d

# RS JE R B IR A S

XinAo Gas Holdings Limited

(incorporated in the Cayman Islands with limited liability)
(Stock Code: 2688)

RESULTS ANNOUNCEMENT
FOR THE YEAR ENDED 31 DECEMBER 2003

The Board of Directors (the “Directors”) of Xinao Gas Holdings Limited (“Xinao Gas” or the “Company”
and together with its subsidiaries, the “Group”) are pleased to announce the audited consolidated results
of the Group for the year ended 31 December 2003 together with the comparative audited figures for the

corresponding period in 2002.
CONSOLIDATED INCOME STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2003

Turnover
Cost of sales

Gross profit

Other operating income
Selling expenses
Administrative expenses
Other operating expenses

Profit from operations

Professional and other expenses incurred in
connection with the listing of the Company’s
shares on the Main Board

Finance costs

Share of results of an associate

Share of results of jointly controlled entities

Profit before taxation
Income tax expenses

Profit before minority interests
Minority interests

Profit for the year
Dividends

Earnings per share
Basic

Diluted

2003 2002

Notes RMB’000 RMB’000

2 878,055 544,492

(502,693) (289,805)

375,362 254,687

30,734 17,391

(21,524) (11,522)

(137,704) (77,791)

(14,239) (4,504)

3 232,629 178,261

- (5,421)

(30,995) (16,782)

(94) -

(2,298) -

199,242 156,058

4 (2,957) (12,324)

196,285 143,734

(13,195) (15,818)

183,090 127,916

5 _ _
6

24.8 cents 18.0 cents

24.6 cents N/A




Notes:

Basis of preparation of financial statements

The Company is an exempt company incorporated in the Cayman Islands under the Companies Law and its
shares are listed on the Main Board of The Stock Exchange of Hong Kong Limited (the “Stock Exchange”). Its
ultimate holding company is Easywin Enterprises Limited (“Easywin”), a limited company incorporated in the
British Virgin Islands.

In the current year, the Group has adopted, for the first time, the following Hong Kong Financial Reporting
Standards (“HKFRS”) issued by the Hong Kong Society of Accountants (“HKSA”), the term of HKFRS is
inclusive of Statements of Standard Accounting Practice (“SSAPs”) and interpretations approved by the HKSA.

SSAP 12 (Revised) Income Taxes

The principal effect of the implementation of SSAP 12 (Revised) is in relation to deferred tax. In previous years,
partial provision was made for deferred tax using the income statement liability method, i.e. a liability was
recognised in respect of timing differences arising, except where those timing differences were not expected to
reverse in the foreseeable future. SSAP 12 (Revised) requires the adoption of a balance sheet liability method,
whereby deferred tax is recognised in respect of all temporary differences between the carrying amounts of
assets and liabilities in the financial statements and the corresponding tax bases used in the computation of
taxable profit, with limited exceptions. The adoption of this standard has had no material effect on the results for
the current or prior accounting periods. Accordingly, no prior period adjustment has been required.

The financial statements have been prepared under the historical cost convention as modified for revaluation of
properties.

The financial statements have been prepared in accordance with accounting principles generally accepted in
Hong Kong.

Segment information

(a) Business segments
For management purposes, the Group is currently divided into four divisions, gas connection, sales of
piped gas, distributions of bottled liquefied petroleum gas (“LPG”) and sales of gas appliances. These

divisions are the basis on which the Group reports its primary segment information.

An analysis of the Group’s turnover and contribution by business segment during the year is as follows:

2003 2002
RMB’000 RMB’000

Turnover
Gas connection fees 516,468 330,915
Sales of piped gas 185,720 73,588
Distributions of bottled LPG 161,402 130,445
Sales of gas appliances 14,465 9,544

878,055 544,492




Profit from operations

Gas connection fees

Sales of piped gas

Distributions of bottled LPG

Sales of gas appliances

Unallocated other operating income

Unallocated expenses:
— depreciation and amortisation (Note)
— corporate expenses

375,478 243,752
28,085 26,578
369 (1,874)
734 1,476
21,111 16,969
(20,962) (14,823)
(172,186) (93,817)
232,629 178,261

Note: The amount represents principally depreciation and amortisation of property, plant and equipment

relating to the gas connection, piped gas and bottled LPG operation.

