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Direct gas sales accelerated,

core profits grew significantly
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Coal + direct gas sales segment jacked up core profit growth

ENN Natural Gas reported revenue/attributable NP/attributable core profit of
RMB73.02/1.54/2.26bn  (+41.0%/-26.1%/+48.9% yoy) for 1H22 and
RMB37.67bn/780mn/1.51bn (+45.1%/-47.0%/+46.9% yoy) for 2Q22. In 1H22, the
RMB540mn yoy decline in attributable NP was due mainly to RMB350mn in yoy
losses from fair value changes and RMB100mn in yoy credit impairment losses.
We estimate 2022E/2023E/2024E attributable NP at RMBA4.77/5.58/6.18bn.
Referring to the Wind consensus-based peer average of 15x 2022E PE, we value
the stock at 16x, for our target price of RMB24.64. Maintain BUY.

Robust growth in direct gas sales

In 1H22, ENN’s total gas sales volume was 18.84bn cbm (+7.6% yoy), with retail
gas sales volume/wholesale gas volume/direct gas sales volume reaching
12.43/3.77/2.00bn cbm (+5.1/5.3/37.2% yoy). The direct sales gas margin was
RMBO0.35/cbm (+94.4% yoy), an increase of RMB0.04/cbm compared with 2021,
largely because soaring LNG prices led to gains from overseas resales. Gross
profit for ENN’s direct gas sales business was RMB490mn, up 88.9% yoy. The
company signed long-term purchase and sales agreements with Total and ARENA
(total: 7.14mtpa), which should lay a solid foundation for its direct gas sales
business. It completed a restructuring project for the Zhoushan LNG terminal,
which should aid the integrated development of its natural gas industry chain.

Integrated energy business developed rapidly

In 1H22, ENN completed coal sales of 2.57mn tonnes, a sharp rise of 89% yoy. A
yoy increase in market coal prices helped raise its coal selling price — together with
RMB8.8mn in cost savings from peak and off-peak electricity consumption, this
helped boost the proportion of revenue/gross profit from its energy production
segment by 1/4pp yoy to 6/9%. In 1H22, its integrated energy business maintained
rapid growth, with revenue increasing by 50.1% yoy to RMB6.13bn, mainly
because integrated energy sales volume rose 34.2% yoy to 10.8bn kWh, and
hydrogen production reached 7.05mn cbm. As of 1H22, ENN had a PV installed
capacity of 590MW, with 177 integrated energy projects in operation (+27
compared with end-2021) and 40 under construction.

Risks: sharper natural price gas rises; weaker gains from fair valuation changes.

Financials

YE 31 Dec 2020 2021 2022E 2023E 2024E
Revenue (RMBmn) 88,099 116,031 149,875 170,265 189,900
+/-% 550.46 31.71 29.17 13.60 11.53
Net profit (RMBmn) 2,107 4,102 4,765 5,575 6,177
+/-% 74.90 94.67 16.18 16.98 10.81
EPS (diluted, RMB) 0.68 1.32 1.54 1.80 1.99
ROE (%) 24.10 35.72 28.40 26.60 24.10
PE (x) 27.37 14.06 12.10 10.34 9.34
PB (x) 7.09 3.89 3.08 2.49 2.05
EV EBITDA (x) 7.62 6.58 5.87 5.59 4.64

Source: Company announcements, Huatai Research estimates
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Valuation method

To reflect uncertainties over income from changes in fair value, we lower our earnings forecasts,
and estimate ENN'’s attributable NP at RMB4.77/5.58/6.18bn (previous: RMB4.89/5.70/6.20bn) for
2022E/2023E/2024E, with corresponding EPS at RMB1.54/1.80/1.99. Referring to the Wind
consensus-based peer average of 15x 2022E PE, and factoring in synergies with the natural gas
business upon the acquisition of the Zhoushan LNG terminal, we value the stock at 16x 2022E PE,
for our target price of RMB24.64 (previous: RMB24.06, based on a 14x 2022E PE). Maintain BUY.

