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CR Gas (1193 HK)

Eyes on 4Q gas dollar margin and solid comprehensive
service growth

CRG’s latest updates under mgmt.’s guidance are as follow: 1) retail gas sales
vol. growth maintained at 8.2% YoY in Jan-Aug 2022 and targets at 8-10%YoY
for FY22; 2) FY22 dollar margin aims to achieve RMBO0.5/cbm; 3) gas connection
segment maintained resilient growth in 2H22; 4) the robust growth momentum of
value-added services will continue. CRG is now trading at 8.72x FY22 forward
PE, closest to the 10-year lowest PE. We resume coverage and revised down
our TP to HK$39.13 (based on 13x 2022E PE), reflecting prudent gas sales
and dollar margin outlook. However, we are still confident in CRG’s resilient
comprehensive service growth and gas connection business. Maintain
BUY.

B FY22 retail gas sales growth targets 8-10% YoY; followed closely by 4Q
gas demand. CRG’s retail gas sales grew by 8.2%YoY in Jan-Aug 2022 due to
the weaker economic data and lockdown under COVID controls; in particular,
the gas sales volume of residential segment grew faster than that of C&l
segment. As gas demand is generally expected to rise in the upcoming winter,
CRG’s full-year retail gas sales growth is likely to achieve its target at 8-10%.

B Dollar margins of Jul-Aug improved to over RMBO0.55/cbm respectively,
whereas it remains a challenge to achieve CRG’s full-year target of
RMBO.5/cbm. CRG’s dollar margin narrowed by RMBO0.13/cbm to
RMBO0.45/cbm in 1H22, dragged by higher upstream gas costs and longer cycle
of residential pass-through measures. Yet, both dollar margins of Jul and Aug
improved to over RMB0.55/cbm, thanks to the effects of several pass-through
measures. While CRG guided the FY22 dollar margin to RMBO0.5/cbm, to reach
this target, the avg. dollar margin of Sep-Dec 2022 shall be around
RMBO0.55/cbm. Thus, we should keep an eye on CRG's Sep-Dec dollar margin,
as the winter data may typically remain lower.

B Impressive gas connection growth momentum may continue. Given CRG’s
citv aas proiects are primarilv located in economicallv developed areas. its aas
connection business recorded stable arowth in 1H22. CRG also raised its capex
auidance from RMB10bn to RMB13bn in FY22, plannina to invest in more M&A
projects and sending strenuous support to gas connection growth. For FY22.
CRG auided its newlv-added residential users to reach 3.5mn. Thus. driven by
hiah-qualitv citv aas proiects and client bases, the growth momentum of gas
connection is expected to continue.

B Resilient comprehensive service growth. Leveraging CRG’s extraordinary
customers resources, the comprehensive service business revenue lifted by
81.5% YoY to RMB1.37bn, and its segment operating profit was up 157.4% YoY
in 1H22. As CRG owns 97.4% of residential gas terminal users and over 70%
of its residential users locate in first-tier and second-tier cities, CRG’s
comprehensive service business still has great growth potential. We believe the
solid growth momentum will continue in FY22.

Earnings Summary

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E

Revenue (HK$ mn) 55,864 78,175 102,507 110,986 121,343
Net profit (HK$ mn) 5,152.3 6,395.1 6,828.1 7,524.7 8,562.1
EPS (Reported) (HK$) 231 2.82 3.01 3.32 3.77
Diluted EPS (HK$) 231 2.82 3.01 3.32 3.77
Consensus EPS (HK$) na na 2.77 3.03 3.39
P/E (x) 9.5 8.85 8.72 7.91 7.7
P/B (x) 15 1.48 1.34 1.2 11
ROE (%) 14.2 12.7 11.9 11.7 11.9

Source: Company data, Bloomberg, CMBIGM estimates
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B We resume coverage and revised TP to HK$39.13, maintain BUY. To factor in
prudent gas sales growth and challenging dollar margin targets in FY22, we set

our TP at HK$39.13, which is based on 13x FY22 forward PE (equivalent to around

-1SD from its two-year historical average PE). However, we maintain BUY rating as
CRG is now trading at 8.72x FY22 forward PE, which is closest to its10-year lowest PE
and slightly higher than its HK-listed peers’ FY22 PE of 7.7x. The valuation is relatively
attractive. Meanwhile, we are still optimistic about CRG’s decent gas connection business
and value-added services.