(b) Geographical segment

More than 90 per cent of the Group’s assets are located in the PRC, including Hong Kong, as at the

balance sheet date.

All of the Group’s businesses are derived from activities in the PRC, including Hong Kong, in both years.

Profit from operations

Profit from operations has been arrived at after charging:

Amortisation of intangible assets included in other operating expenses
Auditors’ remuneration
Depreciation and amortisation of property, plant and equipment
Deficit on revaluation of property, plant and equipment
Loss on disposal of property, plant and equipment
Minimum lease payments under operating leases
in respect of land and buildings
Allowance for bad and doubtful debts
Allowance for inventories
Research and development expenses

Staff costs
Less: Amount capitalised under construction in progress

Income tax expenses

Current tax
Overprovision in prior years

The charge represents enterprise income tax in the PRC for the year.

2003 2002
RMB’000 RMB 000
3,706 906
1,334 1,105
52,371 23,853
- 113
3,097 1,196
3,769 1,914
918 1,103
1,260 -
2,889 1,678
87,506 47,246
(5,427) (5,407)
82,079 41,839
2003 2002
RMB’000 RMB 000
4,633 12,324
(1,676) -
2,957 12,324




Pursuant to the relevant laws and regulations in the PRC, all the Company’s PRC subsidiaries are entitled to
exemption from PRC enterprise income tax for the first two years commencing from their first profit-making
year of operation and thereafter, these PRC subsidiaries will be entitled to a 50% relief from PRC enterprise
income tax for the following three years. The reduced tax rate for the relief period is ranging from 7.5% to
16.5%. The charge of PRC enterprise income tax for the years has been provided for after taking these tax
incentives into account.

No provision for Hong Kong Profits Tax has been made as the Group’s income neither arises in, nor is derived
from, Hong Kong.

5. Dividends

No dividend has been paid or declared by the Company during the year.

6. Earnings per share

The calculation of the basic and diluted earnings per share is based on the following data:

2003 2002
RMB’000 RMB’000
Earnings for the purposes of basic and diluted earnings per share 183,090 127,916
2003 2002
Number Number
of shares of shares
Weighted average number of ordinary shares for the purpose
of basic earnings per share 737,000,000 711,986,301
Effect of dilutive potential ordinary shares — share options 8,075,000 -
Weighted average number of ordinary shares for the purpose
of diluted earnings per share 745,075,000 711,986,301

No diluted earnings per share for 2002 is presented as the exercise price of share options outstanding during
2002 was higher than the average market price of the Company’s shares.

MANAGEMENT DISCUSSION AND ANALYSIS
Industry Review
Energy Consumption Pattern in the PRC

The PRC is the second largest energy consumer in the world, and its major sources of energy are coal,
crude oil and natural gas. The use of coal severely pollutes the environment, while natural gas is among
the cleanest, safest, most efficient and economical energy sources; therefore, the PRC government is
vigorously promoting the use of natural gas as a clean energy source.

According to the official estimates of GDP growth and energy demand growth in the Tenth-Five period,
natural gas consumption in the PRC was expected to increase from 22.1 billion m? in 1998 to 50 billion
m? in 2005, representing around 4.5% of the total energy consumption in the PRC. Comparing to the
Ninth-Five period, the annual growth rate of natural gas consumption in the Tenth-Five period will be
13.0%, and the ratio of natural gas consumption to total energy consumption will rise to around 7% by
2010.



The Natural Gas Policy in the PRC

At the end of 2002, the Ministry of Construction of the PRC issued a memorandum on the “Opinion
concerning the speeding up of the development of market economy in the public utilities sector” requiring
local authorities to open up the market for the construction and operation of public utilities, including
city gas. Foreign investors are now allowed to take a majority stake in or completely own such projects.
Therefore, the Group believes that with the liberalisation of the city gas market, city piped natural gas in
the PRC will have even faster and healthier development.

The government’s policy not only suggests the pace of market liberalisation in city gas industry is
proceeding fast, but also implies a full legal framework on city gas distribution will be formed soon.
There will be a monitoring system on natural gas that can match up the market reform and also a
legitimate means of protection to gas companies. We are confident that with the central government’s
encouraging policy, piped natural gas market will have further development, and the investment risks for
gas distributors will be further reduced.