Risks: sharper natural price gas rises; weaker gains from fair valuation changes.

Fig.1: ENN Natural Gas PE-Bands Fig.2: ENN Natural Gas PB-Bands
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Full financials

Balance sheet Income statement
YE 31 Dec (RMBmn) 2020 2021 2022E  2023E  2024E YE 31 Dec (RMBmn) 2020 2021 2022E  2023E  2024E
Current assets 30,943 39,834 41,897 43,230 60,796 Revenue 88,099 116,031 149,875 170,265 189,900
Cash & equivalents 12,629 11,440 12,723 12,863 29,852 Operating costs 71,782 96,513 125,923 142,287 158,618
Account receivables 3,806 6,698 6,870 6,977 7,041 Business taxes & surcharges 569.36 634.84 820.01 931.57 1,039
Other receivables 2,008 2,383 2,386 2,420 2,396 Operating expenses 1,210 1,446 1,868 2,122 2,366
Prepayments 3,403 4,011 4,025 4,025 4,005 Admin expenses 3,309 3,764 4,861 5,523 6,160
Inventories 1,999 3,138 3,564 4,009 4,433 Financial costs 377.10 505.04 587.68 766.11 953.50
Other current assets 7,098 12,163 12,329 12,936 13,068 Asset impairment losses (63.15) (450.16) 0.00 0.00 0.00
Non-current assets 78,581 88,100 110,068 121,808 132,379 P&L from fair value changes (81.04) 456.50 0.00 0.00 0.00
Long-term investment 5,560 5,996 6,593 7,112 7,579 Investment income 404.38 1,179 978.87 978.87 978.87
Fixed investment 48,207 56,833 73,730 82,918 90,984  Operating profit 10,585 13,530 15,708 18,365 20,344
Intangible assets 8,145 10,604 12,046 13,693 15,495 Non-operating income 83.20 164.57 16457 164.57 164.57
Other non-curr. assets 16,669 14,667 17,699 18,085 18,320 Non-operating expenses 233.43 227.71 227.71 22771 227.71
Total assets 109,524 127,934 151,965 165,038 193,175  Total profit 10,435 13,466 15,645 18,302 20,281
Current liabilities 51,065 55,393 66,246 61,952 78,324 Income tax expenses 2,602 2,936 3,411 3,990 4,422
Short-term borrowings 9,605 7,972 7,972 7,972 7,972 Profit after tax 7,833 10,530 12,234 14,312 15,859
Account payables 9,246 11,902 15,690 15,487 19,268 Minority interest 5,726 6,429 7,469 8,737 9,682
Other current liabilities 32,204 35519 42,583 38,492 51,083 Net profit attr. to parent 2,107 4,102 4,765 5,575 6,177
Non-current liabilities 23,197 26,375 28,195 32,357 29,558 EBITDA 14,334 17,539 20,096 23,635 26,368
Long-term borrowings 4,718 5,698 7,518 11,680 8,881 EPS (RMB, basic) 0.82 1.46 1.54 1.80 1.99
Other non-curr. liabilities 18,479 20,677 20,677 20,677 20,677
Total liabilities 74,252 81,768 94,440 94,309 107,881 Performance
Minority interest 27,140 31,332 38,801 47,539 57,221 YE 31 Dec 2020 2021 2022E  2023E  2024E
Share capital 2,600 2,846 3,099 3,099 3,099 Growth (%)
Capital reserves 0.00 2,855 2,855 2,855 2,855 Revenue 550.46 31.71 29.17 13.60 11.53
Retained profit 5,351 8,765 18,157 29,145 41,320 Operating profit 738.79 27.82 16.10 16.92 10.77
Shareholders’ equity attr. to parent 8,132 14,833 18,723 23,191 28,073 Net profit attr. to parent 74.90 94.67 16.18 16.98 10.81
Equity & liabilities 109,524 127,934 151,965 165,038 193,175 Profitability (%)

