements have
been prepared on a going concern basis.

On 28 December 2015, the Group entered into the acquisition
agreement with PetroChina (“Agreement”), pursuant to which,
the Group has agreed to purchase, and PetroChina has agreed
to sell, the entire equity interest in PetroChina Kunlun Gas Co.,
Ltd (“Kunlun Gas”) at a cash consideration of approximately
RMB14,827 million, subject to adjustment on gain or loss
of Kunlun Gas during the transition period, as defined in the
Agreement. The acquisition was completed on 31 May 2016,
and Kunlun Gas has become a wholly owned subsidiary of the
Group since then. As PetroChina and the Group are ultimately
controlled by CNPC, the acquisition of Kunlun Gas was
regarded as business combination under common control. To
consistently apply the Group’s accounting policy for common
control combination, the acquisition has been accounted for
based on the principles of merger accounting in accordance with
Accounting Guideline 5, Merger Accounting for Common Control
Combinations issued by the HKICPA. The financial statements
of the Group have been prepared using the merger basis of
accounting as if the current group structure had been in existence
throughout the periods presented. The final consideration of
RMB15,612 million payable by the Group has been treated as an
equity transaction.

REBZLPHAGREMEE
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Notes to the Unaudited Interim Financial Report
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RESZLPHABREMEE

3

CHANGES IN ACCOUNTING POLICIES

(a)

(b)

Change in presentation currency

The previous interim financial report of the Group have
been presented in Hong Kong dollars (“HK$”). Having
considered that most of the Group’s transactions are
denominated and settled in Renminbi (“RMB”) following
the Company’s acquisition of Kunlun Gas in 2016,
the Board of Directors considers that the change of
presentation currency from HK$ to RMB in the interim
financial report enables the shareholders of the Company
to have a more accurate picture of the Group’s financial
performance.

The change in presentation currency have been applied
retrospectively. The comparative figures in the interim
financial report were then translated from HK$ to RMB
using the applicable closing rates for assets and liabilities
in the condensed consolidated interim statement of
financial position and applicable average rates that
approximated to actual rates for items in the condensed
consolidated interim statement of comprehensive income.
Share capital, share premium and reserves were translated
at the exchange rate at the date when the respective
amounts were determined (i.e. historical exchange rates).

New and amended standards adopted by the
Group

The HKICPA has issued several amendments to HKFRSs
that are first effective for the current accounting period
of the Group. None of these developments has had a
material effect on how the Group’s results and financial
position for the current or prior periods have been
prepared or presented in this interim financial report.

The Group has not applied any new standard or
interpretation that is not yet effective for the current
accounting period.
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REVENUE 4 L' ON

Revenue mainly represents the sales of crude oil, the sales IWAEERREEERBD - HEEDHRAR
and distribution of natural gas, LNG processing, LNG terminal LNG AN L ~ LNGH2 Uk 275 I 8 ik RAAR - 1Rk
business and transmission of natural gas. Analysis of revenue by WA SHTFIRRAIEE 20

segment is shown in Note 20.

OTHER GAINS, NET 5 Hiplss - 58

Six months ended 30 June
BZEARNA=THLAEAR

2017 2016

—E—+tF —E-RF

RMB million RMB million

ARBBEEBR ARBEEET

(restated)

(&B5)

Net exchange gains/(losses) &5 s (518 ) F38 171 (79)

Rental income HEUWA 46 41

Government grants TR T R 274 419

Others Hith 72 112

563 493

Government grants for the six months ended 30 June 2017 and BEZZ—+FRZIZT-—R"FRNA=THIEARE

2016 primarily represented compensation of reduction in income R 2 BT+ Bh 2= 245 B U B hE I E

due to the implementation of Value-Added-Tax Reform from BYRARDEOMHE - ZXZEHAWERER

the government. There were no unfulfilled conditions and other ERRMMEM KA FE - EERBAEEKRK

contingencies attached to the receipts of these grants. There is SHEESLEEE -BE_T—tF A=

no assurance that the Group will continue to receive such grant in BIEANER  AEEDHRHEBERFEEARE

the future. During the six months ended 30 June 2017, the Group I6EET(BE_S—"FA=+THIEXEA
has recognised related government grants of RMB216 million (six B ARBITSBETT) ©

months ended 30 June 2016 restated: RMB375 million).

ST LFERHRE BREFERAT
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6 INTEREST EXPENSES 6 FEXH
Six months ended 30 June
BEANA=tTHLEREA
2017 2016
—E—+tF —E-RF
RMB million RMB million
ARBBEER AREEET
(restated)
(&%)
Interest expenses 773 514
Less: Amounts capitalised W BRbEEE (292) (319)
Total interest expenses 481 195
Amounts capitalised are borrowing costs that are attributable to BNt eBRRENERECEEMEAE S
the construction of qualifying assets. The average interest rate HEMEENR - BE_FT—+FA=FTHIE
used to capitalise such borrowing costs was 4.08% (six months NEA BRI EEERANA 2 P FRE
ended 30 June 2016: 4.05%) per annum for the six months 4.08% (BEZE=ZT—RFAA=THIEAREAR :
ended 30 June 2017. 4.05%) °
7 PROFIT BEFORE INCOME TAX EXPENSE 7 BRPTiSH & A el

[tems charged in arriving at the profit before income tax expense

include:

BRATSTHE MANEN SR AT IER

Six months ended 30 June
BZAXA=+tHILAEA

2017 2016
—E—tF —E-REF
RMB million RMB million
ARBEER AREEET
(restated)
(&%)

Amortisation of advanced operating lease B EEMER MR EE 2 #iH
payments and intangible assets 77 75
Cost of inventories recognised as expense B HERAR X 2 FEKA 28,510 23,547
Operating lease expenses WEHERY 210 219
Impairment loss on accounts receivable FEWBRRURL E & 18 329 -
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FiisBiER

Six months ended 30 June
BZAXA=1tHILAEA

2017 2016
—E—+tfF TE—RF
RMB million RMB million
AREHET ARERET
(restated)
(&%)

Current tax BN EAT 1
-PRC - [ 1,660 1,486
— Overseas - g4 47 8
1,707 1,494
Deferred tax EEHIE 171 (120)
1,878 1,374

Hong Kong Profits Tax has not been provided for as the Group
has no assessable profit for the six months ended 30 June 2017
(six months ended 30 June 2016: Nil).