The “West-to-East Pipelines” (“W-E”) is one of the policies showing the PRC government’s support for
the use of natural gas. The long distance pipelines of this project started to supply natural gas in 2003,
and the construction of the branches is under progress. W-E passes through cities in 10 provinces and
municipalities and greatly increases the number of cities being able to use natural gas.

The operation of W-E project and the smooth progress of plans of exploring natural gas under seabed
and importing liquefied natural gas (LNG) from overseas, together with central and local governments’
emphasis on using natural gas and higher popularity of natural gas among consumers, will help the rapid
and continuous development of downstream natural gas business. As a result, the Group will have great
business development prospects.

During the year, the Group cooperated with Utilise Training & Development Solutions Limited, a
professional training institute in the UK, and introduced advanced training system on gas profession
from the UK into the PRC. This training was a cooperative program between the Chinese and British
government, and its implementation was highly supported by the Ministry of Construction. This proves
the Group’s leading position in the industry and its good relationship with the government.

All the above reflect Xinao Gas’ distinguished and leading position in the PRC gas market, its increasing
brand name and influence on the industry, and its status as one of the largest gas operators in the PRC.

Business Review

The principal business of the Group is the construction of gas pipelines, the sale of piped gas, the sale
of liquefied petroleum gas (“LPG”) and the sale of gas appliances and equipment.

Construction of Gas Pipelines

During the year, in order to enhance market planning for connection business and speed up the
development of this business, the Group worked with a consultancy firm launching a marketing project,
the implementation of which will have significant effect on the Group’s growing performance on
connection business in the future.

As the households connected to natural gas only accounted for 7.4% of the total connectable households,
it is expected that the Group will continue to have huge revenue from connection, and it will continue to
be the major revenue source of the Group. However, the Group’s sales of natural gas will increase
rapidly when the W-E fully commences gas supply in 2004, and the Group expects the proportion of
connection revenue to remain about the same with slight increase.



Residential Customers

The Group charges connection fees for constructing gas pipelines that connect the processing stations
and the residential households. As the Group is the sole piped gas distributor serving the entire city, the
residential customers include both the newly constructed buildings and the existing buildings. Our target
is to achieve a high penetration rate of natural gas usage in each project city, and to protect the
environment as a result. Most of the local governments in the 41 existing project cities have prescribed
the installation of piped natural gas as one of the conditions for approving the construction of new
buildings. This policy shows clearly the government’s support for the use of natural gas and will assist
the Group further in raising the penetration rate and stabilising the revenue from connection fees, which
are collected from the property developers directly.

As natural gas is more environmentally-friendly, economical, convenient and safer when comparing to
other energy sources, more and more residential households take the initiative to get connected to piped
natural gas, and flats connected to piped natural gas has become popular and are preferred by new home
buyers. These boost the connection business of the Group and lower the Group’s cost for getting new
customers.

During the year, the Group made connections to 170,433 residential households, 65.7% higher than last
year. The average connection fee paid by households was RMB2,687, slightly increased by 3.7% as
compared to last year. The primary reason for the increase of the average connection fee is that apart
from cooking stoves, customers also choose to get connected to boilers and heaters, which are of higher
price. This shows once more the popularity of natural gas among customers. As at the end of 2003, the
Group provided natural gas connections to a total of 381,283 households, which accounted for 7.4% of
the overall connectable population of the Group.

Commercial/Industrial Customers

Organisations engaging in industrial production and commercial activities, such as factories, hotels,
shopping malls, schools and hospitals, etc., continue to be the major commercial/industrial customers of
the Group. Since the selling price of natural gas is substantially lower than other energy sources, such as
electricity, coal gas and LPG, many commercial/industrial customers are willing to switch to use natural
gas. Unlike LPG, natural gas is more difficult to transport and store, and as a result, customers can only
access to natural gas through our pipeline network, which facilitates the connection business.

Also, as many local governments in the PRC have devoted much attention to environmental protection in
recent years, they have put more efforts in controlling industrial pollution. Many of them do not allow
the use of coal as an industrial fuel any more and do not grant permissions to the setting up of new
commercial/industrial projects that are not using clean energy. In addition, W-E is going to supply
natural gas to cities along the pipelines, and the supply of natural gas will not be restrained by the lack
of gas source as in the past. The positive measures and more stable gas source will all help the Group’s
business development in connecting commercial/industrial customers.