Gross profit margin 18.52 16.82 15.98 16.43 16.47
Cash flow statement Net profit margin 8.89 9.08 8.16 8.41 8.35
YE 31 Dec (RMBmn) 2020 2021 2022E  2023E  2024E ROE 24.10 35.72 28.40 26.60 24.10
Operating cash flow 12,448 13,510 31,162 11,825 37,166 ROIC 32.64 32.60 38.72 34.98 59.74
Net profit 7,833 10,530 12,234 14,312 15,859 Solvency
Depreciation/amortization 2,860 3,190 3,825 4,694 5,655 Liabilities/assets (%) 67.80 63.91 62.15 57.14 55.85
Financial costs 377.10 505.04 587.68 766.11 953.50 Net gearing ratio (%) 69.38 57.36 37.59 38.40 8.81
Investment losses (404.38) (1,179) (978.87) (978.87) (978.87) Current ratio (x) 0.61 0.72 0.63 0.70 0.78
Chg in working capital 1,088 (313.76) 15,578 (6,902) 15,716  Quick ratio (x) 0.44 0.49 0.44 0.48 0.60
Other operating activ's 693.36 777.37 (84.61) (66.07) (39.10) Operating capability
Investing cash flow (7,209) (8,041) (24,844) (15,484) (15,277) Total assets t/o ratio (x) 1.32 0.98 1.07 1.07 1.06
Capex (6,922) (8,423) (25,123) (15,827) (15,655) Receivables t/o ratio (x) 32.93 22.09 22.09 24.59 27.09
Long-term investment (411.71) 705.18 (597.40) (519.22) (466.98) Payables t/o ratio (x) 11.19 9.13 9.13 9.13 9.13
Other investing activ's 124.64 (323.71) 876.92 862.42 845.01 Per-share data (RMB)
Financing cash flow (4,210) (4,701) (5,036) 3,800 (4,900) EPS (diluted) 0.68 1.32 1.54 1.80 1.99
Short-term borrowings 6,893 (1,633) 0.00 0.00 0.00 OCFPS (diluted) 4.02 4.36 10.06 3.82 11.99
Long-term borrowings 2,823 980.24 1,819 4,162  (2,799) BVPS (diluted) 2.62 4.79 6.04 7.48 9.06
Increase in common stock 1,371 245.87 0.00 0.00 0.00 Valuation (x)
Additional paid-in capital (1,779) 2,855 0.00 0.00 0.00 PE 27.37 14.06 12.10 10.34 9.34
Other financing activ’s (13,517) (7,150) (6,855) (362.66) (2,101) PB 7.09 3.89 3.08 2.49 2.05
Net change in cash 1,054 716.59 1,282 140.45 16,989 EV EBITDA 7.62 6.58 5.87 5.59 4.64

Source: Company announcements, Huatai Research estimates
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Disclaimers

Analyst Certification

I/IWe, WANG Weijia, HUANG Bo, hereby certify that the views expressed in this report accurately reflect the personal views of the
analyst(s) about the subject securities or issuers; and no part of the compensation of the analyst(s) was, is, or will be, directly or
indirectly, related to the inclusion of specific recommendations or views in this report.

General Disclaimers and Disclosures

This research report has been prepared by Huatai Financial Holdings (Hong Kong) Limited (hereinafter referred to as “HFHL”).
The information herein is strictly confidential to the recipient. This report is intended for HFHL, its clients and associated
companies. Any other person shall not be deemed a client of the Company merely from his or her receipt of this report.

This report is based on information deemed reliable and publicly available by HFHL, but HFHL and its associated company(ies)
(collectively, hereinafter “Huatai”) makes no guarantee as to the accuracy or completeness of such information.

