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The health of our Shareholders, staff and stakeholders is of paramount importance to us. In view of

the ongoing COVID-19 pandemic, the Company will implement the following precautionary measures at the
SGM to protect attending Shareholders, staff and stakeholders from the risk of infection:

(i) Compulsory body temperature check will be performed for every Shareholder or proxy at the

entrance of the venue and anyone with a body temperature of more than 37.2 degrees Celsius

will not be given access to the venue;

(ii) Every Shareholder or proxy is required to wear facial surgical mask before they are permitted

to attend, and during their attendance of the SGM;

(iii) No refreshment will be served;

(iv) No souvenir and small gift will be distributed; and

(v) Each attendee may be asked whether (a) he/she travels outside of Hong Kong within the 14-

day period immediately before the SGM; and (b) he/she is subject to any Hong Kong

Government prescribed quarantine. Anyone who responds positively to any of these questions

may be denied entry into the meeting venue or be required to leave the meeting venue.

In the interest of all stakeholders’ health and safety and in accordance with recent guidelines for

prevention and control of the spread of the COVID-19, the Company reminds all Shareholders that physical

attendance in person at the SGM is not necessary for the purpose of exercising voting rights. Shareholders

may appoint the chairman of the meeting as their proxy to vote on the relevant resolution(s) at the SGM

instead of attending the SGM in person, by completing and returning the form of proxy attached to this

circular.

If any Shareholder chooses not to attend the SGM in person but has any question about any resolution

or about the Company, or has any matter for communication with the Board, he/she is welcome to send such

question or matter in writing to our principal place of business in Hong Kong or to our email at

info@kunlun.com.hk. If any Shareholder has any question relating to the SGM, please contact Tricor

Secretaries Limited, the branch share registrar and transfer office of the Company in Hong Kong as follows:

Tricor Secretaries Limited

Level 54, Hopewell Centre

183 Queen’s Road East

Hong Kong

Email: is-enquiries@hk.tricorglobal.com
Tel: (852) 2980 1333
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In this circular, unless the context otherwise requires, the following terms shall have the meanings set

out below:

“associate(s)” has the meaning ascribed to it under the Listing Rules

“Beckbury” Beckbury International Limited, a company incorporated with

limited liability in the British Virgin Islands and a wholly-owned

subsidiary of the Company

“Board” the board of directors of the Company

“Category” or “Categories” the categories of the Continuing Connected Transaction

“CBIRC” the China Banking and Insurance Regulatory Commission (中國銀
行保險監督管理委員會)

“CNPC” China National Petroleum Corporation* (中國石油天然氣集團有限
公司, formerly known as 中國石油天然氣集團公司), a state-owned

enterprise established under the laws of the PRC

“CNPC Finance” China Petroleum Finance Company Limited* (中油財務有限責任
公司), owned as to 40% by CNPC, 32% by PetroChina and 28% by

CNPC Capital Company Limited* (中國石油集團資本有限責任公
司) as at the Latest Practicable Date

“CNPC Group” CNPC and its subsidiaries, but excluding members of the Group

“Company” Kunlun Energy Company Limited, a company incorporated with

limited liability in Bermuda and the shares of which are listed on

the Stock Exchange

“connected person” has the meaning ascribed to it under the Listing Rules

“Continuing Connected

Transactions”

the continuing connected transactions which have been and will

continue to be entered into between the Group and the CNPC

Group, details of which are set out in the Letter from the Board in

this circular

“controlling shareholder” has the meaning ascribed to it under the Listing Rules

“COVID-19” the contagious respiratory illness caused by a newly identified

coronavirus

“Director(s)” director(s) of the Company
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“Existing Annual Caps” the existing maximum aggregate annual values of the Continuing

Connected Transactions for each of the three years ending 31
December 2020 as set out in the announcement and circular of the

Company dated 29 November 2017 and 1 December 2017,

respectively, and proposed to be revised as set out in the

announcement of the Company dated 11 September 2020 and this

circular

“Existing Master Agreement” the master agreement dated 29 November 2017 entered into

between the Company and CNPC regarding the provision by the

CNPC Group to the Group and by the Group to the CNPC Group,

of a range of products and services from time to time, and shall

expire on 31 December 2020

“GDP” gross domestic product

“Group” the Company and its subsidiaries

“HK$” Hong Kong dollars, the lawful currency of Hong Kong

“Independent Board Committee” the independent committee of the Board, comprising Dr. Liu Xiao

Feng, Mr. Sun Patrick and Mr. Tsang Yok Sing Jasper, being all

the independent non-executive Directors of the Company,

established for the purpose of, among other things, advising the

Independent Shareholders in respect of the Revised Annual Caps,

the entering into of the New Master Agreement and the transactions

contemplated thereunder, the Non-Exempt Continuing Connected

Transactions and the relevant Proposed Annual Caps

“Independent Financial Adviser” or

“First Shanghai”

First Shanghai Capital Limited, a licensed corporation licensed to

carry out Type 6 (advising on corporate finance) regulated activity

as defined under the SFO and the independent financial adviser to

the Independent Board Committee and the Independent

Shareholders in respect of the Revised Annual Caps, the entering

into of the New Master Agreement and the transactions

contemplated thereunder, the Non-Exempt Continuing Connected

Transactions and the relevant Proposed Annual Caps

“Independent Shareholders” the Shareholders other than CNPC and its associates (including

PetroChina)

