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Natural gas business grew strongly & Cost of cubic meter gas to decrease
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» The natural gas business is showing strong growth. In the first half of 2025, the company's natural gas
business continued to grow strongly. Natural gas production reached 420 million cubic metres and sales reached
640 million cubic metres, marking year-on-year increases of 116% and 109% respectively. The volume of natural
gas transmitted reached 468 million cubic metres, marking an 85% year-on-year increase, and the scale of the
transmission business continues to expand. In terms of natural gas sales prices, prices remained unchanged
year-on-year with a slight increase.

What’s New

» Multiple key developments have been made in the exploration and development sector. In the first half of
2025, the company made significant progress in this area: it completed the drilling of 31 coalbed methane
horizontal wells, putting 11 of them into operation. The new wells completed in the second half of 2025 will also
be put into operation as planned. The drilling cycle for deep coalbed methane has shortened year-on-year, and
horizontal wells have basically reached the designed length of 1500 metres, which is an increase compared to
2024. In 2025H1, the company drilled and put into operation one of two tight sandstone gas horizontal wells.
The 1,200-metre horizontal section was completed as designed, with a 100% sandstone drilling encounter rate
and initial production of 120,000 cubic metres. The newly discovered geological reserves of coalbed methane
reached 20.5 billion cubic metres in the first half of 2025, bringing the total recorded reserves to 88.7 billion
cubic metres across a 300-square-kilometre gas-bearing area. The company is continuing its exploration work
to expand coalbed methane reserves.

» The gas transmission capacity of the Yongxi connection line is expected to improve. In terms of pipeline
transportation, the renovation and expansion of the gas transmission capacity to 3 million cubic metres per day
is expected to be completed in 2024. It is then expected that the gas transmission volume will exceed 900 million
cubic metres by 2025 and will exceed 1 billion cubic metres thereafter. Currently, the Yongxi connection line is
operating at full capacity, with a daily gas transmission capacity of 3 million cubic metres. The Chinese side
plans to produce around 5 billion cubic metres in 2025, whereas the Yongxi connection line has an annual gas
transmission capacity of 1 billion cubic metres. The future upstream production plan can fully support the
pipeline's expansion needs. Assuming sufficient upstream gas supply, the gas transmission capacity will be
increased from 3 million to 4 million cubic metres per day, with an additional 4 million cubic metres of
infrastructure expansion space reserved. Depending on the gas supply situation, additional compressors can
be added. The expected capital expenditure for this project is 100 million yuan.

What’s Different

» The company still has the potential to reduce its gas costs in future. The decrease in mining costs is
reflected in two main areas: first, a decrease in investment costs, and second, a dilution of fixed costs due to
an increase in gas volume. In terms of investment costs, the current cost of investing in a single coalbed
methane well has decreased further since the beginning of the year, reaching a total of approximately 29 million
yuan, excluding taxes. The cumulative production (EUR) of a single well over its lifetime is approximately 55
million cubic metres, equivalent to the depreciation of a new well's investment cost at around 0.53 yuan per
cubic metre. According to oil and gas asset depletion data for 2024, the depletion per cubic metre in 2024 is
approximately 0.85 yuan. As new wells come into production, this value will gradually approach 0.53 yuan per
cubic metre. At the same time, operating infrastructure such as water and power grids, as well as experimenting
with and applying new technologies, will further reduce investment costs. In terms of gas volume increase, the
dilution effect of gas volume growth on production and operating costs is significant. As management costs,
sales expenses, labour costs and depreciation of fixed assets such as station equipment do not increase
proportionally with gas volume, a rapid increase in gas volume can significantly reduce unit production and
operating costs.

Risks

Natural gas exploration and development risks, natural gas industry policy risks, etc.
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COMPANY RATING DEFINITION
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Buy EN Relative Performance>15%;

or the fundamental outlook of the Company or sector is favorable.
Accumulate g Relative Performance is 5% to 15%;

or the fundamental outlook of the Company or sector is favorable.
Neutral o Relative Performance is -5% to 5%;

or the fundamental outlook of the Company or sector is neutral.
Reduce R Relative Performance is -5% to -15%;

or the fundamental outlook of the Company or sector is unfavorable.
Sell =4 Relative Performance < -15%;

or the fundamental outlook of the Company or sector is unfavorable.

SECTOR RATING DEFINITION
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Outperform KT Relative Performance>5%;

or the fundamental outlook of the sector is favorable.
Neutral g Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.
Underperform bk Relative Performance<-5%;

Or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS
(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.
(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Global Prosperity Financial Company Limited and/or its subsidiaries do not hold equal to or more than 1% of the market capitalization of
the issuer mentioned in this Research Report.

(4) Global Prosperity Financial Company Limited and/or its subsidiaries have not had investment banking relationships with the issuer
mentioned in this Research Report within the preceding 12 months.

(5) Global Prosperity Financial Company Limited and/or its subsidiaries are not making a market in the securities in respect of the issuer
mentioned in this Research Report.

(6) Global Prosperity Financial Company Limitedand/or its subsidiaries have not employed an individual serving as an officer of the issuer
mentioned in this Research Report. There is no officer of the issuer mentioned in this Research Report associated with Global Prosperity
Financial Company Limited and/or its subsidiaries.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Global Prosperity Financial
Company Limited. Global Prosperity Financial Company Limited and its group companies may do business that relates to companies covered
in research reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor,
underwriter or invest proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Global Prosperity Financial Company Limited group of companies. Any opinions
expressed in this report may differ or be contrary to opinions or investment decisions made by the asset management and investment banking
groups of Global Prosperity Financial Company Limited.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Global Prosperity
Financial Company Limited does not guarantee the accuracy and completeness of the information and data herein. This Research Report
may contain some forward-looking estimates and forecasts derived from the assumptions of the future political and economic conditions with
inherently unpredictable and mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment
objectives and its related risks, and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located
in any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would
subject Global Prosperity Financial Company Limited and its group companies to any registration or licensing requirement within such
jurisdiction.
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