During the year, the Group provided natural gas connections to 280 commercial/industrial customers
(connected to gas appliances of a total installed designed daily capacity of 167,680 m?). The average
connection fee was RMB511 per cubic metres, 11.1% lower than last year. The main reason for the
decrease was that the Group offered discounts to commercial/industrial customers to increase the rate of
connection because they will consume huge volume of gas and become the major gas users.

As at the end of 2003, the Group provided piped natural gas connections to a total of 782 commercial/
industrial customers (connected to gas appliances of a total installed designed daily capacity of
532,793 m?).



New Projects

In 2003, the Group continued to take an active role in the exploration of new projects. The Group’s
projects increased from 29 last year to 41 this year, and the connectable population grew tremendously
by 98.8% from 9.5 million (approximately 3.16 million households) to 18.7 million (approximately 6.23
million households) by the end of 2003. This further stabilises the Group’s future income, consolidates
its customer base and makes the Group one of the professional city gas operators covering the highest
population.

New projects secured by the Group in 2003 are as follows:

Hunan Province Changsha (provincial capital), Xiangtan, Zhuzhou
Jiangsu Province Lianyungang, Changzhou

Zhejiang Province Wenzhou, Jinhua, Lanxi

Guangdong Province Dongguan

Anhui Province Chaohu

Shandong Province Jiaozhou, Jiaonan

Henan Province Kaifeng

Project disposed by the Group in 2003 is as follows:
Zhejiang Province Anji

The new projects the Group obtained during the year are mainly located along the W-E long distance
pipelines or its branches that are under construction. During the year, three of the Group’s subsidiaries,
Xinxiang Xinao Gas Company Limited (“Xinxiang Xinao), Chuzhou Xinao Gas Company Limited
(“Chuzhou Xinao) and Changzhou Xinao Gas Company Limited (“Changzhou Xinao), started to use the
natural gas transmitted by W-E Pipelines. It does not only guarantee stable gas source, but also offers
lower cost for higher profit for the Group.

Changsha Project is the second provincial capital project of the Group after Shijiazhuang Project obtained
last year. This has demonstrated once more the government’s recognition of the Group’s management
ability, operation safety and financial strength. The securing of the Changsha Project makes the Group a
more professional gas operator with larger scale and paves the way for the Group for obtaining other
large city projects.

Comparing to 2002, the new projects obtained in 2003 were larger in scale and higher in quality.
Projects like Xiangtan, Zhuzhou, Lianyungang, Wenzhou, Dongguan and Kaifeng are cities with strong
economy, well-developed industries and high population, and they pave the way for the Group for its
future expansion in connection business. Also, the Group put more emphasis on the development of city
groups as a whole, such as “Changsha-Zhuzhou-Xiangtan™ golden triangle and the city chain of Jiaozhou
Bay, which facilitate better gas sources and management of the projects and create an environment for
sharing resources and advantages.

During the year, the Group’s strategies were gradually moving towards projects of medium to large
scale with its continual expansion in business scope and successful development of new projects. As the
operation of Anji Xinao was relatively small in scale, in order to consolidate various resources of the
Group, including management, financial and human resources etc., the Group decided to dispose its
entire interests in Anji Xinao and re-deploy its resources into other projects. The Group planned to
apply the proceeds of the disposal for use in the general working capital of the Group.

To strengthen the Group’s professional management, the project company in each location has split into
two. This split separates the pipeline construction business and gas distribution business of each original
project company into two companies, and the different professional teams can manage and operate the



corresponding companies more professionally, so resources can be used more effectively. When the split
is finished, the number of subsidiary companies will double, but the number of operation locations will
remain the same.

Sale of Piped Gas

During the year, the Group sold 45.0 million m? and 71.6 million m? piped gas to residential households
and industrial/commercial customers respectively, representing an increase of 1.4 times respectively
over last year. The ratio of the sales of gas for industrial/commercial customers was 61.4% and remained
about the same as in last year, laying a solid foundation for the Group’s long-term revenue. As W-E will
commence gas supply fully in 2004 and eliminate the restraint on gas source, the Group expects the
volume of gas sales will further increase in the future. The strong increase in natural gas sales during
the year did not just come from quality new projects the Group had successfully obtained, but also from
successful marketing in existing projects. The high growth in the sales of natural gas also fully reflected
that the use of natural gas as a quality energy source was highly recognised by the public.

