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INDUSTRY OVERVIEW

The information set out in this section is derived from the CIC Report, which is based on
information obtained from CIC’s database, publicly available sources, industry reports, as well as
data obtained from interviews and other sources. The information and statistics from official
government sources have not been independently verified by us, the Sole Sponsor, the
[REDACTED], the [REDACTED], the [REDACTED], the [REDACTED], the [REDACTED], the
[REDACTED], the [REDACTED], any of their respective directors, officers, representatives,
employees, agents or professional advisers, or any other person or party (except CIC) involved in
the [REDACTED], and no representation is given as to the completeness, accuracy or fairness of
such information. Our Directors confirm that after due and reasonable consideration, there is no
adverse change in the market information since the date of the CIC Report and up to the date of
this document which may qualify, conflict, or have a material impact on the information in this
section.

INTRODUCTION

We commissioned CIC, an independent market research and consulting company, to conduct
research and analysis on the PRC natural gas and city gas supply industry, and to produce the CIC
Report on the city natural gas market in the PRC at a fee of RMB730,000, which we believe reflects
market rate for reports of this type. The CIC Report has been prepared by CIC independent of our
influence and other interested parties. CIC’s services include, among others, industry consulting,
commercial due diligence, and strategic consulting. Its consulting team has been tracking the latest
market trends in industrial, energy, chemical, healthcare, consumer goods, transportation, agriculture,
Internet, and finance, and has relevant and insightful market intelligence in the above industries.
Founded in Hong Kong, CIC also has offices in Beijing and Shanghai.

SOURCE OF INFORMATION

CIC is commissioned to conduct research and analysis of the PRC’s natural gas industry and city
natural gas supply market, and to produce a report on the city natural gas supply market in the PRC,
Shandong Province, Weifang Municipality and Gaomi City. The report commissioned has been
prepared by CIC independent of the influence of our Company and other interested parties.

In preparing the CIC Report, CIC conducts both primary and secondary research through various
resources. Primary research involves interviewing key industry experts and leading industry
participants. Secondary research involves analysing data from various publicly available data sources,
such as the National Energy Administration, National Bureau of Statistics of China, National
Development and Reform Commission, and Ministry of Housing and Urban-Rural Development.

The market projections in the commissioned report are based on the following key assumptions:
(i) economy and industry development in China is likely to maintain its steady growth in the next
decade; (ii) related industry key drivers are likely to drive the growth of natural gas market in China,
such as the increase of consumption demand for natural gas, the increase of natural gas production
in China, and favorable policies and regulations issued by the government propelling the natural gas
industry in China; and (iii) there will not be any extreme unforeseen circumstances or industry
regulations in the near future that will result in the market being affected dramatically or
fundamentally.

All statistics are reliable and are based on the most up-to-date information available as of the
completion of this report. Other sources of information, including government, industry associations,
and market participants, have provided some of the information on which the analysis or data within
the report is based.

All information about our Company has been obtained from our Company’s management
interview. The information provided by our Company has not been independently verified by CIC.

OVERVIEW OF THE CITY GAS SUPPLY INDUSTRY IN THE PRC
Definition of natural gas

Natural gas is a finite fossil fuel that can be defined as a hydrocarbon gas mixture that consists
primarily of methane (H #CH,). It can be classified into Piped Natural Gas (PNG), Liquefied Natural
Gas (LNG), and Compressed Natural Gas (CNG) by the perspective of transportation modes.
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Value chain analysis of the city gas supply industry in the PRC

The city natural gas supply market in the PRC is comprised of companies which are granted
natural gas concessions. Such companies obtain natural gas supplies from their upstream suppliers at
provincial gateway stations or through deliveries by CNG/LNG tankers. They supply PNG to
end-users through pipeline networks, and generally provide installation, construction, maintenance,
and other services to end-users, including residential end-users and non-residential end-users.
PetroChina and Sinopec are the two major upstream suppliers in Gaomi city.

Value chain analysis of the city gas supply industry, the PRC
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The main revenue of downstream city natural gas suppliers in the PRC generally derives from
natural gas distribution, construction and installation services and other value-added services such as
sale of gas appliances, operation of natural gas refuelling stations and integrated energy services.