“Latest Practicable Date” 30 September 2020, being the latest practicable date prior to the

printing of this circular for ascertaining certain information

contained herein
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“Leng Jiapu Entrustment Contract” the entrustment contract dated 21 March 1998 entered into between

Beckbury and the CNPC Group concerning the operation of the
Liaohe Contract, as amended or supplemented from time to time

“Leng Jiapu Oilfield” the Leng Jiapu Oilfield in Liaohe, Liaoning Province, the PRC, part

of which is being developed by the Group pursuant to the Liaohe

Contract

“Liaohe Contract” the Leng Jiapu Area Petroleum Contract dated 30 December 1997

entered into between CNPC and Beckbury, and where the context

requires, includes the Leng Jiapu Entrustment Contract. All the

rights and obligations (other than the supervisory functions related

to CNPC’s role as representative of the PRC Government) of

CNPC under the Liaohe Contract were novated to PetroChina on 8

October 2001

“Listing Rules” The Rules Governing the Listing of Securities on The Stock

Exchange of Hong Kong Limited

“NDRC” National Development and Reform Commission of the PRC

“New Master Agreement” the master agreement dated 11 September 2020 entered into

between the Company and CNPC regarding the provision by the

CNPC Group to the Group and by the Group to the CNPC Group,

of a range of products and services from time to time, which shall

come into effect on 1 January 2021 for a term of three years

“Non-Exempt Continuing Connected

Transactions”

the Continuing Connected Transactions apart from the loan services

under Category (b)(vii), as set out in the paragraph headed “Letter

from the Board – 5. Continuing Connected Transactions in 2021-

2023” in this circular

“Oil and Gas Products” such crude oil, natural gas, refined oil products, chemical products

and other ancillary or similar products provided by the CNPC

Group to the Group from time to time under the new category of

additional products and services set out in the supplemental

agreement dated 25 March 2009 to the master agreement entered

into between the Company and CNPC regarding certain former
Continuing Connected Transactions, amending certain terms of, and

renewing, such master agreement for the three years ended 31

December 2011

“PBoC” the People’s Bank of China
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“PetroChina” PetroChina Company Limited, a joint stock limited company

incorporated in the PRC, which shares are listed on the Shanghai
Stock Exchange and the Stock Exchange with its American

Depositary Receipts listed on the New York Stock Exchange.

PetroChina is a non-wholly owned subsidiary of CNPC and the

controlling shareholder of the Company holding approximately

54.38% of the total issued share capital of the Company as at the

Latest Practicable Date

“PRC” the People’s Republic of China, which, for the purposes of this

circular only, excludes Hong Kong, Macau Special Administrative

Region of the PRC and Taiwan

“Proposed Annual Caps” the proposed respective annual caps for each category of the Non-

Exempt Continuing Connected Transactions for each of the three

years ending 31 December 2023

“Relevant Categories” the relevant categories of the Continuing Connected Transactions

the annual caps of which for the year ending 31 December 2020 are

proposed to be revised

“Relevant Market Prices” collectively, the Relevant Market Price (a), the Relevant Market

Price (b), the Relevant Market Price (c) and the Relevant Market

Price (d) in respect of the Continuing Connected Transactions as

described in the paragraph headed “Letter from the Board – 5.

Continuing Connected Transactions in 2021-2023 – 5.1 Details of

the Continuing Connected Transactions” in this circular

“Retail Sales of Natural Gas

Business Strategy”

the Group’s business and development strategy regarding the

expansion of its retail sales of natural gas business under a

management policy of its controlling shareholder, PetroChina, in

late 2018. Pursuant to such new strategy, PetroChina’s wholesale

and retail sales of natural gas businesses shall operate separately

whereby PetroChina will undertake natural gas wholesale business

whereas the retail sales business to the end-user markets will be

operated by the Group, further details of which have been set out in

the announcement of the Company dated 6 November 2018 and the

paragraph headed “Letter from the Board – 2. Background” in this
circular

“Revised Annual Caps” the proposed respective revised annual caps for the Relevant

Categories of Continuing Connected Transactions for the year

ending 31 December 2020

“RMB” Renminbi, the lawful currency of the PRC

- 5 -

DEFINITIONS



“SFO” The Securities and Futures Ordinance (Chapter 571 of the Laws of

Hong Kong)

“SGM” a special general meeting of the Company proposed to be convened

and held on 27 October 2020 for the Independent Shareholders to

consider and, if deemed appropriate, approve the Revised Annual

Caps, the entering into of the New Master Agreement and the

transactions contemplated thereunder, the Continuing Connected

Transactions under Categories (a), (b), (c) and (d), and the

Proposed Annual Caps for each relevant type of the Non-Exempt

Continuing Connected Transactions

“Shareholder(s)” holder(s) of the Shares

“Share(s)” ordinary share(s) of HK$0.01 each in the share capital of the

Company

“Stock Exchange” The Stock Exchange of Hong Kong Limited

“subsidiary(ies)” has the meaning ascribed to it under the Listing Rules

“substantial shareholder” has the meaning ascribed to it under the Listing Rules

“%” per cent.

Notes:

1. For the purpose of this circular, unless otherwise indicated, the exchange rate at RMB0.8816 = HK$1.00 has been

used, where applicable, for purpose of illustration only and does not constitute a representation that any amount has

been, could have been or may be exchanged.