In accordance with the relevant PRC income tax rules and
regulations, the PRC corporate income tax rate applicable to the
Group’s subsidiaries in the PRC is principally 25% (six months
ended 30 June 2016: 25%). The operations of the Group’s certain
regions in the PRC have qualified for certain tax incentives in the
form of a preferential income tax rates ranging from 15% to 20%
(six months ended 30 June 2016: 15% to 20%).

Income tax on overseas profits has been calculated on the
estimated assessable profit for the six months ended 30
June 2017 at the applicable rates of taxation prevailing in the
jurisdictions in which the Group operates.

HRAEERHE _Z—FRNA=THIERE
AR EERTOER - ML BER BB EHA R
BEEE-T-RERAZTHIEAER &) -

RIBRBIFETUER 2 BEEATE  BARAER
RABEZHBARZFECEMEHMEETE
RB5% (BEZTE—RENA=ZTHLEREAR :
25%) - NEMMAEFEE TIHE ZEEHFEETH
BEEGE  ZEEEUMGHBERAEBR -
M ENRI5%ZE20% (B E=ZF—~F A
=+ HIEREA 15%ZE20%) °

BINENZFBRERBE—FT—EFRA=T

B L7 A A2 T R BUE R ME AR AR E
RERAEZAEESERZRITHEAE -

ST LFERHRE BREFERAT
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9 BASIC AND DILUTED EARNINGS PER SHARE 9 BREAREERF

(@) The calculation of basic earnings per share is based on (@) FRERZFTIBBERQRREEHAE

the Group’s profit attributable to owners of the Company
of approximately RMB2,419 million (six months ended
30 June 2016 restated: RMB2,409 million) and weighted
average number of ordinary shares in issue during the
six months ended 30 June 2017 of approximately 8,072
million shares (six months ended 30 June 2016: 8,072
million shares).

Diluted earnings per share is calculated based on the
Group’s profit attributable to owners of the Company of
approximately RMB2,459 million (six months ended 30
June 2016 restated: RMB2,409 million) and the weighted
average number of ordinary shares of approximately 8,623
million shares (six months ended 30 June 2016: 8,072
million shares) after adjusting for the effect of convertible

B sMOARE2M9BEL(BEZT
—RNENAZTHLENEAEY : ARE
2400 BB RBEEZT—tF A=
HIEAEARNE ETEBRMETIEL
8072 EBR (BE=T— X "FA=1+H
IEREA 8072 EHEMR)FTE -

RAEREFNTEELRARE - GRE
SEAF TR IE A A BIAR S A AN @ 2 0%
FIPARKE 2,450 B8 TT (BHEZT—RF
NA=THIERNERES : AR 2,409
BET) REBERNET 8486238 E
BEEZZE—AFNAZTHLEAREA
8,072 BER) LA TEE -

bonds, calculated as follows:

@i) Profit attributable to owners of the @i) AT RREGER (858)
Company (diluted)

Six months ended 30 June
BZANA=1tHIAEA

2017 2016
—E—+F —ERF
RMB million RMB million
ARBEETR AREBEET
(restated)

(&51)

Profit attributable to owners 7N/ B P% B & 1k 3 A

of the Company 2,419 2,409
After tax effect of effective BB AR AT ERES

interest on the liability BEFIHRETE
component of

convertible bonds 40 —

Profit attributable to owners — ZN/A BB FE(EE F| (BEE )
of the Company (diluted) 2,459 2,409

m KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017
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BASIC AND DILUTED EARNINGS PER SHARE
(CONTINUED)

(b) (Continued)

(ii) Weighted average number of ordinary
shares (diluted)

9

BiREAREERA ()

(b)

(#8)

(i) EHFBERNEFIHR(EE)

Six months ended 30 June
BZEAXNA=THLAEAR

2017 2016
—E—tF —E-RE
million shares million shares
BER BER
Weighted average number of 175 A =+ H B E &A% IN4E F 192
ordinary shares at 30 June 8,072 8,072
Effect of conversion of AERES 2 EBIR e
convertible bonds 551 —
Weighted average number of 775 8 =+ B #)E @A i 19 8 (58 )
ordinary shares
(diluted) at 30 June 8,623 8,072
The effect of the Company’s share options was (B E—tFERZE—RNFRA

anti-dilutive for the six months ended 30 June
2017 and 2016.

DIVIDENDS

(@) Final dividend attributable to owners of the Company in
respect of 2015 of HK6 cents per share amounting to
a total of approximately HK$484 million (approximately
RMB407 million) was approved by the shareholders in the
Annual General Meeting on 12 May 2016. The amount is
based on approximately 8,072 million shares in issue as at
17 March 2016 which was paid on 17 June 2016.

(b) Final dividend attributable to owners of the Company in
respect of 2016 of HK7.4 cents per share amounting to
a total of approximately HK$597 million (approximately
RMB522 million) was approved by the shareholders in the
Annual General Meeting on 2 June 2017. The amount is
based on approximately 8,072 million shares in issue as at
28 March 2017 which was paid on 30 June 2017.

(c) The Directors do not recommend a payment of an interim
dividend for the six months ended 30 June 2017 (six
months ended 30 June 2016: Nil).