ANALYSIS OF THE CITY GAS SUPPLY INDUSTRY IN SHANDONG PROVINCE
Energy consumption composition of Shandong Province, 2016-2026E
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Source: National Bureau of Statistics, Ministry of Housing and Urban-Rural Development of the PRC, CIC report

Shandong Province will continue to optimize its energy consumption structure. The consumption
portion of coal and crude oil will continue to shrink as the consumption of clean energies like natural
gas steadily increases under the guidance of the Three-year Action Plan for Cleaner Air ({fT 5 K
R = F17#) 51 #])) and Mid-to-Long term development plan of crude and oil in Shandong
Province IR E A H KRR R H#EJEHL F1(2016-20304F)) ). According to the “Three-year Action
Plan for Cleaner Air” (1T mi B KR8 = “F17E) 5t #/) ) issued by the State Council in 2018, China
will boost the share of natural gas in its total primary energy consumption from less than 8.0% in 2018
to 10.0% by 2020. Thus, gas consumption is expected to increase to approximately 584.1 billion m?
by 2026, with a CAGR of 9.4% between 2021 and 2026.
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Market size of city natural gas supply industry in Shandong Province

The market size of the city natural gas supply industry in Shandong Province in terms of
consumption volume increased from 9.8 billion m® in 2016 to 23.3 billion m® in 2021, representing
a CAGR of 18.6% between 2016 and 2021. Such surge was driven by the growth in city natural gas,
industrial fuel and construction, power generation and chemical materials and other sectors. More
specifically, the government’s promotion and implementation of the “coal-to-gas project” (“M M5 T.
) for residential end-users and industrial fuel providers, which has greatly contributed to natural
gas consumption in these sectors. With the rapid development of gas-fired power stations and the
government’s further implementation of “coal-to-gas project” (“MEMZ L"), the consumption
volume of natural gas in Shandong Province is expected to reach 38.7 billion m? in 2026, representing
a CAGR of 10.8% between 2021 and 2026.

Consumption volume of natural gas, classified by use, Shandong Province, 2016-2026E
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Between 2016 and 2021, the market size of the city natural gas supply market in Shandong
Province, as measured by sales value, grew from RMB42.8 billion to RMBS&1.5 billion at a CAGR of
13.7% and is expected to grow to RMB127.4 billion in 2026, representing a CAGR of 9.3% between
2021 and 2026. Sale of natural gas increased rapidly with a CAGR of 17.5% and are expected to
maintain a CAGR of 10.9% from 2021 to 2026.

The overall growth in the sales value of the city natural gas supply industry over the past five
years was primarily driven by economic growth in Shandong Province. Other contributing factors
include (i) sufficient supply of natural gas under the “West-East Natural Gas Pipeline Project” (“P4

= g1}

S A T#2”), (ii) local government’s implementation of the “coal-to-gas project” (“Hf i@ T.H#2”)
and (iii) the target of realising “natural gas coverage to each village and town” (“A < 48 il S 8 ).

The expected increase is mainly based on the rapidly-developing natural gas-powered electricity
generation industry, steadily increasing natural gas consumption in city natural gas, industrial fuel and
construction sectors.
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Sales value of the city natural gas supply market, by service type, Shandong Province,
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ANALYSIS OF THE CITY GAS SUPPLY INDUSTRY IN GAOMI CITY
Market size of natural gas in Gaomi City

Gaomi City is located in the east of Shandong Province, China. It is a county-level city under
Weifang Municipality, with a total area of 1,523.5 km?. Gaomi City is 265 km away from Jinan City
(the capital city of Shandong Province) and 75 km away from Weifang Municipality. Gaomi City is
one of the earliest counties (cities) in coastal areas approved by the State Council to adopt the “Open
to the Outside” policy (¥4 AELK). Since the 1990s, Gaomi City’s economy has grown rapidly,
manufacturing industry being the dominant industry within the city. Gaomi City was selected as one

of the Top 100 counties in China in terms of the business environment and the Comprehensive
Well-off Index (2 MHi/NFEFE#).

In 2021, Gaomi City is ranked 74 in “Top 100 counties in China” according to the China County
Research Institute. The GDP of Gaomi City reached RMB 61.5 billion in 2021, which is ranked No.4
in Weifang Municipality . GDP of the secondary industry and the tertiary industry reached RMB20.4
billion and RMB35.6 billion in 2021, respectively. The industrial and commercial development of
Gaomi City is still at a relatively fast level. Driven by policies, the demand for natural gas is still at
a sufficient level. The number of industrial enterprises in Gaomi City increased from 8,220 in 2016
to 17,460 in 2021, representing a CAGR of 16.3%. While the number of industrial enterprises is
predicted to further increase to 28,089 in 2026, representing a CAGR of 10.0%. The number of
commercial units in Gaomi City increased from 81,200 in 2016 to 117,200 in 2020, representing a
CAGR of 9.6%. The number of household units in Gaomi City decreased from 334,591 in 2016 to
330,852 in 2020.
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GDP of Gaomi City, 2016-2026E
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The GDP of Gaomi City dropped from 2017 to 2018 merely as a result of changes in statistical
methods and dimensions. In 2021, the GDP in Gaomi City reached RMB61.5 billion, and it is expected
to reach RMB70.6 billion in 2026 with a CAGR of 2.8%.