The opinions, assessments and projections contained herein only reflect the views and judgments at the issuance date. Huatai
may issue research reports that contain inconsistent views, assessments and projections with those set out herein at different
times. The prices, values and investment returns of the securities or investment instruments referred to herein may fluctuate.
Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
Huatai makes no warrants that the information in this report be kept up to date. The information contained in this report may be
modified without notice by Huatai, and investors shall pay attention to such updates or modifications when necessary.

HFHL is not a U.S. Financial Industry Regulatory Authority (“FINRA”) member firm, and HFHL research analysts are not
registered/qualified as research analysts with FINRA.

While every effort has been made by Huatai to ensure the content contained herein is objective and impartial, the views,
conclusions and recommendations in this report are for reference only and are not to be construed as an offer or solicitation for
the purchase or sale of any security or financial instrument and in any jurisdiction where such offer or solicitation would be illegal.
Such views and recommendations are not intended to provide personal investment advice and does not take into account the
specific investment objectives, financial situation and the particular needs of any specific person. Investors should give sufficient
consideration to their own particular circumstances, and fully understand and use the contents of this report, which should not be
seen as the sole factor to rely on in making investment decisions. Huatai and the report’s authors shall under no circumstance be
held liable for any direct, indirect or consequential losses or damages arising from or in connection with the use or reliance of this
report or its contents. Any form of written or verbal commitment to share the proceeds or losses of any securities investment shall
be regarded as null and void.

Unless otherwise indicated, the data quoted in this report represents past performance, which should not be used as a guide of
future returns. Huatai does not promise or guarantee that any future return will be realized. The forecast made in the report is
based on corresponding assumptions, and any change of assumptions may significantly affect the predicted return.

Huatai and the report’s authors have no legally prohibited interest in the securities or investment instruments referred to herein,
to the best of their knowledge. Huatai may, to the extent permitted by applicable law, hold positions in or trade securities issued
by companies mentioned herein, and may also perform investment banking, financial advisory or other financial products related
services for or solicit business from such companies.

Based on different assumptions, standards or adopting different analytical methods, Huatai’s sales, traders or other professionals
may, orally or in writing, express market comments and/or trading opinions inconsistent with the opinions and suggestions of this
report. Huatai has no obligation to update this report. Huatai’'s asset management, proprietary and other investment services
departments may independently make investment decisions that are inconsistent with the opinions or recommendations
expressed in this report. Investors should take into account that Huatai and/or its related persons may have potential conflicts of
interest that may affect the objectivity of the opinions in this report. Investors should not regard this report as the sole basis for
their investment or other decisions. Specific disclosures in this regard are contained at the end of this report.

This report is not intended for any institution or individual investor of any region, country or other jurisdiction in which Huatai
would violate local law or regulation; or subject Huatai to relevant law or regulation, due to the sending, publishing, or use of this
report.

The copyright of this report is exclusively owned by HFHL. No organizations or individuals shall infringe the copyright of HFHL by
any means, such as duplicating, reproducing, publishing, quoting or redistributing (in whole or in part) to any other person without
the written consent of HFHL. Where HFHL agrees to quote or distribute, it shall be used within the permitted scope and obtain
independent local advice to comply with applicable laws and regulations before distribution, and indicate the source as "Huatai
HK Research". Any reference, deletion or modification inconsistent with the original intention of this report shall not be made.
HFHL reserves the right to pursue legal actions against relevant infringement. All trademarks, service marks and marks used
herein are trademarks, service marks and marks of HFHL.

This report must be read with important disclosures and analyst certifications located on the end of the report. 4
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Hong Kong, China

In Hong Kong, this research report is prepared and distributed by HFHL, which is regulated by the Hong Kong Securities and
Futures Commission and is the wholly owned subsidiary of Huatai International Financial Holdings Company Limited (4 % B 74
&k ML A IR 8]) which is a wholly-owned subsidiary of Huatai Securities Co., Ltd., a joint stock company incorporated in the
People’ s Republic of China with limited liability under the Chinese corporate name & &£ &4 A [k 8”7 . This research
report is intended for use only by institutional and professional investors as defined in the Hong Kong Securities and Futures
Ordinance and its subsidiary legislation. Recipients of this research in Hong Kong may contact HFHL in respect of any matter
arising from or in connection with this research.

