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COMPANY RESULTS  HOLD 
(Downgraded) 
Share Price HK$25.30 
Target Price HK$27.50 
Upside +8.7% 
(Previous TP HK$37.60) 

COMPANY DESCRIPTION 
China Gas is a front-runner in coal-to-gas
conversions in China. It also runs IE and LPG
business in China. 

STOCK DATA 
GICS sector Utilities
Bloomberg ticker: 384 HK
Shares issued (m): 5,583.3
Market cap (HK$m): 141,257.4
Market cap (US$m): 18,197.4
3-mth avg daily t'over (US$m): 80.8

Price Performance (%) 
52-week high/low HK$33.50/HK$20.75

1mth 3mth 6mth 1yr YTD
(14.2) (18.5) (15.2) (7.0) (17.9)

Major Shareholders %
Beijing Enterprise Group 23.7
China Gas Group 14.7

FY22 NAV/Share (HK$) 12.50
FY22 Net Debt/Share (HK$) 5.93
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China Gas (384 HK) 
 

FY21: Weaker-than-Expected Earnings; Outlook Clouded By Explosion 
China Gas reported weaker-than-expected FY21 net profit growth of 14% yoy. It guided 
15% net profit growth and 5m new gas connections for FY22. We share management’s 
view that the explosion is an isolated incident, rather than a systemic issue at the group 
level. However, in the near term, we believe the incident would continue to cloud the 
company’s growth outlook and re-rating would require further catalysts. Downgrade to 
HOLD with a lower target price of HK$27.50. Entry price: HK$24.00. 

FY21 RESULTS  
(HK$m) FY20 1HFY21 FY21 yoy %

Revenue 59,540 27,165 69,975 17.5%
Cost of sales (42,443) (18,479) (51,873) 22.2%
Gross profit 17,097 8,686 18,102 5.9%
GP Margin % 28.7% 32.0% 25.9% -2.8ppt
Operating profit (EBIT) 13,137 6,790 13,901 5.8%
EBIT Margin % 22.1% 25.0% 19.9% -2.2ppt
Net profit 9,188 5,090 10,479 14.0%

Source: China Gas, UOB Kay Hian 

RESULTS 
• FY21 net profit growth came in at 14% yoy, weaker than guidance and consensus. 

China Gas reported a net profit growth of 14% yoy in FY21, lower than its guidance of 15-
20%. The lower-than-expected core net profit growth was partially due to a 37% yoy decline 
in rural coal-to-gas (CTG) new connections, dragging down total new connections to 5.0m 
households, down 7% yy (vs -3.8% yoy in 1HFY21).  

• Steady dollar margin expansion and resilient gas sales. China Gas achieved 20% yoy 
growth in retail gas sales volume, with residential gas sales up 24% yoy, followed by 22% 
yoy and 12% yoy growths in industrial and commercial gas sales respectively. Vehicle 
refuelling edged up by 2% yoy while wholesales gas sales grew 28% yoy. Overall gas sales 
dollar came in at Rmb0.61/cbm, slightly below the previously guided Rmb0.62/cbm (vs 
Rmb0.605 in FY20), mainly due to higher LNG cost during the winter.   

• Free cash flow stayed positive, in line. China Gas reported positive free cash flow of 
HK$768m (before the HK$814m for new office building construction), largely in line with its 
guidance. 

 
KEY FINANCIALS 
Year to 31 Mar (HK$m) FY20 FY21 FY22F FY23F FY24F
Net turnover  59,540 69,975 82,906 96,381 110,858
EBITDA  14,780 15,186 18,804 20,911 23,069
Operating profit  13,165 13,342 16,609 18,307 20,076
Net profit (rep./act.)  9,188 10,479 12,134 13,679 15,251
Net profit (adj.)  9,188 10,479 12,134 13,679 15,251
EPS (Fen) 176.1 200.9 232.7 262.3 292.4
PE (x) 14.4 12.6 10.9 9.6 8.7
P/B (x) 3.3 2.7 2.3 2.0 1.8
EV/EBITDA (x) 12.4 12.0 9.7 8.7 7.9
Dividend yield (%) 2.0 2.2 2.5 2.8 3.2
Net margin (%) 15.4 15.0 14.6 14.2 13.8
Net debt/(cash) to equity (%) 82.8 81.7 53.6 47.4 35.3
Interest cover (x) 12.0 11.4 10.2 12.4 14.5
ROE (%) 24.5 22.9 21.6 20.9 20.2
Consensus net profit  - - 13,011 14,884 -
UOBKH/Consensus (x)  - - 0.93 0.92 -
Source: China Gas Holdings Ltd., Bloomberg, UOB Kay Hian 
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• Robust growth of value-added business. China Gas achieved 53.6% yoy growth in 
revenue and 45.6% yoy growth in operating profit of value-added services in FY21.  

• Dividend payout ratio rose to 29.4%. The company has declared a final dividend of 
HK$0.45 per share, bringing total dividend to HK$0.55 per share and total dividend payout 
ratio to 29.4% (vs 28.4% in FY20). 