The primary sector of the economy includes any industry involved in the extraction and
production of raw materials, such as farming, logging, fishing, forestry and mining. The secondary
sector consists of processing, manufacturing, and construction companies. The tertiary industry is the
services sector of an economy, encompassing medical providers, educators, financial services,
haircuts, and personal trainers, among many others.

Supply chain breakdown and shutdown of secondary industry related-companies resulting from
the COVID-19 epidemic caused the secondary industry sector to suffer more when compared with
other sectors. The tertiary industry was less affected by the COVID-19 epidemic as a result of
rent-reduction policies for such industry, as well as a surge in demand for medical providers during
this time. Public services, which fall within the tertiary industry, were also unaffected by COVID-19.
As the epidemic eases and due to government encouragement on economic recovery, the GDP of all
sectors in Gaomi City are expected to resume its growth momentum after 2022.

Other than natural gas (which includes both PNG and LNG), liquefied petroleum gas (LPG) and
coal are the other two major energy sources for cooking and heating in rural areas in Gaomi City.
Generally, coal is used for cooking and heating in winter, and LPG is used for cooking in other
seasons. Natural gas is cheaper, cleaner and more convenient than LPG and coal. On average, a typical
rural household in Gaomi City incurred from approximately RMB1,500 to RMB2,000 on LPG and
coal in 2021. A typical rural household can save approximately RMB500 to RMB600 for its overall
energy expense when natural gas is substituted for coal. Substitution of natural gas for coal and LPG
is generally affordable for rural households across the rural area of Gaomi City. For the information
related to affordability of PNG end-users, please refer to “— Market drivers of the city natural gas
market — Growing urbanisation rate and increasing consumption capacity” in this section.

- 92 —



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

INDUSTRY OVERVIEW

Consumption volume of natural gas, by user segments, Gaomi City, 2016-2026E
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The consumption volume of natural gas by residents in Gaomi City is expected to maintain its
growth in the next five years, hitting 34.1 million m® in 2026 with a CAGR of 8.3% between 2021
and 2026. Such increase will be ensured by the Gaomi City People’s Government’ target to reduce fuel
emissions and increase the replacement of coal-fired boilers with clean energy-powered boilers and
continue shanty towns transformation. Since the promulgation of the “coal-to-gas project”
(BEek 5 L) in 2017, installation of clean energy gas burning appliances has been warmly welcomed
by rural residents in Gaomi City.

Cost analysis of major types of energy used in rural areas of Gaomi City, 2021
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Rural residents typically make their own decisions as to whether to choose natural gas for usage.
By choosing to use natural gas, rural residents can save energy consumption expenses. Natural gas is
cheaper, cleaner and more convenient than LPG and coal. On average, a typical rural household in
Gaomi City incurred from RMB1,500 to RMB2,000 on LPG and coal in 2021. After converting to
consumption of natural gas, the overall energy expense can be reduced to around RMB1,000 to
RMB1,400 per rural household. Rural residents typically would be more interested in participating in
the Clean Energy Projects as they are more price-sensitive, and the participation in Clean Energy
Projects could help them save energy costs. According to “Shandong Province Clean Heating Plan in
Winter Notice (2018-2022) (113 2018-2022% ZHBE = %)), Government of Shandong Province
puts forward the requirements for the number of households adopting clean heating in urban and rural
areas. Pursuant to which a target had been set for 70% households in rural areas of Weifang
Municipality to adopt clean energy by the end of 2022. Further, as the Clean Energy Projects are
initiated by the Gaomi City government in response to the higher-level directives at Weifang
Municipality, provincial and state council levels, such projects have been rolled out from top-down
to each household in Shandong Province and Weifang Municipality. Under such a roll-out plan, 70%
of rural households in Weifang City have been scheduled to switch to natural gas usage within a set
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timeframe, by 2022. As at the end of 2021, only around 20% of rural households in Gaomi City had
adopted clean energy. This has grown up to around 25% as at the Latest Practicable Date. Driven by
the policy to populate clean energy in Weifang Municipality, the Gaomi City People’s Government
will continuously introduce a series of policies and grant allowances to rural residents in order to help
them reduce the cost of choosing natural gas for usage. Such measures will enhance the rural
residents’ willingness in participating Clean Energy Projects. Rural residents participate in Clean
Energy Projects and undertake installation of natural gas equipment largely due to the government
subsidy which they will be entitled to if they are committed to use natural gas supplied by the Group
in the Concession Area. The residents who do not participate in the Clean Energy Projects have an
option to choose whether to use natural gas as primary energy source within the Concession Area at
their discretion. Unlike coal with low efficiency and high pollution, natural gas is a high-quality,
efficient and high calorific value clean energy with the least pollutants produced by combustion. To
promote environmental protection and emission reduction, the PRC Government introduced a series
of policies to encourage industrial enterprises and commercial units to use natural gas instead of
non-clean energy such as LPG and coal in the future. Use of natural gas is comparatively cheaper (at
approximately RMB3.1/m> for industrial end-users and RMB3.2/m® for commercial end-users)
compared to use of LPG (at approximately RMB10.9/m® for both industrial and commercial
end-users) in 2021. Due to its limited supply, the price of natural gas has been driven up in 2021.
Industrial enterprises and commercial units with massive energy consumption had a certain cost
advantage by using coal. However, due to the regulation on pollution and carbon emission, industrial
enterprises and commercial units will be more willing to replace coal with natural gas in the future.