2. If there is any discrepancy or inconsistency between the Chinese names of the PRC entities and their English

translations in this circular, the Chinese version shall prevail.

* For identification purpose only
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KUNLUN ENERGY COMPANY LIMITED
(incorporated in Bermuda with limited liability)

(Stock Code: 00135.HK)

Executive Directors:

Mr. Ling Xiao (Chairman)

Mr. Zhao Yongqi (Chief Executive Officer)

Mr. Zhou Yuanhong

Mr. Miao Yong (Chief Financial Officer)

Independent Non-Executive Directors:

Dr. Liu Xiao Feng
Mr. Sun Patrick

Mr. Tsang Yok Sing Jasper

Registered office:

Clarendon House

2 Church Street

Hamilton HM11

Bermuda

Principal office in Hong Kong:

39th Floor
118 Connaught Road West

Hong Kong

5 October 2020

To the Shareholders

Dear Sir or Madam,

(1) REVISED ANNUAL CAPS FOR THE CONTINUING CONNECTED
TRANSACTIONS IN 2020

(2) NEW MASTER AGREEMENT AND THE CONTINUING CONNECTED
TRANSACTIONS IN 2021-2023

AND
(3) NOTICE OF SPECIAL GENERAL MEETING

1. INTRODUCTION

Reference is made to the announcement of the Company dated 11 September 2020 in relation to the

Revised Annual Caps, the Continuing Connected Transactions, the New Master Agreement and the Proposed

Annual Caps.

The Group and CNPC entered into, among other things, (i) the Liaohe Contract in 1997; and (ii) the

Existing Master Agreement in 2017. Under the Liaohe Contract, the Group procures from the CNPC Group

on a continuing basis certain services and assistance such as personnel training, leasing of warehouses and

terminal facilities and utilisation of transportation and communication facilities. The term of the Liaohe

Contract runs 20 years from the date of commencement of commercial production and will expire on 31

December 2023. The Existing Master Agreement provides a framework for the Group to procure a range of
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products and services from the CNPC Group and vice versa, including but not limited to Oil and Gas

Products, general products and services, engineering and construction services, production services, logistics
support services, financial services, property leasing services and entrustment management services.

For the reasons set out in the paragraph headed “2. Background” below in this circular, the Board

considers that the Existing Annual Caps in respect of 2020 for certain categories of the Continuing

Connected Transactions, namely the Relevant Categories, may not be able to satisfy the Group’s

requirements for the whole year. The Board therefore proposes that the Existing Annual Caps for the

Relevant Categories in respect of 2020 be revised in order to cater for the Group’s business needs for the

year ending 31 December 2020.

In view of the anticipated expiry of the Existing Master Agreement on 31 December 2020, the

Company announced in its announcement dated 11 September 2020 that it had entered into the conditional

New Master Agreement with CNPC for the purpose of renewing the Continuing Connected Transactions

contemplated under the Existing Master Agreement for the three years ending 31 December 2023. The New

Master Agreement is conditional upon the approval by the Independent Shareholders in relation to (i) the

entering into of the New Master Agreement and the transactions contemplated thereunder; (ii) the

Continuing Connected Transactions under Categories (a), (b), (c) and (d); and (iii) the Proposed Annual

Caps for the Non-Exempt Continuing Connected Transactions for each of the three years ending 31

December 2023.

The purposes of this circular, among other things, are:

(i) to provide you with further details of the Revised Annual Caps, the New Master Agreement,

the Continuing Connected Transactions and the Proposed Annual Caps;

(ii) to provide you with a letter from the Independent Board Committee to the Independent

Shareholders in respect of the Revised Annual Caps, the entering into of the New Master

Agreement and the transactions contemplated thereunder, the Continuing Connected

Transactions under Categories (a), (b), (c) and (d) and the Proposed Annual Caps for the

Non-Exempt Continuing Connected Transactions for each of the three years ending 31

December 2023;

(iii) to provide you with a letter of advice from First Shanghai containing its advice to the

Independent Board Committee and the Independent Shareholders in respect of the Revised

Annual Caps, the entering into of the New Master Agreement and the transactions

contemplated thereunder, the Continuing Connected Transactions under Categories (a), (b),

(c) and (d) and the Proposed Annual Caps for the Non-Exempt Continuing Connected
Transactions for each of the three years ending 31 December 2023; and

(iv) to set out the notice of the SGM.

2. BACKGROUND

When determining the Revised Annual Caps under the Existing Master Agreement and the Proposed

Annual Caps under the New Master Agreement, the Board considers the following background information:

- 8 -
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(a) A rising trend in the economy results in an increase in energy consumption

The economy of the PRC has been expanding in the past ten years with its GDP reaching more

than RMB99.08 trillion in 2019Note 1, with a 6.1% increase as compared to previous year, and an

annual average growth rate of 7.6%. Albeit having suffered from a brief economic contraction in the

first quarter of 2020 due to the COVID-19, the Chinese economy has started to recover in the second

quarter of 2020 with an 11.5% increase in GDP as compared to the first quarter. It is expected to

continue growing at a rate of 1% in 2020Note 2, reaching an aggregate of RMB100 trillion in GDP.

Following the rapid economic development, the total energy consumption in the PRC continues

to increase. The total energy consumption in 2019 was 4.86 billion tonnes of standard coal, with a

3.3% increase as compared to previous year, and an annual average growth rate of 3.85% as

compared to the total energy consumption of 1.25 billion tonnes of standard coal in 2010Note 1. Given

this trend, it is projected that the Chinese economy will continue to grow and prosper in the coming

years and so will the demand for energy. It is expected that the total energy consumption will reach 6

billion tonnes of standard coal.