As the PRC government is getting more concerned on environmental problems, and its economy continues
to grow rapidly in the coming years and thereby stimulates the property market and the business of the
industrial/commercial customers, the demand for a clean energy source will grow tremendously. The gas
sales volume for industrial/commercial customers will be much higher than residential households, and
the Group will continue to develop the markets of both residential households and industrial/commercial
customers so as to have a strong revenue structure and a stabilised cash flow.

CNG Vehicle Gas Station

The Group has started the operation of compressed natural gas (“CNG”) vehicle refuelling stations
(“refuelling stations”) in Langfang City, Hebei Province since two years ago, and 660 taxis and 120
buses have been converted into CNG vehicles. As the price of natural gas is 20-30% lower than gasoline,
it is highly welcome by bus companies and taxi owners. With two years of successful experience, the
Group plans to launch gas refuelling business in our existing operation locations in 2004 and intends to
build 19 refuelling stations in Langfang, Liaocheng, Bengbu and Shijiazhuang during 2004. This will
have very positive impact on the Group’s business as it increases further the sales of natural gas and
guarantees long-term revenue in the future. The Group can utilise our existing resources, including gas
stations, pipeline networks, gas sources, human resources, brand name, etc., when developing refuelling
business in our operating locations. Since vehicle emission is a major source of pollution, it is believed
that the PRC government will promote the conversion of CNG vehicles and accelerate the development
of refuelling business. The Group expects that refuelling business will become one of the major
components in our gas sales business.

Advanced Collection System For Gas Usage Charge

The Group continues to adopt the prepaid stored-value card system for all projects. Under the system,
all residential customers will receive a stored-value card and are required to prepay for the gas usage
charges. This system can totally eliminate the possibility of default payment and save huge administrative
expenses, thus enhancing the Group’s cash flow.

Sale of LPG

During the year, the Group sold 52,693 tons of LPG, increasing 21.2% over last year. The Group has
been principally engaged in the sale of piped natural gas, and LPG is only sold in certain cities as a
transitional gas source, as the gross profit margin and the net profit margin of LPG are relatively low.
Bengbu Xinao Gas Company Limited (“Bengbu Xinao”), Huaian Xinao Gas Company Limited (“Huaian
Xinao”) and Xinxiang Xinao are engaged in the wholesaling and retailing of LPG, and the sales volume
of these three projects accounted for 92.1% of the total volume of LPG sales. Before being taken over



by the Group, the principal business of these companies was the sale of LPG. They have all started to
construct natural gas pipelines after the Group’s acquisition, and LPG are only sold to customers not
connected to natural gas or to the peripheral towns. The Group expects that the sales of LPG of these
projects will gradually be replaced by piped natural gas, and the present ratio of LPG sales volume to
piped natural gas sales volume in these projects were 80% to 20% on average.

The operating result of LPG turned around from a loss of RMB1,874,000 in 2002 to a profit of
RMB369,000 during the year; the main reason for turning loss into profit in LPG sales was that Bengbu
Xinao, by the time it was set up, was allowed to raise the selling price of LPG by 20% starting from
May this year, and the LPG sales volume made by Bengbu Xinao accounted for 37.5% of the total
volume of LPG sales.

Sale of Gas Appliances

The Group sells cooking stoves, water boilers, heaters and stored-value card meters besides providing
gas connections. During the year, the Group sold a total of 50,927 cooking stoves, 10,145 water boilers
and 6,640 heaters. Most of the meters produced were used by the Group in connection business.

The production capacity of the stored-value card meter factory of the Group reached 500,000 in 2003.
The factory mainly supplies the meters to be installed in residential households when the Group makes
gas connections. Customers can have gas supply when they insert their prepaid stored-value cards into
the meters. After the establishment of the production line, the average cost of stored-value card meters
has dropped by 30%, and the connection costs of the Group has been substantially lowered. Besides,
among the stored-value card meters sold in 2003, 8,943 were sold to other gas distributors, meaning that
the production of stored-value card meters not only reduces costs, but also generates additional income
for the Group.