Figure 1: Forward PE band
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Focus charts

Figure 2: CRG’s total gas sales volume (2020-24E) Figure 3: CRG’s gas sales volume mix (2020-24E)
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Figure 4:1H22 revenue mix Figure 5: Project numbers (2016-2021)
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Figure 6: Interim retail gas sales mix (1H22&2H22) Figure 7: Annual C&Il gas connection
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1H22 Results Highlight:

Revenue rose 38% YoY to HK$48.1bn
Core profit dragged by 7.4 YoY to HK$3.93bn

Gas dollar margin narrowed to RMBO0.45/cbm
Value-added services revenue soared 351% YoY to HK$1.37bn
Interim dividend payout ratio was 11%

Figure 8: 1H22 CRG’s projects layout
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268 City Gas Projects

Provincial

14 Capitals
76 Prefecture-level
Cities

48.83M Customers

255K km Pipeline
Connectable
86.78M Households

Retailed gas sales volume surged 8.2% YoY, and residential gas sales volume increased by 14.6% YoY
Accumulated users reached 48.83mn, and 5.59mn residential connection were newly-added

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 9: 1H22 results summary

1H22 2022E
YE Dec 31 (HK$ mn) 1H21 2H21 2021 YoY YoY
Revenue 34,415.83 43,759.31 78,175.14 48,100.63 102,506.79 40% 31%
Piped gas sales 27,808.81 33,516.04 61,324.85 39,148.05 84,015.00 41% 37%
Gas connection 4,295.93 7,680.47 11,976.40 5,504.54 11,955.91 28% -0.2%
Sales of gas appliances 302.85 465.30 768.15 1,365.16 2,304.45 351% 200%
Design and construction sercices 280.69 325.38 606.07 346.23 671.80 23% 11%
Gas stations 1,727.55 1,772.11 3,499.66 1,736.65 3,559.62 1% 2%
Cost of sales -25,630.79 -34,249.35 -59,880.14 -39,273.64 -83,482.36 53% 39%
Gross profit 8,785.04 9,509.96 18,295.00 8,826.98 19,024.43 0.5% 4%
Gross profit margin 26% 22% 23% 18% 19% -7.2ppt -4.8ppt
Other income 681.85 1,092.51 1,774.37 402.48 2,326.63 -41% 31%
Selling and distribution costs -2,733.49 -3,024.55 -5,758.03 -2,879.16 -6,150.41 5% 7%
.. as% to revenue 8% 7% 7% 6% 6% -2.0ppt  -1.4ppt
Administrative expenses -1,460.13 -2,364.98 -3,825.11 -1,560.58 -4,100.27 7% 7%
.. as% to revenue 4% 5% 5% 3% 4% -1.0ppt  -0.9ppt
Impairment losses on financial ass - -11.32 -11.32 - -14.84
Share of results of JVs 419.26 283.10 702.35 370.49 969.50 -12% 38%
Share of results of Associates 179.69 208.88 388.57 210.47 509.51 17% 31%
EBIT 5,872.34 5,693.72 11,565.94 5,370.77 12,564.64 -9% 9%
EBIT margin 17% 13% 15% 11% 12% 5.9ppt  -2.5ppt
Finance costs -200.71 -181.67 -382.38 -223.78 -501.40 11% 31%
Profit before taxation 5,671.51 5,512.21 11,183.72 5,146.90 12,014.60 -9% 7%
Taxation -1,429.14 -1,314.74 -2,743.89 -1,217.62 -3,003.65 -15% 9%
effective tax rate 25% 24% 25% 24% 25% -1.5ppt 0.5ppt
Profit for the year 4,242.37 4,197.47 8,439.83 3,929.28 9,010.95 -7% 7%
Less: Non-controlling interests 992.05 1,052.41 2,044.46 883.90 2,182.88 -11% 7%
Net profit 3,250.31 3,145.06 6,395.37 3,045.380 6,828.070 -6% 7%
Net margin 9% 7% 8% 6% 7% -3.1ppt -1.5ppt
EPS-HK$ 1.43 1.39 2.82 1.34 3.01 -6% 7%
DPS-HK$ 0.15 0.78 0.93 0.15 1.10 0% 19%
Source: Company data, CMBIGM estimates
Figure 10: Operating summary
1H22 2022E
YE Dec 31 (HK$ mn) 1H21 2H21 2021 YoY YoY
Operating figures
City gas sales (mcbm) 17,162 16,920 34,082 18,562 37,805 8% 11%
Residential 4,195 3,459 7,654 4,809 8,699 15% 14%
Industrial 8,374 9,838 18,212 8,876 20,261 6% 11%
Commercial 3,913 2,938 6,851 4,337 7,673 11% 12%
Vehicle(LNG+CNG) 680 685 1,365 540 1,172 -21% -14%
Gas dollar margin (RMB/cbm) 0.58 0.46 0.52 0.45 0.50 -22% -4%