The consumption volume of natural gas in Gaomi City increased from 54.9 million m® in 2016
to 139.1 million m® in 2021, representing a CAGR of 20.8%. This growth is mainly due to the surge
in natural gas consumptions in residential, industrial fuel and power generation sectors. The industrial
consumption volume of natural gas has grown significantly in the past five years. Additionally, the
Gaomi City People’s Government has been promoting the “coal-to-gas project” (“f (s L") for
both residential and industrial PNG end-users since the beginning of the “13th Five-Year Plan” ({f
A R AL [ [ B A8 7 A A FEJESE - — W A AF A A ZE)). This has resulted in the increase of
natural gas consumption level, especially within the industrial fuel and construction sectors.
Supportive government subsides also contributed to the increase of natural gas consumption levels in
industrial fuel and construction sectors. According to Eight measures to ensure heat supply in Gaomi
City during the 2021-2022 heating season (% 172021-20224F i B (R B (R L\ 45 7it) , Gaomi
City’s bureau of finance will provide temporary gas price subsidies (RMB2/m?) for the gas purchased
by gas companies which is used to ensure gas supply for clean heating “coal-to-gas” users.

The consumption volume of natural gas in Gaomi City is expected to continue in the next five
years, reaching 254.4 million m® in 2026 with a CAGR of 12.8% between 2021 and 2026. This
increase will be ensured by the Weifang and Gaomi City People’s Government’s target to reduce fuel
emissions and increase the replacement of coal-fired boilers with clean energy-powered boilers and
continue shantytowns transformation. According to Weifang Municipality’s new round of “four
reductions and four increases” three-year action plan ¥ T BT — PO ¥k /U 34> = 4EAT8) 7
(2021-20234F) ), by 2023, there should be no less than 400,000 newly completed clean heating
renovations in rural areas of Weifang Municipality, and the clean heating rate should increase by more
than 30.0%.
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Consumption volume of natural gas, classified by use, Gaomi City, 2016-2026E
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Source: National Bureau of Statistics, Ministry of Housing and Urban-Rural Development of the PRC, CIC report

The sales value of the city natural gas supply market in Gaomi City increased from RMB223.0
million in 2016 to RMB538.1 million in 2021, representing a CAGR of 19.3%. The overall growth in
the sales value of city natural gas supply industry in the past five years was primarily driven by (i)
economy growth, (ii) sufficient supply of natural gas upon the operation of LNG receiving stations,
and (iii) local government’s implementation of the “coal-to-gas project” (“JEMA L#”). These
factors stimulated the increase of natural gas consumption in Gaomi City.

The sales value of gas is expected to reach RMB996.5 million by 2026, representing a CAGR
of 13.1% between 2021 and 2026. The expected increase is primarily driven by the steadily increasing
natural gas consumption in industrial fuel and construction sectors as well as city natural gas sector.

Sales value of the city natural gas supply market, by service type, Gaomi City, 2016-2026E
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- 95 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

INDUSTRY OVERVIEW

Source:

Urbanisation rate, Gaomi City, 2016-2026E
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The urbanisation rate in Gaomi City increased from 59.3% in 2016 to estimated 63.0% in 2021
and is predicted to grow to 67.3% in 2026. Increased number of urban households will continue to
contribute to natural gas market growth.
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The average PNG procurement price of city natural gas companies is the PNG cost price, which
is regulated by relevant governments and/or authorities in the PRC.

Average PNG retail prices of city natural gas companies include PNG retail price for residential
end-users and for non-residential PNG end-users. Both prices are guided by the Gaomi City People’s
Government. In 2020, the average PNG purchase and retail prices decreased due to Gaomi City
government’s policy on ensuring the resumption of work and production (“fREE{E T# =) after
COVID-19.

Labor cost, Gaomi City, 2016-2026E
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The average procurement and retail prices of PNG have been relatively stable from 2016 to 2021.
It is predicted that the average procurement and retail prices of PNG will continue to be stable and
to grow if no extreme situations occur.

Both labor cost and pipeline price have been gradually growing from 2016 to 2021 in Gaomi
City. It is predicted that both labor cost and pipeline price will continue to steadily increase from 2021
to 2026 with no big fluctuations.