Gross Profit Margin and Net Profit Margin

The Group’s overall gross profit margin decreased from 46.8% in 2002 to 42.7% in 2003, and net profit
margin decreased from 23.5% in last year to 20.9% this year. The main reason for the decreases in both
gross profit margin and net profit margin was the sale of large amount of LPG during the year. As LPG
will be replaced by natural gas gradually and the commencement of W-E Project will facilitate large
sales volume of natural gas, the Group expects that the proportion of revenue from natural gas sales will
have stable growth, and the gross and net profit margins as a whole will remain around the present level.

Advanced Management System

The Group recognises that safe and efficient operation management is the key in gas industry. Xinao
Gas has maintained excellent safety track record for the past 11 years of operations. This is achieved by
the Group’s stringent administration control and the management’s innovative ideas. We have computerised
daily operation work, especially the supervision and adjustment of pipeline pressure of gas processing
stations and daily maintenance.

To enhance the standard of operational management and the efficiency of service, during the year, the
Group’s subsidiary Langfang Xinao Gas Company Limited (“Langfang Xinao”) took the lead to use
information technology systems by connecting the gas sale system, the call centre, the Geographic
Information System and the Supervisory Control and Data Acquisition System. These advanced
management systems help to enhance further the Group’s operational management. The experience of
Langfang Xinao will pave the way for the full implementation of information technology systems in the
Group next year.



As in last year, we continued to collect useful opinions on pipeline installation within buildings, pipeline
network construction and after-sales services from the customers by organising customer opinion
campaign. Because of the continuous efforts of the Group, many of the Group’s subsidiaries were
awarded Advanced Unit with Safe Management during the year, and Qingdao Xinao Gas Company
Limited, the Group’s subsidiary in Qingdao, was awarded “Advanced Unit with Quality Management” of
the year by the local government.

Outstanding Management

Because of the excellent management of the management team, the Company continued to obtain many
awards from various prominent international financial magazines during the year:

“The 200 Best Small Companies” by Forbes Global for three consecutive years;

the “Best Small Cap Company (China)” by AsiaMoney for three consecutive years;

the “Chinese Business 500” by Yazhou Zhoukan for three consecutive years;

the “Top 20 Chinese Enterprises of Revenue Growth” by Yazhou Zhoukan for two consecutive years;
the “Top 20 Chinese Enterprises of Assets Growth™ by Yazhou Zhoukan for the first time; and

the “Overall Best Managed Company (China)” by AsiaMoney again this year after getting this award in
2001.

The above awards, voted by international institutional investors and analysts, prove that Xinao Gas is
highly regarded by investors for its high management quality and transparency. It was not easy to obtain
such achievements, but the Group’s management will endeavour to maintain our outstanding performance.

Customer Service

Quality customer service is the key for maintaining good and long term relations between the Company
and customers. The Group is well aware of this and has devoted efforts to maintain quality service of
high efficiency and safety standards. Because of our quality service, the Group’s subsidiaries have won
recognition and credit from local customers as well as government authorities in the cities they operate
and become the model for other public utilities to follow. The best evidence is that many of the project
companies have been awarded “Unit offering the highest satisfaction to customers” by local consumer
councils during the year. Apart from the Group’s investment ability and efficient and safe operational
management, quality service has also become Xinao Gas’ major competitive advantage in competing for
new projects.

In 2003, Bengbu Xinao, Huaian Xinao, Xinxiang Xinao and Shijiazhuang Xinao Gas Company Limited
followed the footsteps of Langfang Xinao, Liaocheng Xinao Gas Company Limited and Huludao Xinao
Gas Company Limited to launch the “95158” national 24-hour hotline. Our customers can simply dial
95158 to access their local 24- hour customer service centre and communicate with us conveniently. In
case of emergency, we uphold our promise to arrive at the site within 20 minutes to carry out repair
work. Our emergency-repair vehicles are approved by the local governments to be equipped with sirens
similar to those on police cars, so that we will be able to arrive at the site immediately in any emergency.