Source: CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 11: Revision Table

Old New Change(%)
2022E 2023E 2024E 2022E 2023E 2024E 2022E 2023E 2024E
Total gas sales wlume (mcbm) 39,158 42,687 na 37,805 42,990 48,471 -3.5% 0.7% na
Residential connection (CTG incl. mm HH) 3.35 3.32 na 6.00 6.18 6.14 79.2% 86.1% na
Revenue (HK$, mn) 80,029 85,989 na 102,507 110,986 121,343 28.1% 29.1% na
Net Income (HK$,mn) 6,856 7,497 na 6,828 7,525 8,562 -0.4% 0.4% na
EPS (HK$) 3.08 3.37 na 3.01 3.32 3.77 -2.3% -1.6% na
Consensus estimates CMBIS vs. Consensus
Net Income (HK$,mn) 6,402 7,044 7,701 6.7% 6.8% 11.2%
EPS (HK$) 2.77 3.03 3.39 8.7% 9.5% 11.4%
Source: CMBIGM estimates
Figure 12: Peers table price
closing vyt cap PER PBR
Price
Ticker (HK$) (HK$mn) 21A FYO FY1 FY2 FYO FY1 FY2
CHINA RES GAS 1193 HK 24.10 55767.71 272 276 305 58% 885 872 791 138 125 112
TIAN LUN GAS HOL 1600 HK 3.16 3191.69 1.04 058 076 -146% 278 498 381 052 050 0.45
CHINA GAS HOLDIN 384 HK 8.63 46950.10 207 153 149 -151% 417 566 578 092 0.72 0.68
ENN ENERGY 2688 HK 102.20 11554737 6.32 6.89 7.68 10.2% 14.73 1352 1212 296 257 225
TOWNGAS SMART EN 1083 HK 2.99 9743.26 057 042 049 -7.8% 521 7.14 6.13 041 039 0.40
KUNLUN ENERGY 135 HK 5.60 48489.29 058 071 076 140% 878 7.15 6.75 0.78 0.73 0.69
Average 71 77 6.9 1.1 10 09
Source: CMBIGM estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6
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Financial Summary

INCOME STATEMENT

YE 31 Dec (HK$ mn)
Revenue

Cost of goods sold
Gross profit
Operating expenses
Selling expense
Admin expense
Others

Operating profit
Other income
EBITDA
Depreciation
Other amortisation
EBIT

Interest income
Others

Pre-tax profit
Income tax

After tax profit
Minority interest
Net profit

BALANCE SHEET

YE 31 Dec (HK$ mn)
Current assets

Cash & equivalents
Restricted cash

Account receivables
Inventories

Prepayment

Other current assets
Contract assets
Non-current assets
PP&E

Right-of-use assets
Deferred income tax
Investment in JVs & assos
Intangibles

Goodwill

Financial assets at FVTPL
Other non-current assets
Total assets

Current liabilities
Short-term borrowings
Account payables

Tax payable

Other current liabilities
Lease liabilities
Contract liabilities
Non-current liabilities
Long-term borrowings
Deferred income
Other non-current liabilities
Total liabilities

Share capital

Total shareholders equity
Minority interest

Total equity and liabilities

20

0A

55,864
40,837
15,027
(7,900)
(4,664)
(3,167)
(69)
7,128
1,398
10,644
2,054
65
8,525
(449)
915
8,991
(2,278)
6,713
(1,561)
5,152

2020A

30,641
13,442
12
12,646
1,007
0

0
3,534
63,229
40,933
2,816
345
12,115
2,816
904
153
3,147
93,871

39,023
2,548
20,193

15,174
7,980
299
1,196
6,486
47,002

36,274
46,868
10,594
93,871

2021A

78,175
59,880
18,295
(9,594)
(5,758)
(3,825)
(11)
8,701
1,774
13,144
2,592
77
10,475
(382)
1,091
11,183
(2,744)
8,440
(2,044)
6,395

2021A

30,565
7,563
2,527

15,705
1,142

0
0
3,628

75,571

47,349
3,254

463

12,992
3,254
1,274

165
6,820
106,136

48,698
616
26,185
969
5,620
122
15,186
3,401
296
1,317
1,788
52,099

41,257
54,038
12,781
106,136

2022E

102,507
83,482
19,024

(10,266)