• Core net profit growth guided at 15% for FY22. Management guided a core net profit 
growth of 15% yoy for FY22, driven by a 15-20% yoy growth in retail gas sales volume for
the same period, with dollar margin to remain relatively stable. It also guided its new 
connections to stay at 5m households (of which 3.4m will be from city projects, 0.8m from 
township projects and 0.8m from Micro LPG business), flat on a yoy basis.  

• FY22 free cash flow to remain positive. China gas guided that its free cash flow would 
remain positive for the full year, with capex guided at no more than Rmb10b (Rmb8b in city 
gas projects, Rmb1.5b in newly-developed heating business).  

STOCK IMPACT 
• Management views the Shiyan accident as an isolated incident, rather than a systemic 

issue at the group level. Management explained that they have always emphasised safety 
with above-industry safety-related budgets in past decades. For FY22, the company’s safety 
control expenditure would grow 30% yoy to HK$1.9b, accounting for more than 2% of total 
sales. Management takes responsibility for the gas explosion in Shiyan but sees it more as 
an isolated incident than a systemic issue of the company.  

• However, we believe the incident would still cloud the company’s growth outlook. In 
our view, the current share price performance has largely priced in the market concerns over 
the company’s growth outlook after the deadly explosion happened. Although management 
claims that their new projects have not been affected thus far, we are not fully convinced, at 
least for now, considering heavy scrutiny nationwide after the explosion incident, with local 
governments placing more emphasis on safety when approving new city gas projects. 

• Valuation is attractive now at a five-year low... China Gas’s share price has slumped by 
more than 10% after its private placement on 22 Apr 21, with another 15% downward 
correction after the deadly gas explosion incident on 13 Jun 21. The company is currently 
trading at 10x 12-month forward PE and 2x forward 12-month P/B, a 40% discount to its 
peers on the H-share market (ENN at 18x and CR Gas at 17x 12-month forward PE), a five-
year low level since 2017.  

• …while re-rating would require further catalysts, which is not available in the near 
term. With China Gas’ current low valuation, we are of the view that it would have re-rating 
opportunities upon further catalysts, including: a) clear evidence of the company winning city 
gas projects; b) further improvement in its free cashflow conditions; and c) strong revenue 
contribution and profitability of its newly developed micro LPG business and heating 
business in Southern China regions.  

EARNINGS REVISION/RISK 
• We cut our FY22/23 earnings forecasts by 5%/2% respectively, mainly to factor in slightly 

lower dollar margin and retail gas sales volume assumptions.  

VALUATION/RECOMMENDATION 

• Downgrade to HOLD. We cut our target price to HK$27.50 (from HK$37.60) based on our 
updated DCF model with lower terminal growth assumption to address market concerns. We 
believe the stock performance would remain under pressure in the near term until the market 
sees clear signs of concerns easing over its growth outlook. Entry price: HK$24.00. 
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PROFIT & LOSS     
Year to 31 Mar (HK$m) 2020 2021F 2022F 2023F

Net turnover 69,975.3 82,905.6 96,380.9 110,858.2

EBITDA 15,186.2 18,803.7 20,910.5 23,069.2

Deprec. & amort. 1,844.2 2,195.1 2,603.4 2,993.6

EBIT 13,342.0 16,608.7 18,307.1 20,075.6

Total other non-operating income 64.6 64.6 64.6 64.6

Associate contributions 1,608.0 1,659.9 1,906.7 2,174.1

Net interest income/(expense) (1,337.1) (1,847.1) (1,692.8) (1,592.3)

Pre-tax profit 13,677.5 16,486.2 18,585.6 20,722.0

Tax (2,417.8) (3,297.2) (3,717.1) (4,144.4)

Minorities (781.1) (1,055.1) (1,189.5) (1,326.2)

Net profit 10,478.7 12,133.8 13,679.0 15,251.4

Net profit (adj.) 10,478.7 12,133.8 13,679.0 15,251.4
 

 BALANCE SHEET     
Year to 31 Mar (HK$m) 2020 2021F 2022F 2023F

Fixed assets 56,908.9 54,532.7 58,952.8 63,017.3

Other LT assets 33,417.6 35,631.7 39,072.5 41,378.9

Cash/ST investment 8,293.7 21,633.9 16,250.2 16,747.0

Other current assets 42,100.4 45,751.7 52,046.4 58,610.8

Total assets 140,720.6 157,550.0 166,321.9 179,753.9

ST debt 17,481.5 23,091.9 21,687.0 20,398.2

Other current liabilities 28,831.8 32,266.7 34,780.4 40,303.1

LT debt 33,223.3 30,995.6 27,818.6 24,930.4

Other LT liabilities 1,319.9 1,715.9 1,715.9 1,715.9

Shareholders' equity 51,936.9 60,497.5 70,148.2 80,908.3

Minority interest 7,927.3 8,982.4 10,171.9 11,498.1

Total liabilities & equity 140,720.6 157,550.0 166,321.9 179,753.9

     
CASH FLOW     
Year to 31 Mar (HK$m) 2020 2021F 2022F 2023F

Operating 8,278.6 12,090.8 13,871.2 17,817.4

Pre-tax profit 13,677.5 16,486.2 18,585.6 20,722.0

Tax (2,417.8) (3,297.2) (3,717.1) (4,144.4)