In addition, the Group’s subsidiaries followed the Group’s unified requirements: they issued leaflets of
“Gas Usage Safety Standards” to our customers and conducted safety checks twice a year on pipeline
networks and customers’ gas appliances. These measures not only prevented potential safety problems
and embodied the principle of “prevention is always better than cure,” but also helped to enhance
relationship between the Group and the customers. The Group’s safety policies guaranteed that customers
would not be affected by pipeline network problems when using natural gas, and thus increased the trust
of our customers.



Human Resources

We believe that quality human resources are the key to the Group’s continuous success and future
development, so we uphold the principle of “based on people” and put great emphasis on recruitment
and internal training.

Every year, we recruit high-calibre undergraduates from renowned universities all over the PRC as well
as experienced professionals in the industry or from overseas according to our development needs. All
new staff will be given internal training and be deployed to different departments and subsidiaries to
have a good understanding of the Group’s culture and operations, so as to provide quality customer
services and ensure smooth operation of the Company.

The Group also encourages staff to have lifelong learning. We have sponsored some employees to study
for MBA or to attend other related technical courses in renowned universities, so as to enhance their
competence, technical skills and quality. The introduction of the gas safety training system from the UK
by the Group during the year will also improve the professionalism and occupational knowledge of the
staff and facilitate them to provide better service.

The Group also frequently invites university professors and management experts to give in-house training
courses to ensure our staff can work with practical theory. Work reviews and assessments with staff are
also held regularly to rectify any problems at an early stage. Forums, mailbox to the general manager
and staff representative meetings provide other platforms for staff to communicate with the management,
so that the Group can make appropriate adjustments and understand the frontline problems.

In addition, in order to have accurate assessment of staff performance and enhance the Group’s business,
during the year, the Group cooperated with the renowned Beijing H&J Vanguard Management Consulting
Company Limited for a human resources project focusing on promoting in the subsidiaries a recruitment
standard qualification system, a balanced scorecard system for assessment and a salary points system.
The implementation of the project has facilitated the Group to increase its business performance.

Furthermore, the Company regularly invites family members of the employees to attend various functions,
such as seminars or dinner parties, give consolation to employees who are sick, getting married, etc., so
as to strengthen communications and affections between staff and the Company, and to enhance the
sense of belonging of staff towards the Group.

As at 31 December 2003, the Group had 6,184 employees, five based in Hong Kong while the others
based in the PRC. They were remunerated at market level with benefits such as bonus, retirement
benefits and share option scheme.

Financial Resources Review
Liquidity And Financial Resources

As at 31 December 2003, the Group’s cash on hand was RMB487,129,000 (2002: 631,536,000), and its
total bank and other borrowings amounted to RMB1,111,926,000 (2002: 467,428,000). Its net gearing
ratio, i.e. the ratio of net debt to equity, was 42.3% (2002: zero). The reason for the increase of
borrowings of the Group was that the Group acquired not just assets, but also bank and other borrowings
from the PRC JV partners, when acquiring large scale projects, and these assets and liabilities were
injected into the joint ventures. However, the assets and liabilities of large scale projects are in healthy
condition, and they usually have high revenue and earning capacity. Therefore, the increase in liabilities
is normal during acquisition process. When the gas penetration rates increase in these project companies,
their liabilities will decrease gradually.



During the year, since the annual interest rate continued to fall and stayed at a low level, Xinao Gas, in
order to cope with the Group’s future development, obtained a three-year, unsecured syndicated loan of
US$45 million in August 2003. Also, the Company had a share placement with net proceeds of
HK$456,000,000 in February 2004. It is expected that the loan and funds, when aggregated with the
Group’s internal resources and bank borrowings, are sufficient to finance the future operational and
capital expenditure.

Borrowings Structure

As at 31 December 2003, the Group’s total bank and other borrowings amounted to RMB1,111,926,000
(2002: RMB467,428,000), including a three-year unsecured syndicated loan of US$30 million signed on
September 2002 (equivalent to RMB248,040,000) and another three-year unsecured syndicated loan of
US$45 million signed on August 2003 (equivalent to RMB372,060,000), which bear interest at floating
rates. The remaining bank and other borrowings are denominated in Renminbi granted at fixed interest
rates by local banks and other companies in the PRC to the project companies as their working capital
and operational expenditure. Except for the loan amount of RMB33,173,000 that has to be secured by
assets with the net asset value of approximately RMB79,972,000, all of the other loans are unsecured
with interest rates between 4.5% and 5.5%. Short-term loans amounted to RMB541,390,000 while the
remaining were long-term loans falling due after more than a year.