10

=+ AIENEARRRBEENE

RATIRREE S —AFERAREAT
fE6El - ABAL484FEET(HAR
407 EETL) WRERZZT—XRFA
RTZRBTZRRBFRNEG LIUE - %
HEDERR _ZE—R"F=AT++LABE#
TR82AEBRBMMAHE » YR
T—RERATERZNM -

RARRREE-ZE—R"ERAREAET
B7.4%8N0 - BEAES7BEET(HA
R#522B8T) WRERZZZT—+F
~NAZ H%"Zﬂﬁiﬁiﬁ@tﬁt}& ° &
HEDHDENNR-_ZE—tF= H +J\EE
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ZE—EFRNA=TBAX -

EETEARBEC
Jifdlﬂqu,HﬂHx,%(%Zi
A=+HIERER : ) -

—tHFRA=TH
= _/\E/\
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11 PROPERTY, PLANT AND EQUIPMENT 11 Y% BERRE
Six months
ended 30 June
BZX<HA=tH
17518 A
RMB million
AREBEET
Cost: AR
Balance as at 1 January 2016, as restated RZT—RNF—A—B&#H(EY) 123,369
Currency translation differences EMEH =58 89
Additions NE 1,586
Disposals k= (141)
Balance as at 30 June 2016, as restated R-ZT—XNENAZTBESR(ES]) 124,908
Accumulated depreciation A TERERE
and depletion:
Balance as at 1 January 2016, as restated RZZE—RF—A—B&EH(ES) 40,450
Currency translation differences EHSE N 2R 85
Charge for the period AEAA 2,650
Disposals = (78)
Balance as at 30 June 2016, as restated RZE—RENA=THEEH (NEY]) 43,107
Net book value: BREFE -
Balance as at 31 December 2015, as restated R-ZE—RFE+-_A=+—B&& (WEy)) 82,919
Balance as at 30 June 2016, as restated N-E—XNENA=TBEHNE) 81,796

KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017
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PROPERTY, PLANT AND EQUIPMENT (CONTINUED) 11

M - BERRE(8)

Six months
ended 30 June
BEXA=1H
1EREA
RMB million
AREBEET
Cost: AR :
Balance as at 1 January 2017, as restated ML —+F—H— B (EF) 132,657
Currency translation differences EkE H 2R (8)
Additions NE 6,064
Disposals HE (153)
Balance as at 30 June 2017 RZE—EFNXA=1THE&H# 138,560
Accumulated depreciation ZFTERER
and depletion:
Balance as at 1 January 2017, as restated R-EBE—tF—A—B&% (E) 49,580
Currency translation differences EHSIE N AR (17)
Charge for the period AEAA S 2,588
Disposals HE (56)
Impairment loss REEE 100
Balance as at 30 June 2017 R-ZE—tFNA=ZTHEH 52,195
Net book value: BREDFE !
Balance as at 31 December 20186, as restated J:T’\‘ - ﬁ—/‘_\i-}— —A=+—B#%&% (nEs)) 83,077
Balance as at 30 June 2017 —tFERA=TRE&H 86,365

During the six months ended 30 June 2017, certain LNG factories H=E
were operating at losses. In view of the increased competition
from imported LNG during the period, the Group assessed the
recoverable amounts of those LNG factories. As a result, the
carrying amount of a factory was written down to its recoverable
amount. An impairment loss of RMB100 million was recognised
under “Impairment loss on property, plant and equipment” in the

Wassk T35

Group’s consolidated interim statement of comprehensive income.

The recoverable amount was determined by using the value in

use calculation.

—tEhHRE

—EEFERA=TRLREHA
TRRAAEEE - ERAHMAMEOLNGEZHEF N
Bl - AREEEFHELNG THH FT Y Bl S5 o Bt
% LNG TR SR EECHORE R rJ W@ 258 ©
EBEEARKI00AETNAEEGS
B RERERERE ] fERR o ATl
CeBYRABEMEESAEEE

» ZHTLNG

hHEIZE

BARRERAT
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12  INVESTMENTS IN ASSOCIATES 12 REEATZEE
30 June 31 December
2017 2016
—E—+tF —E—RF
<A=+HB +=ZA=+—H
RMB million RMB million
AREEHETR AREBET
(restated)
(E7))
Share of net assets EIhEEFE 2,732 2,453
Goodwill RS 350 350
3,082 2,803
13  INVESTMENTS IN JOINT VENTURES 13 REBL¥EZERE

30 June 31 December

2017 2016

—E—+F —E—RF

ARA=Z+H +ZH=+—H

RMB million RMB million

ARBEET AREBHET

(restated)

(&%)

Share of net assets JEhEEFE 1,180 1,246
Loans to joint ventures MEBEREER 39 39
1,219 1,085

As at 30 June 2017, included in loans to joint ventures is an RZE—+tFNA=-THREEAGEEREBREA
amount of RMB39 million (31 December 2016 restated: RMB39 REBEEL(ZE—AF+ZA=+—HEJ:
million) which is unsecured, interest-free and recoverable on ARBIBEETL)  ZoBAEER 2EKRE

demand. TRIEE

m KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017
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14  INTANGIBLE AND OTHER NON-CURRENT ASSETS 14 BEREREGIETEEE
30 June 31 December
2017 2016
—E—+F ZE—RF
NA=+H +ZA=+—H
RMB million RMB million
AR¥BBER AREBET
(restated)
(&5)
Intangible assets mEEE 475 501
Prepaid construction costs TEfTRRIER AR 799 1,825
Loans to third parties ME=HEXK 3 72
Others HA 24 24
1,301 2,422

15 ACCOUNTS RECEIVABLE 15  FENRBRER

As of the end of the reporting period, the ageing analysis of

accounts receivable, based on the invoice date and net of

allowance for doubtful debts, is as follows:

BHERSHR - REZZBHNEEESR KRR

SRR 2R AITIT -

30 June 31 December

2017 2016

—E—tF —E-RE

RA=+H +ZA=+—H

RMB million RMB million

AREEHET AREEET

(restated)

(&B%)

Within 3 months ={EALRA 2,045 1,771
Between 3 to 6 months —EAEREARA 561 191
Over 6 months NERALAE 503 805
3,109 2,767

N5 B S IR DA SRR B o R B B RIS E
B A — AP B A BB ET 30 A & 90 A AR I
Bl MEERDERARUB S HREEHT
HBOH  M-_ZTE—tHFRNA=TH  REKL=@
A EREREEFOARB 1,064 88T (ZF
—NFE+ZA=+—HEY: AR¥EIEST)
B - MASEL &R LR ERE - 5
FERERFR AR AR EB RS R T AL
BB .

The Group’s revenue from sales of crude oil and rendering of
terminal and pipeline services are generally collectable within a
period ranging from 30 to 90 days from the invoice date while
the sales and distribution of natural gas are made in cash or on
credit terms no more than 90 days. As at 30 June 2017, accounts
receivable aged over three months of approximately RMB1,064
million (31 December 2016 restated: RMB996 million) were past
due but for which the Group has not provided for impairment loss.
These accounts receivable relate to a number of independent
customers that have a good track record with the Group.