(6,150)
(4,100)
(15)
8,759
2,327
13,858
2,687
85
11,086
(501)
1,430
12,015
(3,004)
9,011
(2,183)
6,828

2022E

33,949
8,525
2,527

20,593
(1,593)
0

0
3,895
86,733
51,040
3,678
607
17,035
3,678
1,671
216
8,807
120,681

55,981
616
30,877
1,271
5,631
161
17,426
4,157
296
1,727
2,134
60,138

45,579
60,543
14,964
120,681

2023E

110,986
90,156
20,830

(11,115)

(6,659)
(4,439)
(16)
9,715
2,519
14,703
2,387
82
12,234
(543)
1,549
13,240
(3,310)
9,930
(2,406)
7,525

2023E

38,033
10,712
2,527
22,297
(1,720)
0

0
4,217
94,112
55,567
4,128
658
18,444
4,128
1,809
234
9,145
132,145

60,013
616
33,345
1,376
5,635
174
18,868
4,421
296
1,870
2,255
64,434

50,342
67,712
17,369
132,145

2024E

121,343
98,586
22,757

(11,545)

(6,674)
(4,854)
(18)
11,212
2,754
16,075
2,030
78
13,966
(594)
1,693
15,066
(3,766)
11,299
(2,737)
8,562

2024E

42,563
12,928
2,527
24,378
(1,881)
0

0
4611
103,090
61,098
4,613
719
20,166
4,613
1,978
256
9,648
145,653

65,041
616
36,463
1,505
5,640
190
20,628
4,743
296
2,045
2,402
69,784

55,762
75,869
20,106
145,653

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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CASH FLOW 2021A 2022E 2023E 2024E
YE 31 Dec (HK$ mn)

Operating

Profit before taxation 6,713 8,440 9,011 9,930 11,299
Depreciation & amortization 2,118 2,669 2,772 2,469 2,109
Change in working capital (642) 221 4,863 2,134 2,715
Others (3,153) (4,214) (6,222) (2,168) (2,649)
Net cash from operations 5,036 7,115 10,424 12,365 13,474
Investing

Capital expenditure (5,613) (5,978) (6,800) (7,363) (8,050)
Net cash from investing (5,613) (5,978) (6,800) (7,363) (8,050)
Financing

Dividend paid (2,076) (2,347) (2,506) (2,762) (3,142)
Others (38) (30) (155) (54) (66)
Net cash from financing (2,114) (2,377) (2,661) (2,816) (3,208)
Net change in cash

Cash at the beginning of the year 13,237 13,442 7,563 8,525 10,712
Others 206 (5,879) 963 2,186 2,216
Cash at the end of the year 13,442 7,563 8,525 10,712 12,928
GROWTH 2020A 2021A 2022E 2023E 2024E
YE 31 Dec

Revenue -2.0% 39.9% 31.1% 8.3% 9.3%
Gross profit 26.9% 21.7% 4.0% 9.5% 9.3%
Operating profit 6.9% 22.1% 0.7% 10.9% 15.4%
EBITDA 5.0% 23.5% 5.4% 6.1% 9.3%
EBIT 3.8% 22.9% 5.8% 10.4% 14.2%
Net profit 1.6% 24.1% 6.8% 10.2% 13.8%
PROFITABILITY 2020A 2021A 2022E 2023E 2024E
YE 31 Dec

Gross profit margin 26.9% 23.4% 18.6% 18.8% 18.8%
Operating margin 12.8% 11.1% 8.5% 8.8% 9.2%
EBITDA margin 19.1% 16.8% 13.5% 13.2% 13.2%
Return on equity (ROE) 14.2% 12.7% 11.9% 11.7% 11.9%
GEARING/LIQUIDITY/ACTIVITIES 2020A 2021A 2022E 2023E 2024E
YE 31 Dec

Current ratio (x) 0.8 0.6 0.6 0.6 0.7
Receivable turnover days 82.6 73.3 73.3 73.3 73.3
Inventory turnover days 9.0 7.0 7.0 7.0 7.0
Payable turnover days 180.5 159.6 135.0 135.0 135.0
VALUATION 2020A 2021A 2022E 2023E 2024E
YE 31 Dec

P/E 16.9 155 8.2 7.4 6.5
P/E (diluted) 16.9 15.5 8.2 7.4 6.5
P/B 2.4 2.4 1.2 1.1 1.0

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 8
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