Deprec. & amort. 1,815.4 2,135.3 2,507.6 2,863.3

Working capital changes 0.0 0.0 0.0 0.0

Other operating cashflows (5,351.2) (420.5) (3,290.9) (1,041.7)

Investing 554.7 (2,812.9) (214.0) (581.8)

Capex (growth) (12,391.8) (8,537.9) (9,208.4) (7,871.4)

Capex (maintenance) (7,800.0) (9,300.0) (9,300.0) (9,300.0)

Investments (682.1) 0.0 0.0 0.0

Proceeds from sale of assets 0.0 0.0 0.0 0.0

Others (3,909.8) 762.1 91.6 1,428.6

Financing 6,290.5 10,789.3 (9,043.9) (8,446.7)

Dividend payments (3,085.8) (3,573.2) (4,028.3) (4,491.3)

Issue of shares 35,136.4 22,370.0 18,510.0 17,510.0

Proceeds from borrowings (24,195.7) (17,481.5) (23,091.9) (21,687.0)

Others/interest paid (1,564.3) 9,474.0 (433.7) 221.6

Net cash inflow (outflow) 2,177.3 14,342.3 (4,381.1) 1,499.3

Beginning cash & cash equivalent 7,119.5 8,294.2 21,633.9 16,250.2

Changes due to forex impact (1,002.6) (1,002.6) (1,002.6) (1,002.6)

Ending cash & cash equivalent 8,294.2 21,633.9 16,250.2 16,747.0
 

      
KEY METRICS     
Year to 31 Mar  (%) 2020 2021F 2022F 2023F

Profitability   

EBITDA margin 21.7 22.7 21.7 20.8

Pre-tax margin 19.5 19.9 19.3 18.7

Net margin 15.0 14.6 14.2 13.8

ROA 8.3 8.1 8.4 8.8

ROE 22.9 21.6 20.9 20.2

   

Growth   

Turnover 17.5 18.5 16.3 15.0

EBITDA 2.8 23.8 11.2 10.3

Pre-tax profit 7.5 20.5 12.7 11.5

Net profit 14.0 15.8 12.7 11.5

Net profit (adj.) 14.0 15.8 12.7 11.5

EPS 14.1 15.8 12.7 11.5

   

Leverage   

Debt to total capital 45.9 43.8 38.1 32.9

Debt to equity 97.6 89.4 70.6 56.0

Net debt/(cash) to equity 81.7 53.6 47.4 35.3

Interest cover (x) 11.4 10.2 12.4 14.5
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an 
exempt financial adviser in Singapore.  
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an 
advice or a recommendation with respect to such securities.  
 
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the 
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment 
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this 
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by 
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may 
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law 
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any 
registration, licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. 
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts 
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  UOBKH and its connected persons 
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its 
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, 
including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the 
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit 
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business 
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, 
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s) 
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an 
interest (including a proprietary interest) in the subject corporation(s) referred to in this report. 
 
As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in 
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.  
 
IMPORTANT DISCLOSURES FOR U.S. PERSONS  
 
This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.  
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of 
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly 
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from 
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).  All US persons that 
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and 
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities. 
 
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on 
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered broker-
dealer in the United States.  Under no circumstances should any recipient of this research report effect any transaction to buy or sell 
securities or related financial instruments through UOBKH. 
 
UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is 
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor. 
 
The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry 
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable 
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research 
analyst account. 
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Analyst Certification/Regulation AC  
 
Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business 
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any 
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, 
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation 
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are 
generated from UOBKH’s business of dealing in securities.  
 
Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the 
following table. 
General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or 

located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to 
applicable law or regulation. 

Hong Kong This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the 
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has 
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed 
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under 
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong 
Kong and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong 
Kong in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong 
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the 
analyses or reports only to the extent required by law.  

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority 
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a 
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant 
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report. 

Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the 
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia, 
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the 
registered person under CMSA to distribute any research analyses in Malaysia. 

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital 
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the 
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore 
in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore 
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the 
contents of the analyses or reports only to the extent required by law.  

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated 
by the Securities and Exchange Commission of Thailand. 

United 
Kingdom 

This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning 
of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in 
the UK is intended only for institutional clients. 

United 
States of 
America 
(‘U.S.’) 

This report cannot be distributed into the U.S. or to any U.S. person  or entity except in compliance with applicable U.S. 
laws and regulations. It is being distributed in the U.S.  by UOB Kay Hian (US) Inc, which accepts responsibility for its 
contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in 
the report should contact UOB Kay Hian (US) Inc. directly. 
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