Important HK Regulatory Disclosures

o HFHL does not have an individual employed by or associated with it serves as an officer of any companies or issuers under
its research coverage.

. Please refer to the important disclosures on HFHL's website https://www.htsc.com.hk/stock_disclosure

Please see additional important disclosures under the section of “Important US Regulatory Disclosures”.

United States

In the United States, this research report is distributed solely to institutional investors that meet US regulatory requirements by
Huatai Securities (USA) Inc., which is a registered broker-dealer and member of FINRA. Huatai Securities (USA) Inc., accepts
responsibility for the content of this research report in accordance with the provisions of Rule 15a-6 under the US Securities
Exchange Act of 1934. Huatai Securities (USA) Inc.’s affiliate analysts are not registered/qualified as research analysts with
FINRA, may not be associated persons of Huatai Securities (USA) Inc., and therefore may not be subject to FINRA rule
restrictions on communications with a subject company, public appearances, and trading securities held by the analysts. Huatai
Securities (USA) Inc. is a wholly-owned subsidiary of Huatai International Financial Holdings Company Limited (4 % B i 4-aktz
RL A 2 5]) which is a wholly-owned subsidiary of Huatai Securities Co., Ltd. Any persons receiving this report directly from
Huatai Securities (USA) Inc. and wishing to effect a transaction in any security described herein should do so with Huatai
Securities (USA) Inc.

Important US Regulatory Disclosures

. WANG Weijia, HUANG Bo and their associates do not serve as an officer, director or advisor of the subject securities or
issuers mentioned in this Research Report. The Analysts and their associates do not have any financial interests in relation
to the subject securities or issuers mentioned in this Research Report. For the purposes of these disclosures, the term
“associate” includes members of the analyst’'s household as defined by FINRA. Analysts receive compensation based upon
the overall revenue and profitability of Huatai securities Co., Ltd, including revenues derived from its investment banking
business.

. Huatai Securities Co., Ltd., its subsidiaries and/or its affiliates, from time to time sell to and buy from customers the
securities/instruments of companies, both equities and debt (including derivatives) of companies covered in Huatai
Securities Research on a principal or agency basis.

) Huatai Securities Co., Ltd., its subsidiaries and/or its affiliate(s), and/or their officers, directors and employees may, to the
extent permitted by applicable law, have positions in any securities mentioned in this report (or in any related investment)
and may from time to time add to or dispose of any such securities (or investment). Therefore, investors should be aware
that a conflict of interest may exist.

. The subject of this report may include entities subject to a U.S. Presidential Executive Order which restricts the ability of
U.S. persons to invest in specified companies now referred to as Chinese Military-Industrial Complex Companies (“CMIC”)
by the US Treasury Department’s Office of Foreign Assets Control (“OFAC”). The analysis, opinions, and recommendations
contained in this report are for reference only and does not constitute an offer or solicitation to buy or sell the securities, or
an effort to facilitate the purchase or sale of the securities. Any “U.S. Person,” defined as a U.S. citizen, permanent resident
alien, entity organized under the laws of the U.S. or any jurisdiction within the U.S. (including foreign branches), or any
person located in the U.S., should fully consider their own specific circumstances, and not directly or indirectly invest in any
form of publicly traded securities of a CMIC, or their derivative securities, and use them as investment opportunities. For
any securities-related transaction in the subject company restricted by a U.S. Presidential Executive Order, neither Huatai
Securities & Co., Ltd, its subsidiaries, Huatai Securities (USA), Inc. or Huatai Financial Holdings (Hong Kong) Ltd, nor the
author of this report shall bear any legal responsibility for any consequences resulting from the use of information contained
in this report.