Market drivers of the city natural gas market
Favourable government policies

The PRC Government has continuously been bringing into play different policies to promote and
encourage the use of clean energy sources. Such policies are favourable to our business as natural gas
is perceived to be a relatively clean source of energy.

National level: Three-year Action Plan for Cleaner Air {7 B K -1 ¥k — 4F 17 8 51 #1

Clean Winter Heating Plan for Northern China (2017-2021) AL 77 Hb [
A Z G R IR B #] (2017-20214F))

Provincial level: Mid-to-Long Term Development Plan of Crude and Oil in Shandong
Province (2016-2030) CLLERCE A i K AR SR = 0 3 e L

(2016-20304F))

Strategy of Rural Revitalization for Shandong (2018-2022) <Ll # 45
i i L s AR 81 (2018-20224F) )

Gaomi City level: Targeted at residential PNG end-users:
° City area: Zero-coal Policy

° Rural areas: Implementation plan for rural clean heating in Gaomi

City in 2021 €5 % 112021 4F 2 b 1 BB LAFE B it 77 %)
Targeted at PNG operators:

Eight Measures to Ensure Heat Supply in Gaomi City during the
2021-2022 Heating Season &% 12021-20224F 4 84 2= fR % R AL /5
it )

At the national and provincial level, there are a number of action plans and guidance which
stipulate the use of natural gas as alternative energy sources to traditional energy sources such as coal.
For instance following the promulgation of the Clean Winter Heating Plan for Northern China
(2017-2021) (b 77 Hi [ 4 25 3% SRR K6 #1(2017-20214F))) in 2017, coal-to-gas projects (Fek & T
) have become increasingly popular as industrial and commercial businesses opted for installation
of gas-burning appliances to generate energy for their business operations.

(a) Three-year Action Plan for Cleaner Air (I MEXREFB =FETETE)

The Three-year Action Plan for Cleaner Air was promulgated by the State Council in July 2018
to achieve better air quality. It aimed to, amongst other things, reduce emissions of major air
pollutants and greenhouse gases, and decreasing the number of heavily-polluted days per year. The
plan stressed the importance of pollution reduction, encouraged the development of environmental
industries and environmental business operation methods. Natural gas, considered as a clean-energy,
was strongly promoted by the government as a replacement of non-clean energy such as coal.

(b) Mid-to-Long Term Development Plan of Crude and Oil in Shandong Province (2016-2030)
(LUREBARHRARPT RBABERE(2016-20305F))

The Mid-to-Long Term Development Plan of Crude and Oil in Shandong Province (2016-2030)
was promulgated by the Shandong government in January 2017 to set up the specification for quality
programs for the petroleum, petrochemical and natural gas industry. It aimed at adjusting Shandong’s
energy consumption structure. The plan declared that natural gas consumption would hit 47 billion
cubic meters, accounting for about 13% of the total energy consumption of Shandong province, while
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the penetration rate of natural gas in urban area reaches 90% by 2030. The plan accelerated the
construction of basic infrastructure for natural gas and raises the penetration rate of natural gas.

(¢) Clean Winter Heating Plan for Northern China (2017-2021) (it F#EXKFEZMERE
(2017-2021%))

The Clean Winter Heating Plan for Northern China (2017-2021) was promulgated by the NDRC
in December 2017 to achieve better air quality. The government aimed to promote clean winter
heating by phasing out coal-fired appliances in northern China by 2021. The plan pledged that the
share of clean energy heating would reach 50% by 2019, replacing 74 million tons of coal in the
process and further rises to 70% by 2021. Meanwhile, the plan also encouraged local government to
provide funds to support clean heating companies.

(d) Strategy of Rural Revitalization for Shandong (2018-2022) <L ER % 484 % & & & 3R &l
(2018-2022%))

The Strategy of Rural Revitalization for Shandong (2018-2022) was promulgated by the
Shandong government in 2018 to push forward all-round rural vitalization and to accelerate the
modernization of the agricultural sector and rural areas. It was aimed that clean heating in rural areas
would be promoted and 75% of rural area in Shandong province would achieve clean heating by 2022.
With the strategy, clean-energy such as natural gas and electricity, was strongly promoted by the
government as a replacement of non-clean energy such as coal.

At the local level, the Gaomi City government also announced a number of policies and notices
which set out the details for actual implementation pursuant to the policies at the national and
provincial level. In particular, three relevant local policies at Gaomi City directly provided for the
grant of government subsidies for switching energy sources from coal-fired appliances to gas-burning
appliances.

(e) Zero-coal Policy

The Zero-coal Policy was promulgated by the Gaomi City government in June 2020 and
remained effective since then. It aimed to encourage residents at the city center of Gaomi City to
install gas-burning appliances for their homes by providing RMB2,200 subsidy to each household for
their installation fees. This subsidy was payable by the Gaomi City government directly to natural gas
providers (i.e. for those located within our Operating Area, the subsidy is directly payable to us). The
Zero-coal Policy reduced the end-users’ cost of installation and helped natural gas providers expand
their operation coverage.