As all the operations of the Group are in the PRC, revenues and expenses are mainly denominated in
Renminbi. Hence, there is no significant foreign exchange fluctuation exposure except for the two three-
year syndicated loans of total amount of US$75,000,000. The Group had signed interest rate and exchange
rate swap agreements for the syndication loans of US$75,000,000 to fix the interest rates and exchange
rates. As the interest rates remained low at the moment, the Group’s management believed that changing
the floating interest rates into fixed interest rates at the present level would be beneficial to the Company.

Contingent Liabilities

During the year, the Group had released guarantee to a bank in respect of banking facilities granted to a
third party to the extent of RMB39,500,000. As at 31 December 2003, the Group did not have any
contingent liabilities (2002: RMB39,500,000).

Prospects

Under all the favourable conditions, we believed that the Group will be able to obtain new projects
without much difficulty. It is expected that the Group will still be able to secure 6-8 new quality
projects in large and medium cities in 2004. Despite the huge market opportunities, we will remain
prudent and conduct most cautious feasibility study on each project before making any investment
decision, so as to maximise shareholders’ return.

Purchases, Sale or Redemption of Listed Securities

During the year, neither the Company nor any of its subsidiaries has purchased, sold or redeemed any of
the Company’s listed securities.

Audit Committee

The Company established an Audit Committee on 28 March 2001. The Audit Committee has reviewed
with management the accounting principles and practices adopted by the Group and discussed auditing,
internal controls and financial reporting matters. Members of the Audit Committee are Mr. Wang
Guangtian, Mr. Xu Liang (all of the above are independent non-executive Directors) and Mr. Yu Jian
Chao (an executive Director). The Audit Committee has reviewed the unaudited interim accounts and the
audited annual accounts for 2003. Two Audit Committee meetings were held during the financial year.



Corporate Governance

The Group recognises the importance of corporate governance and shares the view that to maintain a
highly transparent management system is critical to our shareholders, investors, customers, employees
as well as the industry watchdog. The Group has the Executive Committee to review major investment
projects of the Group, give decisive advice, draw up annual operation plans, financial budgets and large
financing packages, review proposals on appointments and removals, etc. The Group also has the Strategic
Committee to analyse and study the macro economy and industry policies, establish strategies and long
term goals for the Group. Both Executive Committee and Strategic Committee are the decision making
cores of the Group, they review the proposals raised by each other to ensure that the proposals are
tactical and executable. The Group also has the Supervisory Committee, an internal supervisory division,
responsible for risks management and stringent internal audit on decision and regulation systems,
operations, management and performance of the Group to ensure that the Group operates on the right
track.

It is part of our strategy to stay open and responsive to any queries that our shareholders and investors
may have from time to time. Besides, our financial and operation management practice are highly
regarded by the investment community, and as a result of that, we have received numerous awards from
the community. It is also our aim to continue to enhance our management quality.

The Company has complied with the Code of Best Practice as set out in Appendix 14 of the Rules
Governing the Listing of Securities of the Stock Exchange of Hong Kong Limited throughout the year.

Publication of Detailed Annual Results on The Stock Exchange’s Website

A detailed results announcement containing all the information required by paragraphs 45(1) to 45(3) of
Appendix 16 to the Listing Rules of The Stock Exchange will be published on the Stock Exchange’s
Website in due course.
By order of the Board
Xinao Gas Holdings Limited
WANG YUSUO
Chairman

Hong Kong, 20 April 2004

As at the date hereof, the board of directors of the Company comprises twelve directors, of which nine
are executive Directors, namely Mr. Wang Yusuo, Mr. Yang Yu, Mr. Chen Jiacheng, Mr. Zhao Jinfeng,
Mr. Qiao Limin, Mr. Jin Yongsheng, Mr. Yu Jianchao, Mr. Cheung Yip Sang and Mr. Cheng Chak Ngok;
one is a non-executive Director, namely Ms. Zhao Baoju; two are independent non-executive Directors,
namely Mr. Wang Guangtian and Mr. Xu Liang.