(b) Demand for natural gas has grown and will continue to increase in the future

In line with the economic development and energy structure reform of the PRC, natural
gas has been playing an increasingly important role in the energy consumption structure of the

PRC with its consumption volume as a percentage of the total energy consumption gradually

increased from 5.7% in 2014 to 8.3% in 2019. This is supported by various PRC governmental

policies and stimulus such as the “2014-2020 Strategic Action Plan for Energy Development”

(《能源發展戰略行動計劃（2014-2020）》) and the “13th Five-Year Plan for Energy Development”

(《能源發展「十三五」規劃（2016-2020）》), which indicated the direction towards development of

the exploration, production and storage of natural gas and expansion in the consumption of

natural gas in the urbanisation of cities, transport industry and power generation. Such policies

have assisted with the growth in total natural gas consumption in the PRC from approximately

193 billion m3 in 2015 to approximately 307 billion m3 in 2019Note 3. Coupled with the PRC’s

strong position to return to a trajectory of rapid growth, it is expected that more than

130 billion m3 of incremental gas demand will be added between 2019 and 2025Note 4 and the

demand for natural gas may reach 600 billion m3 in 2030, whereas natural gas will constitute

approximately 15% of the total primary energy consumptionNote 3. Given the support of the

governmental policies, the continuous energy structure reform and the wide downstream

applications for natural gas in the industrial, commercial and residential industries, taking into

account the PRC’s growing economy, ongoing urbanization process and increasingly strict

environmental regulations, the demand for natural gas as an alternative energy resource such as
coal has grown and will continue to increase in the future.

Notes:

1. According to the data extracted from the National Bureau of Statistics.

2. According to the data extracted from the International Monetary Fund.

3. According to the data extracted from the NDRC.

4. According to the data extracted from the International Energy Agency.
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(c) The Group is well positioned to expand its business on the backbone of the government’s
policies to develop the natural gas industry

Primarily engaged in the sales of natural gas, LNG processing, LNG terminal and transmission

of natural gas in the PRC, the Company has taken steps to restructure and integrate its operations to

expand its reach in the downstream sales of natural gas business. As disclosed in the Company’s

announcement dated 6 November 2018, 2019 interim report and 2019 annual report, the Company has

benefited from the further streamlining of the natural gas sales management system of PetroChina and

implementation of the Retail Sales of Natural Gas Business Strategy by systematically reconstructed

its business management structure, organisational and control system, and business operation model,

thereby eliminating the systematic and structural hurdles that had long hampered the growth of sales

and the improvement of efficiency in the Group’s end-users business. As such, the sales volume of

natural gas grew significantly in 2019 and the first half of 2020 when compared to the forecast made

in 2017 since the Existing Annual Caps were approved by the Independent Shareholders at the special

general meeting on 19 December 2017.

(d) Proactive acquisitions and expansion plans

Since 2019, the Group has completed more than 70 acquisitions relating to natural gas targets,

including the acquisition of the equity interests in 17 gas projects of Jinhong Holding Group Co., Ltd.
(金鴻控股集團股份有限公司), promoted the development of end-users utilization projects in

different regions in the PRC and entered into a strategic cooperation agreement between

PetroChina and the government of Heilongjiang Province. This has contributed to, together with

the implementation of the Retail Sales of Natural Gas Business Strategy, the continuous success and

business expansion of the Group in the first half of 2020 despite the outbreak of the COVID-19 that

had caused, among other things, the industrial operations and production in the PRC being affected

and a decrease in demand for natural gas. The Group had maintained its business growth and to

facilitate and support its expansion, procured additional natural gas from the CNPC Group in the six

months ended 30 June 2020, which is shown by the historical transaction amount under Category (a)

of the Continuing Connected Transactions. Taking into account such steps taken by the Group

recently to expand its market share and other possible corporate activities such as potential

acquisition of gas projects in the future, the Group is prepared to ride on the economy’s recovery and

continuous growth and the national energy structure reform to expand its natural gas business.
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3. REVISED ANNUAL CAPS FOR THE CONTINUING CONNECTED TRANSACTIONS IN
2020

The announcement and circular of the Company dated 29 November 2017 and 1 December 2017,

respectively, set out the Existing Annual Caps for each category of the Continuing Connected Transactions

for each of the three years ending 31 December 2020, which were approved (where required) by the

Independent Shareholders at the special general meeting of the Company held on 19 December 2017.

As a result of the background information set out in section 2 above and the historical transaction

amount of the Continuing Connected Transactions in the first half of 2020, the Board considers that the

Existing Annual Cap in respect of 2020 for certain categories of the Continuing Connected Transactions,

namely the Relevant Categories, may not be able to satisfy the Group’s requirements for the whole year. The

Board therefore proposes that the Existing Annual Caps for the Relevant Categories in respect of 2020 be

revised in order to cater for the Group’s business needs for the year ending 31 December 2020.

3.1 The Relevant Categories

The Existing Annual Caps for the Continuing Connected Transactions in 2020 of the following

categories under the Existing Master Agreement (as categorised and disclosed in the circular of the

Company dated 1 December 2017) are proposed to be revised:

(a) General products to be provided by the CNPC Group to the Group; and

(b) General services to be provided by the CNPC Group to the Group.