—E—tFhHRE

eewranas [
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16  SHARE CAPITAL AND SHARE OPTION SCHEMES 16

(a)

Share capital

(a)

A R ARz st &l

Number of  Nominal value
ordinary of ordinary
shares shares
ZERHE ZBEREE
‘million HK$’million
BER BEER
Authorised: SEE -
Ordinary shares of HK$0.01 each FAEEE 0.01 8.2 ZiER
At 1 January 2016, RZE—RF—H—H"
30 June 2016, ZE-RFRA=+HA
31 December 2016, ZE-RE+ZA=+—H"
1 January 2017 and “T+F-A-HBHRK
30 June 2017 —E—+tFXA=+H 16,000 160
Number of Nominal value
ordinary of ordinary
shares shares
EERHE EEREE
’million RMB million
BER ARBEET
Issued and fully paid: BT RBEHA
Ordinary shares of HK$0.01 each FAEE 0.01 8T, BBk
At 1 January 2016, R=ZZF—RF—HA—H"
30 June 2016, ZE-RNFERA=TH
31 December 2016 and ZE-RFt+ZA=t+—HEK
1 January 2017, as restated —T—+F—-A—BWEY) R
—E—+FA=+H 8,072 65

and 30 June 2017

m KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017
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16 SHARE CAPITAL AND SHARE OPTION SCHEMES
(CONTINUED)

(b)

Share option schemes

Pursuant to executive share option scheme (the “2002
Share Option Scheme”) of the Company dated 3 June
2002, the directors of the Company are authorised, at
any time within ten years after the adoption of the 2002
Share Option Scheme, to grant options to any directors
or employees of the Company or any of its subsidiaries
to subscribe for the Company’s shares at a price not less
than the average of the closing prices of the Company’s
shares on the five trading days immediately preceding
the offer date of the options, the closing price of the
Company’s shares on the offer day or the nominal value
of the Company’s shares, whichever is the highest.
Unless otherwise lapsed or amended, the 2002 Share
Option Scheme will be valid and effective for a period
of ten years from the date of adoption. The maximum
number of shares in respect of which options may be
granted under the 2002 Share Option Scheme cannot
exceed 10% of the issued share capital of the Company.
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 2002 Share Option Scheme (and under any
other shares of the Company) shall not exceed 30% of the
shares in issue from time to time.

Options granted under the 2002 Share Option Scheme
must be taken up within the period as specified in the
offer of the options and no amount shall be payable by
the grantee to the exercising of the right to accept an offer
of an option. All of the options are vested to the option
holders after 3 months from the date on which the options
are granted. The exercise period of the option is 5 years
from the grant date.

The 2002 Share Option Scheme expired on 2 June 2012.

No new shares option scheme was adopted after the
expiration of 2002 Share Option Scheme.

REBZLPHAGREMEE

16 IREREERRMERTEI(E)

(b)

fBReERT &

BEAARRRAE-TZT-_FA=ZHZ
T A BHERETE ([ — ST FRRE
FTED  ARRERERENRN =T
ZFBERET R TFANEMREE - BT
RNRARIKEAMRMB AR I MESHE
BEERE  REAQTRNG - HEELFR
AERERER TFESAERS AR
AR 2 FHWTE - BTFEBARARR
MRTENARARONEE(AESER
#) o RBITRUBUERTIN  ZFFZF
BRSNS BB T F R
B RE-ZTT - FRERESEIMEL
EREmS &2 BRHESEE T BaA
DABBEITHRAZ10% - BREBAERA
mE - AREBE-_ST_FERETS(R
RABMEREMAR G ) 5 R s R ETE
2B M ARITEB R TEMEIT 2R
MESHETEBATREEITRG
30% °

RE—ZT _FREE IR L 2 BhE
ARBREEERHBRESY  MARA
WAL TR 3 AN IR L I P b 2 B M) T S A
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16 SHARE CAPITAL AND SHARE OPTION SCHEMES
(CONTINUED)

(b) Share option schemes (Continued)

During the six months ended 30 June 2017 and 2016, no
share options have been exercised by the directors and
employees of the Company respectively as the exercised
price of the lapsed share options were above the market
price of the Company’s shares, and the share options
were lapsed.

Details of share options lapsed and exercised during the
six months ended 30 June 2017 and 2016 are as follows:

16 IREREERRERTEI(E)

(b)

BT 8 (&)

BE_Z—tFR-_T-XRFRA=TH
IERER - ARERMBRETSRAR
AWE  MAkZEERED R RNRF
EEREEMBITERRE -

UWTREHEZZE—tF R —F~A
=t HIEAEAB KRR RITHER B

1

Six months ended 30 June

HBEAAZTHLEREA

2017 2016

“E—+f —ERF
Exercise Exercise
price price
Lapsed Exercised per share Lapsed Exercised per share
BAN 21 SRITEE BAM 2iTfE BRITRE
’000 ’000 HK$ '000 '000 HK$
T4 T4 B T & o
Directors S - - 11.730 3,900 - 11.730
- - 12.632 - - 12.632
Employees EE - - 11.730 6,000 - 11.730
14,200 - 12.632 1,500 - 12.632

14,200 - 11,400 -

m KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017
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16 SHARE CAPITAL AND SHARE OPTION SCHEMES 16

(CONTINUED)

(b) Share option schemes (Continued)

Details of the options granted under the 2002 Share
Option Scheme outstanding as at 30 June 2017 and 31

December 2016 are as follows:

REE PR S

ReA R ARz gt &l ()

(b) IBERFESTE (&)

\\_/

AT ARE—FT _FRRETSIROY
RZE—+FEXA=Z+TBERZZT—RF
T A=1+—BRERITEROBEERS

Number of shares

subject to the options

FERETEANROEE

Date of grant Exercise period Exercise price 30 June 2017 31 December 2016

per share —E—tF EyNGS

BRHBH TEHE BRTHEE ANAZTH +=ZA=1+—-H

HK$ '000 '000

B T Fin

Employees 17 May 2012 17 August 2012 - 16 May 2017 12.632 - 14,200
ES “Z--FRAt++tH ZE-—f/\AttRZE

“Z—tFIATRA

—E—tFhHRE

SRRV O 49
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17 FAIR VALUE MEASUREMENT OF FINANCIAL
INSTRUMENTS

(@) Financial assets measured at fair value
Fair value hierarchy

The following table presents the fair value of the Group’s
financial instruments measured at the end of the reporting
period on a recurring basis, categorised into the three-
level fair value hierarchy as defined in HKFRS 13, Fair
value measurement. The level into which a fair value
measurement is classified is determined with reference to
the observability and significance of the inputs used in the
valuation technique as follows:

- Level 1 valuations: Fair value measured using only
Level 1 inputs i.e. unadjusted quoted prices in
active markets for identical assets or liabilities at
the measurement date.