This report must be read with important disclosures and analyst certifications located on the end of the report. 5
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Guide to Investment Rating

The investment rating system is based on total return potential including all paid or anticipated dividends relative to that of the
benchmark over the next 6-12 months after the release of the report.
The benchmark: CSI-300 Index for A share market. Hang Seng index for Hong Kong market. S&P 500 index for US market.

Industry Rating Definitions

OVERWEIGHT: The industry index is expected to outperform the benchmark

NEUTRAL: Performance of the industry index is expected to be in line with the benchmark
UNDERWEIGHT: The industry index is expected to significantly underperform the benchmark

Stock Rating Definitions

BUY: The stock price is expected to outperform the benchmark by more than 15%

OVERWEIGHT: The stock price is expected to outperform the benchmark by 5%~15%

HOLD: The performance of the stock relative to that of the benchmark is expected to be within -15%~5%

SELL: The stock price is expected to underperform the benchmark by more than 15%

Rating suspended: The rating, target price and estimates have been suspended temporarily to comply with applicable
regulations and/or firm policies

Not rated: Stocks are not in regular research coverage. Investors should not expect continuing or additional information from
Huatai relating to such securities and/or companies

Legal Entity Disclosures

China: Huatai Securities Co., Ltd is approved by the China Securities Regulatory Commission under a qualification to carry out
“securities investment consulting” business. Business license no: 91320000704041011J

Hong Kong: Huatai Financial Holdings (Hong Kong) Limited holds a license issued by the Securities and Futures Commission in Hong
Kong to carry out “advising on securities” business. License no: AOK809.

USA: Huatai Securities (USA) Inc. is a registered broker-dealer and member of FINRA. License no.: CRD#: 298809/SEC#: 8-70231.

Huatai Securities Co., Ltd

Nanjing Beijing

Building 1, Huatai Securities Plaza, No. 228 Jiangdong M Rd, 18F, Building A, No. 28 Fengsheng Hutong, Taipinggiao St,
Jianye District, Nanjing, 210019 Xicheng District, Beijing, 100032

Tel: 86 25 83389999/Fax: 86 25 83387521 Tel: 86 10 63211166/Fax: 86 10 63211275

Email: ht-rd@htsc.com Email: ht-rd@htsc.com

Shenzhen Shanghai

10F, South Bosera Fund Building, No. 5999 Yitian Rd, 23F, Building E, Poly Plaza, No. 18 Dongfang Rd,

Futian District, Shenzhen, 518017 Pudong District, Shanghai, 200120

Tel: 86 755 82493932/Fax: 86 755 82492062 Tel: 86 21 28972098/Fax: 86 21 28972068

Email: ht-rd@htsc.com Email: ht-rd@htsc.com

Huatai Financial Holdings (Hong Kong) Limited

Unit 5808-12, 58/F, The Center, 99 Queens Road Central, Central, HONG KONG
Tel: +852 3658 6000/Fax: +852 2169 0770

Email: research@htsc.com

http://lwww.htsc.com.hk/

Huatai Securities (USA) Inc.

41st Floor, 10 Hudson Yards, New York, NY 10001, UNITED STATES
Tel: 212-763-8160/Fax: 917-725-9702

Email: Huatai@htsc-us.com

http://lwww.htsc-us.com

© 2022 Huatai Securities Co., Ltd. All Rights Reserved

This report must be read with important disclosures and analyst certifications located on the end of the report. 6


http://www.baidu.com/link?url=uDnGUSnpVCB1S4oTAFG2xwWbbz6FjL3zdSZBZw821RnDS98Ca1kMnOY8zEcykYTNXfQD1RjuiUfbxa-aJp7SOOlWnP2Kza1zLfUf238g_5dKqtbQznf1VicoyipsgLu0&wd=&eqid=cf1fbbf5000256c7000000065ea7fa12