3.2 Existing Annual Caps, Historical Amounts and Revised Annual Caps

The table below sets out the Existing Annual Caps, the historical amounts for the two years

ended 31 December 2019 and the six months ended 30 June 2020 for each category of the Continuing

Connected Transactions and the Revised Annual Caps for the Relevant Categories of the Continuing

Connected Transactions for the year ending 31 December 2020 proposed by the Board and to be

considered and approved by the Independent Shareholders at the SGM:
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3.3 Disclosure and Independent Shareholders’ Approval

As the applicable percentage ratios based on the Revised Annual Caps for the Relevant

Categories of Continuing Connected Transactions in 2020 are greater than 5%, the Revised Annual

Caps are subject to reporting, annual review, announcement and the Independent Shareholders’

approval requirements.

The Company will seek the Independent Shareholders’ approval at the SGM for the Revised

Annual Caps on the condition that (i) the annual amount of each of the Relevant Categories for the

year ending 31 December 2020 shall not exceed the Revised Annual Caps; and (ii) the above

continuing connected transactions will be entered into in the ordinary course of business of the Group

and are on normal commercial terms or on terms no less favourable than terms available to the Group

from independent third parties, and the above continuing connected transactions will be entered into

in accordance with the relevant agreements and on terms that are fair and reasonable and in the

interests of the Company and the Shareholders as a whole.

The Company will comply with the relevant provisions of the Listing Rules in relation to the

Relevant Categories of the Continuing Connected Transactions.

4. NEW MASTER AGREEMENT

The Company and CNPC entered into the New Master Agreement on 11 September 2020 for the

purpose of renewing the Continuing Connected Transactions for the three years ending 31 December 2023.

The principal terms of the New Master Agreement are set out below:

Date : 11 September 2020

Parties : (1) The Company

(2) CNPC

Duration : Three years commencing from 1 January 2021 to 31 December 2023. The parties agreed

that subject to the applicable laws and regulations, including but not limited to the

Listing Rules, the term of the New Master Agreement can be further renewed upon

agreement by the parties in writing.

The terms of the New Master Agreement were negotiated on arm’s length basis between the Group

and CNPC. Pursuant to the New Master Agreement, the CNPC Group agreed to provide to the Group and
the Group agreed to provide to the CNPC Group a range of products and services including but not limited

to Oil and Gas Products, general products and services, engineering and construction services, production

services, logistics support services, financial services, property leasing services and entrustment management

services from time to time, which shall expire on 31 December 2023.
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Further, if the term of an individual implementation agreement extends beyond 31 December 2023

(being the expiry date of the New Master Agreement), the Company shall re-comply with the reporting,
annual review, announcement and independent shareholders’ approval requirements under Rules 14A.35 to

14A.60 of the Listing Rules and/or any other applicable Listing Rules at the relevant time.

The effectiveness of the New Master Agreement is conditional upon the approval by the Independent

Shareholders at the SGM in relation to (i) the entering into of the New Master Agreement and the

transactions contemplated thereunder; (ii) the Continuing Connected Transactions under Categories (a), (b),

(c) and (d); and (iii) the Proposed Annual Caps for the Non-Exempt Continuing Connected Transactions for

each of the three years ending 31 December 2023, and shall become effective on 1 January 2021 and expire

on 31 December 2023.

5. CONTINUING CONNECTED TRANSACTIONS IN 2021-2023

The Group and CNPC entered into, among other things, (i) the Liaohe Contract in 1997; and (ii) the

Existing Master Agreement in 2017. Under the Liaohe Contract, the Group procures from the CNPC Group

on a continuing basis certain services and assistance such as personnel training, leasing of warehouses and

terminal facilities and utilisation of transportation and communication facilities. The term of the Liaohe

Contract runs 20 years from the date of commencement of commercial production and will expire on 31

December 2023. The Existing Master Agreement provides a framework for the Group to procure a range of
products and services from the CNPC Group and vice versa, including but not limited to Oil and Gas

Products, general products and services, engineering and construction services, production services, logistics

support services, financial services, property leasing services and entrustment management services. The

Existing Master Agreement will expire on 31 December 2020.

In view of the anticipated expiry of the Existing Master Agreement on 31 December 2020, the

Company announced in its announcement dated 11 September 2020 that it had entered into the New Master

Agreement with CNPC for the purpose of renewing the Continuing Connected Transactions contemplated

under the Existing Master Agreement for the three years ending 31 December 2023. Pursuant to the New

Master Agreement and the Liaohe Contract, members of the CNPC Group and members of the Group shall

enter into individual implementation agreements in respect of each type of product or service setting out

detailed terms and conditions for providing such products and services. The pricing shall always be subject

to the New Master Agreement and the Liaohe Contract and the payment terms, including the credit period

and the settlement method, will be specified in each individual implementation agreement.

The Continuing Connected Transactions mainly comprise:

(a) General products to be provided by the CNPC Group to the Group;

(b) General services to be provided by the CNPC Group to the Group, including:

(i) Engineering and construction services

(ii) Production services

(iii) Logistics support services
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(iv) Property leasing services

(v) Amenities services

(vi) Social and ancillary services

(vii) Financial services

(viii) Entrustment management services;

(c) General products to be provided by the Group to the CNPC Group; and

(d) General services to be provided by the Group to the CNPC Group, including:

(i) Production services

(ii) Logistics support services

(iii) Property leasing services

(iv) Entrustment management services.