- Level 2 valuations: Fair value measured using Level
2 inputs i.e. observable inputs which fail to meet
Level 1, and not using significant unobservable
inputs. Unobservable inputs are inputs for which
market data are not available.

- Level 3 valuations: Fair value measured using
significant unobservable inputs.

KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017
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FAIR VALUE MEASUREMENT OF FINANCIAL

REE PR S

17 ST RAFEEETE(E)

\\_/

INSTRUMENTS (CONTINUED)

(a)

Financial assets measured at fair value
(Continued)

(a)

BATEFEZESRMEE ()

Fair value hierarchy (Continued) RFEER (&)
Fair value at Fair value measurements as at Fair value at Fair value measurements as at
30 June 30 June 2017 categorised into 31 December 31 December 2016 categorised into
2017 Level 1 Level2 Level 3 2016 Level 1 Level2 Level3
W-5-tF R-E-tERA=1A WZE-1E RE-7ETAZT-A
~BZ1H WATEHEAER +tZR=T-H WATEEAER
PR LR =8 EEE LAFE 4 28 i
RMB million ~ RMBmilion ~ RMBmilion ~ RMB million RMB millon RMB millon RMB millon RMB millon
AREER AREEER ARWEET ARMEER ARYEER ARMEEL ARMEET  AR%EER
(restated) (restated) (restated) (restated)
(&) (&) ) (&5)
Recurring fair value BEWATETE
measurements
Avalable-forsele L ELHER
financial assets
- Listed -tm 338 33 - - 383 383 - -
- Unlisted -3t 74 - - T4 74 - - 74
During the six months ended 30 June 2017 and 2016, BEZT—tFRZT—R"FA=1H
there were no transfers between Level 1 and Level 2, or WEAREA - E— i&& 1 3
transfers into or out of Level 3. The Group’s policy is to B oREANENE =R o REBZEER
recognise transfers between levels of fair value hierarchy RNBEE 2 mEIARERE QT EERK
as at the end of the reporting period in which they occur. T whH o
Information about fair value measurements BEAFETEZEH

As at the date of the statement of financial position, all
the listed equity securities are stated at fair values, which
have been determined by reference to bid prices quoted
in the respective stock exchanges. The equity securities
in the PRC amounting to approximately RMB74 million
(81 December 2016 resated: RMB74 million) are stated at
cost. These securities do not have quoted market price
in an active market and their fair values cannot be reliably
measured.

RUFIRRE B - A L 2 AR S
BIRATESE - T8 2E D RN BRI
RZENEMEE - R Bz A
REOARET4BET(ZE—RFT=
A=1T—B&%: ARB74BETL) LK
AIN » ZEEB AL EHEAZIRERT IS
ZTISIRE - HRATERAA SR -

—E—tFhHRE

eewranas BN
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17  FAIR VALUE MEASUREMENT OF FINANCIAL 17 2RTRAFHEIE(E)
INSTRUMENTS (CONTINUED)
(@ Financial assets measured at fair value (@ BAVEFEZESBEEE)
(Continued)
Information about fair value measurements B FEGEZER (E)
(Continued)
The movements during the period in the balance of the AHRNBE=ZRRATFEFELEBZEEHW
Level 3 fair value measurements are as follows: N
At 30 June
RARB=+H
RMB million
AREBET
Unlisted available-for-sale equity securities: LA HEERAES
At1January 2016, asrestated R-F~F_A-BmES) T8
Additions . B 5
At 30 June 2016, as restated RZE—XR"FXA=1+H (WET]) 84
Unlisted available-for-sale equity securities: FEEMAEHERRNES
At 31 December 2016 and 1 January 2017, RZZE—RF+ZA=+—8K
as restated and 30 June 2017 —E—+F—A—R (M=)
r=E2—+FA=1+H 74
There were no gains or losses from Level 3 fair value RZE—tFRZFT-—R"FRA=THLE
measurements recognised in profit or loss and other ANMEA - BHER B R E MR S R
comprehensive income for the six months ended 30 June RE=MN TV EFE 2 WemslEE -
2017 and 2016.
(b)  Fair value of financial assets and liabilities (b) HUAFEMIINIRzEMEERAERE

carried at other than fair value

The carrying amounts of the Group’s financial instruments
carried at cost or amortised cost as of 30 June 2017 and
31 December 2016 are short-term in nature and are not
materially different from their fair values.

KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017
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ACCOUNTS PAYABLE AND ACCRUED LIABILITIES FE{+RRER R FESt B 1R
30 June 31 December
2017 2016
—E—+tfF ZE—RF
AA=+H +=ZA=+—H
RMB million RMB million
AREEHER ARBEET
(restated)
(&%)
Accounts payable FERTERK 3,427 3,214
Advances from customers EPE#R 6,940 7,144
Salaries and welfare payable e E & REF| 324 254
Accrued expenses JEETF 404 21
Dividends payable JERAR S 1,137 3,246
Interest payable JERTFILE 251 205
Construction fee and equipment JERTER B R ek AR AN
cost payables 8,472 9,765
Amounts due to related parties JESEAE AT RIR
— Non-controlling interests - FEERIM R 1 185
— Others - Htb 15 1
Other payables H A 508 2,684 2,659
23,655 26,704