(f) Clean Energy Projects

Clean Energy Projects are government-subsidised construction projects in rural areas of Gaomi
City which came about a result of the Implementation Plan for Rural Clean Heating in Gaomi City
in 2021 (CE & H20214F R MU BRI TAEE i /7 %)) . Clean Energy Projects comprise the
construction of PNG end-user pipelines, connection of these pipelines to our urban pipeline network,
procurement of relevant pipelines, parts and equipment, and installation of gas-burning appliances in
residential households. The projects were carried out as an extension to the coal-to-gas project
(B TAR) in line with coal-to-gas conversion and clean energy transmission policies promulgated
by the PRC Government. A Clean Energy Project agreement would usually be signed between the
relevant local authority and us for the installation of gas-burning appliances for each specified village
or area. Each Clean Energy Project agreement would stipulate that the connection and installation fee
of gas-burning appliances be RMB6,600 per household, of which a fixed amount of RMB4,600 would
be subsidised by the government, whilst the remaining RMB2,000 per household will be paid upfront
by the residents. The subsidised portion should be settled by the government over three years after
completion of the Clean Energy Project. Also, as part of the incentives to the PNG end-users, up to
RMB1,000 of the annual natural gas tariff per household would be subsidised by the Gaomi City
People’s Government for each heat supply season in the Winter. The policy incentivised the residents
to use natural gas due to the lower cost of installation and daily usage when compared to using
non-clean energy. This intern benefited the natural gas providers’ business operations.
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(g) Eight Measures to ensure Heat Supply in Gaomi City during the 2021-2022 heating season
(BE™2021- 2022 F HAFRBRE/KEE)

In accordance with the Eight Measures to ensure Heat Supply in Gaomi City during the
2021-2022 heating season, Gaomi City’s Bureau of Finance would provide temporary gas price
subsidies at RMB2/m? for gas purchased bry natural gas companies to ensure gas supply for end-users
under the coal-to-gas projects (JEEX5 LF£). This subsidy is payable to the natural gas providers at
the end of the 2021-2022 heat supply season. The policy helped natural gas providers reduce the cost
of gas purchasing.

Growing urbanisation rate and increasing consumption capacity

The urbanisation rate in the PRC increased from 57.3% in 2016 to 64.7% in 2021 and is expected
to grow further in the future. The urbanisation rate in Gaomi City increased from 59.3% in 2016 to
approximately 63.8% in 2021 and is predicted to grow to 69.0% in 2026. The increase in the number
of urban households and consuming capacity will continue to contribute to natural gas consumption.

Natural gas installation fee is generally affordable for rural households across the rural area of
Gaomi City. Information in relation to the affordability of PNG end-users in the Target Area are set
out as follows:

2016 2017 2018 2019 2020 2021

Per capita disposable income

of rural residents in Gaomi

City (RMB) 15,589.0 16,885.0 18,168.0 19,749.0 21,013.0 23,355.0
Per capita disposable income

of rural residents in

Shandong province (RMB) 13,954.0 15,118.0 16,297.0 17,775.0 18,753.0 20,794.0
Per capita disposable income

of rural residents in China

(RMB) 12,363.4 13,432.4 14,617.0 16,020.7 17,131.5 18,931.0

Gaomi City has enjoyed better per capita income level comparing with that of Shandong
Province and across China from 2016 to 2021. In 2021, per capita disposable income of rural residents
in Gaomi City is RMB23,355 per capita, which is RMB4,424 or approximately 23.4% higher than that
of China, indicating the stronger purchasing power of rural residents in Gaomi City. In comparison,
the installation fee of natural gas appliance eventually borne by a single rural household pursuant to
the Clean Energy Projects, which is RMB2,000, would only take up to approximately 4.3% of the total
annual disposable income per household (i.e., assuming each household is comprised of two
income-earning family members).

Expanding natural gas infrastructure

China’s pipeline networks for natural gas have stretched from approximately 498,000 km in 2015
to approximately 768,000 km in 2019. Expansion of natural gas networks can drive the supply market
by relieving supply bottlenecks. Gaomi City has the target of realising “natural gas coverage to each
village and town” (“Af % FI8HH1%H ). 800 kilometers of medium and high-pressure natural gas
pipeline networks have been built in 2020. All towns and districts have been covered by the natural
gas pipeline networks, benefiting approximately 102,000 residents. However, many villages in Gaomi
City are still not covered by natural gas pipeline networks, indicating great potential for natural gas
consumption volume increase.