Financial Assistance

Pursuant to Rule 14A.90 of the Listing Rules, loans and other financial assistance to be

provided by the CNPC Group to the Group, being financial assistance provided by a connected person

for the benefit of the Group on normal commercial terms (or better to the listed issuer) where no

security over the assets of the Group is granted in respect thereof, is fully exempt from the

Independent Shareholders’ approval, annual review and all disclosure requirements set out in Chapter

14A of the Listing Rules.

Non-exempt Continuing Connected Transactions

Accordingly, save as the loan services under Category (b)(vii) financial services to be provided

by the CNPC Group to the Group, the other Continuing Connected Transactions contemplated under

the Liaohe Contract and the New Master Agreement are Non-Exempt Continuing Connected

Transactions. The applicable percentage ratios based on the Proposed Annual Caps for the respective

Non-Exempt Continuing Connected Transactions are greater than 5%, as such the Non-Exempt
Continuing Connected Transactions for the three years ending 31 December 2023 are subject to the

reporting, annual review, announcement and Independent Shareholders’ approval requirements.

5.1 Details of the Continuing Connected Transaction

Set out below are further details of the New Master Agreement and the Liaohe Contract:
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5.1.1 Categories of Continuing Connected Transactions

(i) Category (a) – Provision of general products by the CNPC Group to the Group

(A) Liaohe Contract

The Liaohe Contract was approved by the Independent Shareholders at the

special general meeting of the Company held on 23 February 1998 and details of

the Liaohe Contract were set out in the circular to the Shareholders dated 6

February 1998. The salient details of the Liaohe Contract are set out below:

Date : 30 December 1997, as amended and modified from time to

time

Parties : (1) Beckbury, a wholly-owned subsidiary of the Company;

(2) PetroChina, a non-wholly-owned subsidiary of CNPC;

and

(3) CNPC (only in respect of the supervisory functions as
representative of the PRC Government).

Duration : 20 years from the date of commencement of commercial

production and will expire on 31 December 2023

Synopsis : The Liaohe Contract is an oil production sharing agreement

in relation to the development and production of crude oil in

the Leng Jiapu Oilfield, Liaoning, the PRC. Pursuant to the

Liaohe Contract, the Group and the CNPC Group hold 70%

and 30% participating interests respectively. The Group is

responsible for 70% of the operation cost incurred in

connection with oil production in certain areas within the

Leng Jiapu Oilfield as specified in the Liaohe Contract (the

“Liaohe Contract Area”). The Group is entitled to 70% of

the oil production generated from the Liaohe Contract Area.

In accordance with the Liaohe Contract, the CNPC Group

shall provide the Group with a variety of general products
such as natural gas, refined oil products, chemical products

and other related and similar products, whereas no crude oil

will be provided.

In connection with the Liaohe Contract, the Group has also

entered into the Leng Jiapu Entrustment Contract with the

CNPC Group, whereby the CNPC Group was entrusted to be

the operator under the Liaohe Contract. Pursuant to the Leng
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Jiapu Entrustment Contract, the Group shall pay the CNPC

Group a support fee representing 30% of the aggregate
salary and welfare expenses paid to the personnel of the joint

development department. The joint development department

was established pursuant to the Leng Jiapu Entrustment

Contract and is responsible for carrying out the contractual

responsibilities of the CNPC Group under the Leng Jiapu

Entrustment Contract.

(B) The New Master Agreement

Pursuant to the New Master Agreement, the CNPC Group agreed to

provide the following general products to the Group:

(i) equipment, materials, supplies and other products required for

petroleum and natural gas exploration and production; and

(ii) crude oil, natural gas, refined oil products, chemical products and

other related or similar products.

(C) Pricing Policy

The pricing for such general products (other than crude oil) to be provided

by the CNPC Group to the Group under the Liaohe Contract and the New Master

Agreement shall be fair and reasonable and based on the following general

principles: adopt government-prescribed prices where available, or if no

government-prescribed prices are available, the price to be paid by the Group

to the CNPC Group (the “Relevant Market Price (a)”) shall not exceed the best

price among all the prices as offered by all the independent third parties in the

relevant market or nearby market in the ordinary course of business (“Best
Market Price (a)”). If the CNPC Group provides the relevant general products to

the Group at a price lower than the Best Market Price (a) in such markets, such

lower price shall be the Relevant Market Price (a).

The pricing for crude oil to be provided by the CNPC Group to the Group

under the New Master Agreement shall be determined with reference to the

prevailing market price of similar grade crude oil in an arm’s length transaction

with reference to the trend of the international oil prices. In 2016, the NDRC has
published the Administrative Measures for Oil Prices pursuant to which the crude

oil prices in the PRC shall be driven by market prices. The trend of the

international oil prices is generally subject to various prevailing market

conditions, such as market supply and demand, and macroeconomic conditions.

The parties will take into account the benchmark crude oil assessment, including

the Brent and West Texas Intermediate (WTI) benchmark prices, in determining

the pricing of the crude oil to be supplied and purchased under the Continuing

Connected Transactions.
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As part of the Group’s internal approval and monitoring procedures

relating to the transactions with the CNPC Group, the Group will obtain quote
from, or compare the terms and conditions of the products (including the pricing

terms) offered by, other independent product suppliers before it decides to

engage the CNPC Group for the relevant products, taking into account various

factors including the type, quantity and quality of the products, the suitability of

the products for the Group’s business needs, and the expected time required for

the product delivery.