—E—tFhHRE

BARRERAT
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18  ACCOUNTS PAYABLE AND ACCRUED LIABILITIES 18 [FEffERERRFET&E ()
(CONTINUED)
As of the end of the reporting period, the ageing analysis of HERESHR  BHRFREZEHZERROT
accounts payable, based on the invoice date, is as follows: W
30 June 31 December
2017 2016
—E—+F —E—RF
~NA=+H +=ZA=+—H
RMB million RMB million
AREEHER AREBHET
(restated)
(E23)
Within 3 months =EAKA 1,951 2,373
Between 3 to 6 months =EAEAEARA 938 446
Over 6 months NERALAE 538 395
3,427 3,214
19 {4&

19 BORROWINGS

30 June 31 December

2017 2016

—E—+F —E-RF

AA=tH +ZA=t—H

RMB million RMB million

AREEER AREBEET

(restated)

(&B%)

Short-term borrowings — unsecured WMHEEE - SR 4,225 9,649
Current portion of long-term borrowings RHEE ZBNEE o 4,322 4,436
8,547 14,085

Long-term borrowings — secured RHIEE - G1FH 61 167
Long-term borrowings — unsecured RHEIEE - MK 26,846 20,189

Less: Current portion of long-term o REMEE ZBVERE S

borrowings (4,322) (4,436)
22,585 15,920

31,132 30,005

KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017
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19  BORROWINGS (CONTINUED) 19 fEE@&E)

As at 30 June 2017 and 31 December 2016, the borrowings of RZE—+FAAA=ZFTHERZZE—R"E+=A

the Group were repayable as follows: =t+—H AEEMNEEEKRNTEE

Bank loans Loans other than bank loans
RITER BREBITERUINER

30 June 31 December 30 June 31 December
2017 2016 2017 2016
—E—+tF ZT—REF —E—+tF ZT—RF
AB=+A +=ZA=+—H AA=+H +=ZA=+—H
RMB million RMB million RMB million RMB million
ARBEHER AREBET AR¥BEER AREBEET
(restated) (restated)
(&%) (E%)
Within one year —FR 3,143 3,648 5,404 10,437
Between one to two years —E 4 1,086 1,390 56 50
Between two to five years —ERF 1,824 1,596 15,344 8,568
After five years REPE 901 904 3,374 3,412
6,954 7,538 24,178 22,467
As at 30 June 2017, included in the loans other than bank RIE—+ERA=1H BRETEZINNE
loans were unsecured borrowings from an immediate holding RORE—HEEZRAG - —HPHEERA
company, an intermediate holding company, a fellow subsidiary A —HRARMBARIRFHMBEE AR
and CP Finance, which bore interest ranging from 2% to 6.50% IR D B 2% E6.50% N EFEFHB(ZF
per annum (31 December 2016: 2% to 6.46% per annum). As at —RNFF+ZA=+—H: BF2%E6.46%) °
30 June 2017, loans other than bank loans also included senior RZZE—EFXA=1TH BRETERUUINNE
notes issued by the Company of RMB6,779 million (31 December REFEHARNTETZEBEAZREARKESG,779
2016 restated: RMB6,862 million), which bore interest ranging BBEL(ZE—R"F+ZA=1+—HFY: AR
from 2.875% to 3.750% per annum. %6862B B TL)  RILFEFNXN F2875%%E

3.750% 58 o
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20

SEGMENT INFORMATION

Operating segments are reported in a manner consistent with the
internal reporting provided to the chief operating decision maker
which is determined as the Executive Directors of the Company.

The Group organises its business around products and services.
From the products and services perspective, the Group is
engaged in a broad range of petroleum related activities and
derives its revenue from its two operating segments: Exploration
and Production and Natural Gas Distribution.

The Exploration and Production segment is engaged in the
exploration, development, production and sales of crude oil and
natural gas. It is further evaluated on a geographic basis (the PRC
and other territories).

The Natural Gas Distribution segment is engaged in the sales
and distribution of natural gas, LNG processing, LNG terminal
business and transmission of natural gas in the PRC. It is
evaluated on a business basis, Natural Gas Distribution segment
includes Natural Gas Sales, LNG Processing, LNG Terminal and
Natural Gas Pipeline.

No sales between operating segments are undertaken. The
Executive Directors assess the performance of the operating
segments based on each segment’s profit/(loss) before income
tax expense, share of profits less losses of associates and joint
ventures (“segment results”).

Total assets exclude deferred and current taxes, available-for-sale
financial assets, investments in associates and joint ventures, all
of which are managed on a centralised basis (“segment assets”).

Corporate income and expenses, net, mainly refers to interest
income earned from cash and cash equivalents, net exchange
gains/losses and general and administrative expenses and interest
expenses incurred at corporate level.

Corporate assets mainly comprise cash and cash equivalents held
at corporate level.

KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017
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Notes to the Unaudited Interim Financial Report

SEGMENT INFORMATION (CONTINUED)

Neither the Group’s revenue is derived from nor the Group’s
non-current assets are located in the place of domicile of the
Company.

For the six months ended 30 June 2017, revenue of approximately
RMB6,195 million (six months ended 30 June 2016 restated:
RMB5,283 million) is derived from one (six months ended 30 June
2016: one) customer with whom transactions have exceeded
10% of the Group’s revenues. The revenue is attributable to
the Exploration and Production and Natural Gas Distribution
segments.

COMMITMENTS

(@) Operating lease commitments

Operating lease commitments of the Group are mainly
for leasing of land and buildings and equipment. Leases
range from one to thirty years and usually do not contain
renewal options. Future minimum lease payments as of 30
June 2017 and 31 December 2016 under non-cancellable

20

21

REBZLPHAGREMEE

RREE (&)

AEE 2 WAL IERE AR BN - MAKE
ZIEREEE TR I N A A RIFTEH

HEZZ—+FAAZTHLEANEAR  WADHA
R¥e 190588 T (BE_T—"FA=1+HL
ANEAEY  AR®S5283F&E L) RE & (H
EZT-R"FAA=ZTHIERER  —R)EF
REEP 2R HEAREBKAZ10% A L YA
REMFEEEENRRARD IR -

iR
(@ REHEERRE

REBZEEHEFEFTZERAE LR
BFURRE - BENT —2=1+F2
M —RTEEENESN - R —+tF
NAZTHEEZZE—RE+-HA=+—
B BETIFE2EEHER TIRRK

operating leases are as follows: SRS
30 June 31 December
2017 2016
—E—+tF —E-RF
AA=+A +=ZA=+—H
RMB million RMB million
AR¥BEER AREBEET
(restated)
(E31))
Not later than one year —&R 225 252