Policies regarding natural gas use

The government issued Clean Winter Heating Plan for Northern China (2017-2021) ({3t 77 #h |z
L EIHFEREH#(2017-20214F))), which aims to promote clean winter heating by phasing out
coal-fired appliances in the north of the country by 2021. The plan pledges that the share of clean
energy heating will reach 50 percent by 2019, replacing 74 million tons of coal in the process. That
target rises to 70 percent for 2021. The coal-to-gas project (M LF2) will be further implemented
going forward at the end of 2022 in some rural areas, including towns and shantytowns, by some
natural gas operators to expand its sales of PNG business in their respective operating areas. Notice
of the State Council on a Comprehensive Work Plan for Energy Conservation and Emission Reduction
during the “Fourteenth Five-Year Plan” period ( (% f/ﬁﬁ?fﬁﬁ?“fﬂﬂﬂ” B RE W PEA 6 TAE T 5%
11978 #1)), has further given a guidance on the transformation of energy from coal to natural gas and
the reduction of coal burning. The notice is to be implemented for five years until 2025. Accordin
to Clean Winter Heating Action Plan of Gaomi City in 2021 (/& % 72021 @géﬁﬁg@%j_ffgﬁ%
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77%)), in order to speed up the progress of clean energy heating by applying natural gas, the Gaomi
Municipal Party Committee and the Municipal Government listed clean heating on the work list of the
secretary of party committee in charge of each town and district, and required the secretary of party
committee of each town and district to be in charge of this work.

In general, the Gaomi City People’s Government provides strong incentives by subsidies for
rural natural gas end-users. According to “Implementation plan for rural clean heating in Gaomi City
in 20217 ((RE 20214 B A H B IR TAEE )7 %)), the Gaomi City People’s Government will:-

(i) provide subsidies for rural natural gas users from 2021 to 2023 for the installation of
natural gas appliances. According to the abovementioned policy relating to Clean Energy
Projects promulgated by the local government, the connection and installation fee of
natural gas appliance is around RMB6,600 per household (usually comprising of two
income-earning individuals), out of which a fixed amount of RMB4,600 will be subsidised
by the government; whilst the rest of around RMB2,000 will be paid per household. A
household may choose to pay more if it wants to upgrade its choice of wall-hang gas boiler
to a larger size or better model; and

(ii) up to the amount of RMB1,000 of the annual natural gas tariff per household can be
subsidised by the Gaomi City People’s Government for the heat supply season in winters.

After 2023, natural gas related subsidies are predicted to continue. According to “Shandong
Province’s 14th Five-Year Plan for National Economic and Social Development and Outline of Vision
20357 (KLU B & B IR SR I A0 A R A b DU AR L AN 203548 2 5t B AR A %)), promoting and
accelerating implementation of natural gas infrastructure in rural areas is one of the important
measures to promote clean energy development and utilization in rural areas.

COMPETITIVE LANDSCAPE OF CITY NATURAL GAS MARKET IN GAOMI CITY
City natural gas suppliers in Gaomi City in terms of sales revenue

Our Company ranked No.l in the Gaomi City natural gas market in terms of sales revenue from
2016 to 2021. Natural gas distribution revenue in Gaomi City is around RMBO0.62 billion in 2021.

Sales revenue Market share

(RMB billion)
Currently the biggest natural gas 0.44 70.6%
supplier in Gaomi City and is the
sole supplier of LNG. There are
over 600 natural gas suppliers in
China in 2020. Our Company
ranked in top 50 in terms of the
total sales revenue, and is
currently operating in the
Operating Area under an effective
term of 30 years from 18 August
2009 according to the Concession
Agreement.
Company Z is the other natural 0.18 29.4%
gas supplier in Gaomi City, which

Ranking Company Business scope

1 The Group

2 Gaomi Haojia
Fuel Gas

Source:

Total

CIC report

was established 10 years later than
our Company. It operates a natural
gas refuelling station, which is
located at a suburban area in
Gaomi City. The location of its
refuelling station does not overlap
with the Group’s three CNG and
LNG refuelling stations which are
located in the Group’s Operating
Area in Gaomi City.

0.62
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Our Company is ranked the sixth in terms of sales revenue among all of the non-state-owned city
natural gas operators in 2020 in Shandong Province.

Sales
Ranking Company Revenue Market share
(RMB billion) (%)