(ii) Category (b) – Provision of general services by the CNPC Group to the Group

(A) Liaohe Contract

Pursuant to the Liaohe Contract, the Group procures from the CNPC

Group on a continuing basis certain services and assistance such as personnel

training, leasing of warehouses and terminal facilities and utilisation of

transportation and communication facilities.

(B) The New Master Agreement

Pursuant to the New Master Agreement, the CNPC Group agreed to

provide the following general services to the Group:

(i) engineering and construction services including geological

surveying, drilling, well cementing, logging, mud logging, well

testing, downhole operations, oilfield construction (and

installation), engineering and design, project management and

supervision, equipment repairing and maintenance, equipment

antiseptic testing, technical know-how (such as patent, know-how

and software relating to the captioned services) and information

services, design, engineering and construction (including

installation) of facilities such as natural gas pipelines, LNG

terminals, LNG processing plants, gas stations and other related

or similar services;

(ii) production services including data management and filing services,

asset leasing, environmental sanitation, repair and upgrade of

equipment, transportation, maintenance of access road and other
related or similar services;

(iii) logistics support services including procurement agency, quality

inspection, storage and delivery and other related or similar

services;
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(iv) property leasing services, including but not limited to office

building leasing, commercial building leasing, warehouses and
other related or similar services;

(v) amenities services, including but not limited to property

management, training centers, guest houses, staff canteen and

other related or similar services;

(vi) social and ancillary services, including but not limited to security

services, education, hospitals, public transport, urban infrastructure,

comprehensive social services and other related or similar services;

(vii) financial services, including but not limited to loans and deposit

services and the associated interest incomes and expenses,

guarantees, entrustment services and other financial services; and

(viii) entrustment management services, including but not limited to

managing certain aspects in relation to their shareholders’ rights

and their day-to-day management and operation and other similar

management services.

(C) Pricing Policy

The pricing for such general services to be provided by the CNPC Group

to the Group under the New Master Agreement shall be fair and reasonable and

based on the following general principles:

(i) adopt government-prescribed prices where available (at present,

there is no applicable government-prescribed price available to the

services under Category (b), but the Company will continue to pay

close attention to the updates of the relevant government-prescribed

prices and adopt any applicable government-prescribed price in the

future (if any));

(ii) or if no government-prescribed prices are available, the price to be

paid by the Group to the CNPC Group (the “Relevant Market
Price (b)”) shall not exceed the best price among all the prices as

offered by all the independent third parties in the relevant market or
nearby market in the ordinary course of business (“Best Market
Price (b)”) (at present, this applies to engineering and construction

services production services, logistics support services, property

leasing services, amenities services, social and ancillary services

and entrustment management services etc.). If the CNPC Group

provides the relevant general services to the Group at a price lower

than the Best Market Price (b) in such markets, such lower price

shall be the Relevant Market Price (b); and
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(iii) in respect of Category (b)(vii), the financial services to be provided

to the Group by the CNPC Group:

(a) the deposits to be placed by the Group with the CNPC

Group and loans to be provided to the Group by the CNPC

Group will bear interest rates which are no less favorable

than the prevailing rate as prescribed by the PBoC and

CBIRC and/or offered by the CNPC Group, and will be on

similar terms and conditions as would apply to similar

deposits and loans made by other independent customers of

the CNPC Group; and

(b) the fees and charges for other financial services and products

provided by the CNPC Group will be determined by arm’s

length basis negotiation between the parties and based on

normal commercial terms, and shall not be higher than the

rates applicable to other independent customers of the CNPC

Group.

As part of the Group’s internal approval and monitoring procedures
relating to the transactions with the CNPC Group, the Group will obtain quote

through tendering from, or compare the terms and conditions of the services

(including the pricing terms) offered by, other independent service providers

before it decides to engage the CNPC Group for the relevant services, taking into

account various factors including the nature of the services, the service quality,

the expected time required for the service delivery, and in terms of the financial

services, the competitiveness of the rates and fees offered or charged to the

Group.

(iii) Category (c) – Provision of general products by the Group to the CNPC Group

(A) Liaohe Contract

Pursuant to the Liaohe Contract, the Group has the right to sell and deliver

its share of oil production from Leng Jiapu Oilfield to a destination of its choice,

except for destinations which infringe the political interests of the PRC.

However, given the relatively close proximity between the Leng Jiapu Oilfield

and the processing plants of the CNPC Group, transportation costs and prevailing
oil prices, the potential purchaser of the entire share of oil production attributable

to the Group from Leng Jiapu Oilfield is highly likely to be the CNPC Group.

Since the entering into of the Liaohe Contract in 1997, the Company has

sold its entire share of oil production from the Leng Jiapu Oilfield to the CNPC

Group and the Board intends to continue this arrangement. There is no

contractual obligation upon the CNPC Group to purchase the Group’s share of

the oil production from the Leng Jiapu Oilfield although, from a commercial
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perspective, the Board expects that the CNPC Group will continue to accept all

deliveries. The products provided by the Group to the CNPC Group under the
Liaohe Contract are primarily crude oil.

(B) The New Master Agreement

Pursuant to the New Master Agreement, the Group agreed to provide the

CNPC Group with a range of general products, including crude oil, natural gas,

refined oil products, chemical products and other related and similar products.