Later than one year and not later EEERFR

than five years 422 504
More than five years AFMUE 477 535
1,124 1,291

—E—tFhHRE

SRV OGN 50
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RESZLPHABREMEE

21 COMMITMENTS (CONTINUED)

(b) Capital commitments

21

iR (48)

(b) EREE

30 June 31 December
2017 2016
—E—+F —ERF
AA=+H +ZHA=+—H
RMB million RMB million
ARBEET AREBET
(restated)
(B%)
Contracted but not provided for: 2T &{BR/EH B :

- Oil field development costs - HHEMAZEER - -

— Acquisitions of/capital - IR EIEE MR EEE HE
contributions to investments = =

— Other property, - HibZ - R KEE
plant and equipment 6,287 6,811
6,287 6,811
Authorised but not contracted for: B #tE{EKRETH :

- Oil field development costs - mHAREER 381 522

— Acquisitions of/capital - BN EBE R EER HE
contributions to investments 393 3,623

— Other property, - Ht% - B REE

plant and equipment 5,099 12,875
5,873 16,920

22 RELATED PARTY TRANSACTIONS

CNPC, the controlling shareholder of the Company, is a state-
controlled enterprise directly controlled by the PRC government.
The PRC government is the ultimate controlling party of the
Company. Related parties include CNPC and its subsidiaries
(together, the “CNPC Group”), other state-owned enterprises
and their subsidiaries which the PRC government has control,
joint control or significant influence over the enterprises which
the Group is able to control, joint control or exercise significant
influence over, key management personnel of the Company and
CNPC and their close family members and any entity, of any
member of a group of which it is a part, provides key management
personnel services to the Group’s parent.

KUNLUN ENERGY COMPANY LIMITED Interim Report 2017
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RELATED PARTY TRANSACTIONS (CONTINUED)

In addition to the related party information shown elsewhere in the
interim financial report, the following is a summary of significant
related party transactions entered into in the ordinary course of
business between the Group and its related parties during the
period and balances arising from related party transactions at the
end of the period indicated below:

(a) Transactions with CNPC Group, associates and
joint ventures

The Group has extensive transactions with other
companies in the CNPC Group. Due to these relationships,
it is possible that the terms of the transactions between
the Group and other members of the CNPC Group are
not the same as those that would result from transactions
with other related parties or wholly unrelated parties.

The principal related party transactions with the CNPC
Group and associates and joint ventures of the Group
which were carried out in the ordinary course of business,
are as follows:

(i) The Group entered into (i) the Xinjiang Contract
and the Leng Jiapu Contract (together, the
“PSAs”) with the CNPC Group in 1996 and
1997 respectively and (i) a master agreement in
2003, which was subsequently amended and
supplemented pursuant to the first supplement
agreement in 2006, the second supplemental
agreement in 2009, the third supplemental
agreement in 2010 and the fourth supplemental
agreement in 2011. The Xinjiang Contract expired
on 31 August 2016.

22
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22 RELATED PARTY TRANSACTIONS (CONTINUED)

(a) Transactions with CNPC Group, associates and
joint ventures (Continued)

U

(Continued)

Under the PSAs, the Group procures from the
CNPC Group on a continuing basis certain
services and assistance. Whereas, the master
agreement provides a framework for a range
of products and services to be procured from
the CNPC Group to the Group and vice versa
including oil and gas products, general products
and services, financial services and rental services.
The master agreement expired on 31 December
2011. On 14 November 2011, the Group and
CNPC entered into the fourth supplement
agreement for the purpose of renewing the term
of the master agreement for three years ended 31
December 2014. On 6 November 2014, the Group
and CNPC entered into the fifth supplemental
agreement for the purpose of renewing the term
of the master agreement for three years ending on
31 December 2017.

- Provision of general products and
services by the CNPC Group to the
Group amounted to approximately
RMB2,879 million (six months ended 30
June 2016 restated: RMB1,611 million)
for the six months ended 30 June 2017
which includes interest charged on
the loans and advances obtained from
CNPC, PetroChina, Sun World and fellow
subsidiaries of approximately RMB397
million (six months ended 30 June 2016
restated: RMB272 million).

- Purchase of the Group’s share of crude oil
production by the CNPC Group amounted
to approximately RMB385 million (six
months ended 30 June 2016 restated:
RMB452 million) for the six months ended
30 June 2017.

KUNLUN ENERGY COMPANY LIMITED  Interim Report 2017
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22 RELATED PARTY TRANSACTIONS (CONTINUED)

(a) Transactions with CNPC Group, associates and
joint ventures (Continued)

M

(i)

(Continued)

- Rental payments by the Group for leasing
of certain offices and warehouses in Hong
Kong and the PRC from the CNPC Group
amounted to approximately RMB3 million
(six months ended 30 June 2016 restated:
RMB4 million) for the six months ended 30
June 2017.

- Purchase of crude oil, natural gas, refined
oil products, chemical products and
other ancillary or similar products by the
Group from the CNPC Group amounted
to approximately RMB16,429 million (six
months ended 30 June 2016 restated:
RMB14,276 million) for the six months
ended 30 June 2017.

- Provision of general products and
services by the Group to the CNPC Group
amounted to approximately RMB5,778
million (six months ended 30 June 2016
restated: RMB4,774 million) for the six
months ended 30 June 2017.

The Group has entered into agreement for the
sales of natural gas to certain associates of the
Group amounted to approximately RMB31 million
(six months ended 30 June 2016 restated: RMB56
million) for the six months ended 30 June 2017.