1 Order Group Company Limited (B 724 &4 R ) 12.87 16.8%

2 I/EE\I%\I Energy Holdings Limited (H7 A8 IR A% A R 5.29 6.9%
73l

3 Zhongyu Gas Holdings Limited (#8555 A R 2.14 2.8%
2]

4 Towngas Smart Energy Company Limited (5 %5 1.64 2.1%
SRR R A])

5 China Tian Lun Gas Holdings Limited (7] X %% 0.64 0.8%
SR A R 2 7))

6 Our Group 0.35 0.5%

7 Chinese People Holdings Company Limited (4 R 0.33 0.4%
JBEA RS A

8 Chongqing Hiter Environmental Protection (Group) 0.10 0.1%
Company Limited (B 55 ER AR (4 B A PR A

9 Bestsun Energy Company Limited (A JI| BB B0 A 0.06 0.1%
PR 22 D)

10 Jinhong Holding Group Co., Ltd. (&% i 4 M ik 0.05 0.1%
A FR2 =)

Order Group Company Limited (EFEEEARAT) was established in 2005 with
comprehensive development of various industrial clusters such as clean energy, comprehensive urban
operation, and strategic entities. It operates in Linyi City, Yantai City and Qufu City in Shandong
Province. It has more than 300 subsidiaries in China covering five provinces. It is principally engaged
in the production and sales of PNG, design, construction of gas projects, repair, maintenance and sales
of gas facilities.

ENN Energy Holdings Limited (B B BEVRIZEA B/ F]) is the largest private-owned Chinese
clean energy distributor in terms of revenue in 2021. It started city pipeline gas business in 1992 and
was listed in 2001 in Hong Kong. It operates in Yantai City in Shandong Province. It is engaged in
design, construction of gas projects, the transmission, distribution and sales of PNG, and the repair,
maintenance and sales of gas facilities.

Zhongyu Gas Holdings Limited (4 # #4545 It A A A]) was established in 2002 and was listed
on the Main Board of the Hong Kong Stock Exchange in 2012. It has operating areas in Linyi City
and Dezhou City in Shandong Province. It has developed into a comprehensive gas enterprise
including the design, construction of gas projects, the transmission, distribution and sales of PNG, and
the repair, maintenance and sales of gas facilities.

Towngas Smart Energy Company Limited (%5 %% ZBE A L2 7)) was based in Hong Kong and
was listed on the Main Board of the Hong Kong Stock Exchange in 2001. It operates in Jinan City,
Weifang Municipality and Binhai City in Shandong Province. It engages in natural gas business
investment, development and operation management. Its main business involves the sales and
management of pipeline gas in China, including the gas pipeline network construction, the operation
of urban pipeline gas, the operation of automobile gas filling stations and natural gas related
appliances.

China Tian Lun Gas Holdings Limited (77 B§ X ffi ¥4 5% [ 4 FR /2 7]) is based in Henan Province
and listed in Hong Kong in 2010. It mainly engages in the operation of urban pipeline gas. It has an
operating area in Heze City in Shandong Province.

Chinese People Holdings Company Limited (H'R# A R/ F]) was established in 1996 and
listed on the Main Board of the Hong Kong Stock Exchange in 1997. It mainly engages in sales and
distribution of natural gas and liquefied petroleum gas, which operates in Linyi City in Shandong
Province.
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Chongqing Hiter Environmental Protection (Group) Company Limited (B fFER IR (4E A
PRy H]) was established in 1997, and is mainly engaged in investing, operating and managing urban
gas pipeline infrastructure to deliver natural gas to residents, businesses and industrial users, building
and operating LNG and CNG vehicle filling stations, It operates in Heze City in Shandong Province.

Bestsun Energy Company Limited (HJIIBEIRA A BR/A F]) was established in 1997 and has
been listed on the Shanghai Stock Exchange since 2016. It is a clean energy company and is
principally engaged in pipeline gas sales. It operates in Langfang City in Shandong Province and is
engaged in design, construction of gas projects, the transmission, distribution and sales of PNG, and
the repair, maintenance and sales of gas facilities.

Jinhong Holding Group Co., Ltd. (<5 %E 5% £ B I > A PR 2 7)) was established in 1985 and has
been listed on the Shenzhen Stock Exchange since 1996. Its principal business includes
comprehensive utilization of natural gas, including gas source development and transportation,
long-distance pipeline network construction and management, urban gas operation and sales, vehicle
gas station investment and operation, LNG point supply, etc. It operates in Yantai City in Shandong
Province.

Key success factors of the city natural gas market

° Sufficient and stable cash flow of natural gas operators is critical.
° Gas safety and stability is guaranteed by virtue of effective operational capacities.

° Proven track record of operating natural gas sales and related businesses from outstanding
natural gas operators.

° Concession rights are obtained to conduct natural gas sales exclusively in the granted area.

° Experienced business development teams help to achieve success in city natural gas market.
Entry barriers of the city natural gas market

° Obtaining a concession in the natural gas supply market is a major entry barrier for new market
entrants.

° Infrastructure for gas distribution is monopolised in the PRC.

° Substantial initial capital investment is required to be granted a concession right.
Future opportunities for the city natural gas market

° PNG end-users will continue to use natural gas due to the coal-to-gas project (i s T72).
° China-Russia Energy alliance business potentials of natural gas operators.
° Adoption of intelligent equipment enhances the operational efficiency of natural gas operators.

° Widened market access under the updated negative lists for foreign investment.
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