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. We adopt positive outlook for natural gas sector in China on projected rise in gas consumption in the country
driven by supporting policies and well-developed LNG storage and transmission infrastructure.

° In 2017, natural gas only accounted for about 6.6% of China’s total primary energy consumption, which was far
lower than the world average of 23.4%, according to 2018 BP Statistical Review of World Energy. To reduce CO2
emission and diversify energy sources, public sectors in China has been promoting natural gas as major source of

energy.

. According to the National Plan on Climate Change (2014-2020), by 2020, China aims to lower CO2 emissions per
unit of GDP by 40.0% to 45.0% from the level of 2005. In the light of the projection provided in Action Plan on
Energy Development Strategy (2014-2020) by State Council, share of natural gas consumption in China primary
energy consumption is expected to expand to 10% by 2020 and 15% by 2030.

° Developed gas transmission and transportation infrastructures also enhance accessibility of natural gas in China.
As of the end of 2017, length of long-distance gas transmission pipeline network in China was about 77,000.0km.
In light of “Mid to Long Term planning on Development of Gas Transmission Pipeline Network” by NDRC and
National Energy Administration, by the end of 2020 and 2025, length of long-distance gas transmission pipeline
network in China would reach 169,000Km and 250,000Km, respectively. As of the end of 2017, China had 17
operating LNG terminals,3 LNG terminal ready for operation, and 6 LNG terminals are under construction.

° Output and consumption of natural gas in China increased at five-year CAGR of 5.8% and 9.8%, respectively,
from 111.8b cubic meters and 150.9b cubic meters in 2012, to 148.0 cubic meters and 241.2b cubic meters in
2017. It is projected that natural gas consumption in China would grow at a four-year CAGR of 11.1% in 2018E

and 2022F, reaching 415.3 b cubic meters per annum.

° We like Kunlun Energy’s highly vertically integrated platform covering transmission pipeline network, city gas
projects; LNG receiving, processing, storage and transportation; LNG/CNG terminals, natural gas power generation
as well as distributed energy, allowing it to profit from all segments along the natural gas supply chain and
strengthen its leading position in the industry.

. Kunlun’s parent PetroChina owned and controlled 69.0% of the natural gas transmission pipeline network in China
as of the end of 2017. As PetroChina flagship in mid-to-downstream natural gas business, Kunlun secures stable
gas supply, and perhaps has access to projects which are located adjacent consumers with strong demand for gas
and funding with lower cost. Stable gas supplies, strategic geographic location and low cost of funding allow the
group’s projects yield higher return than its peers’, probably.

. Kunlun Energy’s below average consensual three-year earnings CAGR of 16.4% is justifiable by its attractive
valuation in terms of one-year forward PE of 9.1x and PEG of 0.55x. In addition, the group’s one-year forward PE

is just 30.0% only of its five-year average PE of 29.1x.
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We also like CIMC Enric on its leading position in China LNG equipment market. The group design, develop,
produce and sell wide spectrum of transportation, storage and processing equipment for the clean energy,
chemical and environmental, as well as liquid food industries. It provides equipment maintenance services and
industrial solution for the aforementioned industries too. It operates in three segments, namely energy equipment
and engineering, chemical equipment and Liquid food equipment and engineering.

The group’s energy equipment and engineering division provides NG products and solution such as LNG trailers,
storage tanks and on-vehicle fuel tanks, compressed natural gas trailers and seamless pressure cylinders, natural
gas refueling station systems, natural gas compressors, EPC service for the natural gas liquefaction plant, EPC
service for the natural gas cryogenic storage and transportation terminal, IOT based platform, small and medium-
sized liquefied multi-gas carriers, LNG bunkering vessels, LNG powered ships as well as marine liquefied-gas tanks
and LNG marine fuel tanks

In our view, CIMC Enric is set to benefit from the shortage of gas reserve and storage facilities in China. By
estimation, currently, working gas reserve in underground storage facilities in China covers about 3.0% only of the
consumption, substantially lower than that the international average of 12.0%-15.0%. Reserve at storage tankers
in China LNG terminals covers only 2.2% of consumption, lower than that of 15.0% in Japan and Korea. Reserve
in natural gas storage facilities in China merely meet the country’s consumption for three days.

State Council of PRC set its targets regarding gas reserve and storage in its commentary on “Further Reformation
of Oil and Gas System”. According to which, natural gas operators and providers in China should have natural gas
storage facilities that are capable to reserve 10.0% of contractual sales volume. Further, by 2020, administrative
regions in China should have gas reserve for three days consumption ready. Gas operators in town and cities
should establish gas reserve equivalent to 5.0% of their annual consumption. To develop gas reserves, more
storage tanks would be needed, implying more orders to CIMC Enric.

In addition, CIMC Enric would benefit from the development of distributed energy in China. Distributed energy
system is decentralized, modular, and flexible power generation and storage system that is located close to the
consumers with capacities of 10 MW or less. Given its low emission and high efficiency and flexibility, distributed
energy emerged as an alternative generation system to large-scale conventional generation plants that require
long-distance power transmission. As distributed energy become prevailing in China, orders for the equipment to
CIMC Enric would increase. The development of LNG powered vessels in China would boost the group’s sales of
LNG fueled vessels.

CIMC Enric's three-year earnings CAGR at 37.1% outstrips the sector’s average three-year earnings CAGR of
24.9%. In contrast to sectoral one-year forward PE at 10.6x, traded at 10.3x of its projected FY19F earnings and
0.28x of its projected three-year earnings CAGR, CIMC Enric's valuation is undemanding, considering its
outstanding projected three-year earnings CAGR.
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Disclaimer

This report has been issued by the Research Department of Great Roc Capital Securities Limited (“Great Roc”) from
source that it believes to be reliable but no guarantee or undertaking, express or implied, is made or given to its
fairness, accuracy, completeness or correctness by Great Roc. All opinions in this report are subject to change without
notice. The information given is for reference and information purposes only and it is not as any advice, offer or
solicitation to buy or sell, or deal in any of the securities or investments mentioned herein. Great Roc and their
employees and their relatives or associates may from time to time have positions in, and buy or sell, the securities of
companies or related products or investments referred to in this report to the extent permitted under the market
practice. Investment involves risk. Investors should note that value of investments and the price of a security may move
up or down and past performance is not necessary indicative of future performance. Investors should seek independent
professional advice and Great Roc shall not under any circumstances whatsoever be liable in any way for any loss of
profit may sustain by the investors in connection with using the information on such report. The intellectual property
rights of any contents in this report shall belong to Great Roc. Without the permission by Great Roc, no one will be
allowed to copy, publish or redistribute the contents in whole or in part of this report for any purpose. The views
expressed in this report is prepared by SFC’s licensed analyst and it is accurately reflect the analyst’s personal views of
the subject securities. Except as otherwise disclosed, the Analyst of this report has no interest in the securities of the
companies discussed in this document or member companies with the same group of such companies as the date of
issuance of this report.
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