The above transactions in (i) and (i) constituted
connected transactions in accordance with
Chapter 14A of the Listing Rules.
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22 RELATED PARTY TRANSACTIONS (CONTINUED)

(a)

Transactions with CNPC Group, associates and
joint ventures (Continued)

(i)

As at 30 June 2017 and 31 December 2016,
amounts due from and to CNPC Group,
associates and joint ventures of the Group, which
are unsecured and interest free except borrowings
and obligations under finance leases, are
included in the following accounts captions and

22
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(@ HEHhEE BELARARGELEZ

X5 (&)

(il RZE—tFA=ZTHEZ=Z
—RNE+ZA=1T—8 ' EBRE
RTHhERE - REEZBEAT
REBEGEZFIB(RREHEEE
TRZEFRREBINGEERLE
BOBEFATSEEIEEB ANt

summarised as follows: U
30 June 31 December
2017 2016
—E—+F —E-RF
AA=+H +ZH=+—H
RMB miillion RMB million
ARBEER AREEET
(restated)
(&51)
Intangible and other R EMIEREN B E
non-current assets 336 1,411
Accounts receivable FEUAR R 588 497
Prepaid expenses TERFR R E MR EN & =
and other current assets 505 584
Accounts payable JERTRRR KR BT ALtE
and accrued liabilities 2,784 4,151
Borrowings BE 17,413 15,659
Obligations under finance BhE A ERYE
leases 268 319
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22 RELATED PARTY TRANSACTIONS (CONTINUED)

(b)

Transactions with Beijing Enterprises Holdings
Limited (“Beijing Enterprises Holdings”) and its
subsidiaries (together, the “Beijing Enterprises
Group”)

PetroChina Beijing Gas Pipeline Co., Ltd (“Beijing
Pipeline”), a subsidiary of the Company, has entered
into an agreement with PetroChina (the “Natural Gas
Transmission Agreement”), pursuant to which PetroChina
has commissioned Beijing Pipeline for the transmission
of natural gas to its designated natural gas buyers and
Beijing Pipeline has commissioned PetroChina to collect
from such natural gas buyers payments relating to the
natural gas transmission. Under the terms of Natural Gas
Transmission Agreement, the pipeline transmission fee
shall be payable on such basis as set out in the agreement
entered into between PetroChina and the relevant natural
gas buyers. A subsidiary of Beijing Enterprises Holdings,
a non-controlling interest in Beijing Pipeline, is one of
such natural gas buyers designated by PetroChina.
Revenue from transmission of natural gas received and
receivable from the Beijing Enterprises Group amounted
to approximately RMB2,612 million (six months ended
30 June 2016 restated: RMB2,422 million) for the six
months ended 30 June 2017. This transaction constituted
connected transactions in accordance with Chapter 14A
of the Listing Rules and was accounted for in a manner
similar to a uniting of interests basis.
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22  RELATED PARTY TRANSACTIONS (CONTINUED) 22 FEEATIRS(E)

(c)  Key management compensation (c) FEEEEzME

Six months ended 30 June
BZEARA=THLREAR

2017 2016
RMB million RMB million
—E—tF —E-RE
AREEER AREBEET
(restated)
(&=5)
Salaries and allowances e ke 2 3
Retirement benefits — defined BRE - REH-KETE
contribution scheme - 1
2 4
(d)  Transactions with other state-controlled entities (d HAEHEEEEERZRS
in the PRC
Apart from the aforementioned transactions with the PRUA B3R R ABER hE @ B m ke
CNPC Group, associates and joint ventures, the Group BREIRGIN AEBEEMBEEELS
has transactions with other state-controlled entities ZRZBEETERR) () HEEREEER
include but not limited to (i) sales and purchases of goods MR (i) BEEE (i) HEEE : &
and services; (i) purchases of assets; (iii) lease of assets; (VIRTTIFRNIEE ©
and (iv) bank deposits and borrowings.
These transactions are conducted in the ordinary course ZER LB EMIEEE B EEE 2%
of the Group’s business on terms comparable to those HRAREE 2 A B EBBIEFHET

with other entities that are not state-controlled.
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TO THE BOARD OF DIRECTORS OF KUNLUN ENERGY
COMPANY LIMITED
(Incorporated in Bermuda with limited liability)

INTRODUCTION

We have reviewed the interim financial report set out on pages
26 to 66 which comprises the consolidated interim statement
of financial position of Kunlun Energy Company Limited (the
“Company”) as at 30 June 2017 and the consolidated interim
statement of comprehensive income, the consolidated interim
statement of changes in equity and the consolidated interim
condensed statement of cash flows for the six month period then
ended and explanatory notes. The Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited require
the preparation of an interim financial report to be in compliance
with the relevant provisions thereof and Hong Kong Accounting
Standard 34, Interim financial reporting, issued by the Hong
Kong Institute of Certified Public Accountants. The directors are
responsible for the preparation and presentation of the interim
financial report in accordance with Hong Kong Accounting
Standard 34.

Our responsibility is to form a conclusion, based on our review,
on the interim financial report and to report our conclusion
solely to you, as a body, in accordance with our agreed terms
of engagement, and for no other purpose. We do not assume
responsibility towards or accept liability to any other person for the
contents of this report.

SCOPE OF REVIEW

We conducted our review in accordance with Hong Kong
Standard on Review Engagements 2410, Review of interim
financial information performed by the independent auditor of
the entity, issued by the Hong Kong Institute of Certified Public
Accountants. A review of the interim financial report consists of
making enquiries, primarily of persons responsible for financial
and accounting matters, and applying analytical and other review
procedures. A review is substantially less in scope than an audit
conducted in accordance with Hong Kong Standards on Auditing
and consequently does not enable us to obtain assurance that
we would become aware of all significant matters that might be
identified in an audit. Accordingly, we do not express an audit
opinion.
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Review Report
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ERRE

CONCLUSION ]

Based on our review, nothing has come to our attention that ZRBIHEMAERR - MW B FEINEMEE - S
causes us to believe that the interim financial report as at 30 June  FIEER T —tF A=+ HNTHMBREE
2017 is not prepared, in all material respects, in accordance with ~ SEARXFEABIRB(EBSFIERDFE 3457 - A5
Hong Kong Accounting Standard 34, Interim financial reporting. ISR

KPMG EFHgTHMEBH
Certified Public Accountants HEDIED

8th Floor, Prince’s Building HAEFIR

10 Chater Road EEFTE SR

Central, Hong Kong KFRENE

22 August 2017 —E—+FN\A=Z+=H
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