The Group provides such general products to the CNPC Group primarily

due to geographical consideration. The Group provides such general products to

the CNPC Group in regions or areas where they do not have the necessary

infrastructure/facilities to produce or supply such products, and vice versa. In

view of the strengths and scope of CNPC’s business activities, the Company

considers that providing products to the CNPC Group could enhance the growth

of the natural gas business of the Group.

(C) Pricing Policy

The pricing for such general products (other than crude oil) to be provided

by the Group to the CNPC Group under the New Master Agreement shall be fair

and reasonable and based on the following general principles: adopt government-

prescribed prices where available, or if no government-prescribed prices are

available, the price to be charged by the Group to the CNPC Group (the

“Relevant Market Price (c)”) shall not be lower than the best price among all

the prices as offered by the Group to all the independent third parties in the

relevant market or nearby market in the ordinary course of business (“Best
Market Price (c)”). If the CNPC Group agrees to purchase from the Group the

relevant general products at a price higher than the Best Market Price (c) in such

markets, such higher price shall be the Relevant Market Price (c).

The pricing for crude oil to be provided by the Group to the CNPC Group

under the share of the oil production from the Leng Jiapu Oilfield under the

Liaohe Contract and the New Master Agreement shall be determined by reference

to the prevailing market price of similar grade crude oil in an arm’s length

transaction with reference to the trend of the international oil prices. In 2016, the

NDRC has published the Administrative Measures for Oil Prices pursuant to
which the crude oil prices in the PRC shall be driven by market prices. The trend

of the international oil prices is generally subject to various prevailing conditions,

such as the market supply and demand, and macroeconomic conditions. The

parties will take into account the benchmark crude oil assessment, including the

Brent and West Texas Intermediate (WTI) benchmark prices, in determining the

pricing of the crude oil to be supplied and purchased under the Continuing

Connected Transactions.
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(iv) Category (d) – Provision of general services by the Group to the CNPC Group

(A) The New Master Agreement

The Group provides certain general services to the CNPC Group under the

New Master Agreement. Pursuant to the New Master Agreement, the Group

agreed to provide the following general services to the CNPC Group:

(i) production services such as natural gas pipeline transmission

services, LNG processing services, LNG unloading, gasification

and entrucking services, data management and filing services, asset

leasing, environmental sanitation, installation, repair and upgrade of

equipment, transportation, maintenance of access roads and other

related or similar services;

(ii) logistics support services including procurement agency, quality

inspection, storage and delivery and other related or similar

services;

(iii) lease services including leasing of certain offices, commercial
building, warehouses and other related or similar services; and

(iv) entrustment management services, including but not limited to

managing certain aspects in relation to their shareholders’ rights

and their day-to-day management and operation and other similar

management services.

Each of the Group and the CNPC Group provides such general services to

each other mainly due to geographical consideration. The Group provides general

services to the CNPC Group in regions or areas where they do not have the

necessary infrastructure/facilities to produce or supply such general services, and

vice versa.

In view of the strengths and scope of CNPC’s business activities, the

Company considers that by providing general services to the CNPC Group could

bring a strong favourable support to the Company’s business activities and

facilitate the Group’s business operations.

(B) Pricing Policy

The pricing for such general services to be provided by the Group to the

CNPC Group under the New Master Agreement shall be fair and reasonable and

based on the following general principles:
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(i) adopt government-prescribed prices where available, (at present,

this applies to part of the production services such as natural gas
pipeline transmission services, LNG unloading, gasification and

entrucking services); and

(ii) if no government-prescribed prices are available, the price to be

charged by the Group to the CNPC Group (the “Relevant Market
Price (d)”) shall not be lower than the best price among all the

prices as offered by the Group to all the independent third parties in

the relevant market or nearby market in the ordinary course of

business (“Best Market Price (d)”) (at present, this applies to

production services such as LNG processing services, data

management and filling services, asset leasing, environmental

sanitation, installation, repair and upgrade of equipment,

transportation and maintenance of access roads services, logistics

support services, lease services and entrustment management

services etc.). If the CNPC Group agrees to engage the Group for

the relevant general services at a price higher than the Best Market

Price (d) in such markets, such higher price shall be the Relevant

Market Price (d).

The definition of “government-prescribed price” refers to the price in

respect of certain category of production services determined by the laws,

regulations, decisions, orders or policies, etc. enacted by governments of the

relevant countries or regions (including but not limited to the central government,

federal government, provincial government, state or coalition government or any

organization responsible for domestic ruling and foreign affairs in respect to

certain specified territory, irrespective of its name, organization or form) or other

regulatory departments.

The macro government-prescribed prices are updated in accordance with

the development of national economy and policies to be issued from time to time.

The prices prescribed by the PRC government of the respective provinces,

autonomous regions and municipalities are updated from time to time in

accordance with the local actual situations from time to time. The Company has

paid and will continue to pay close attention to the updates of government-

prescribed prices and determine the prices for the relevant services accordingly.

The relevant market as referred to in the pricing policy of the Continuing

Connected Transactions under the above categories primarily means the market

comprised by a group or a category of goods or services which, so long as the

market conditions allow, the Group deems to have a relatively close substitution

relationship within a certain geographical area based on various factors including

the origin, characteristics, competition and use of the services or goods involved.
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5.1.2 General Principles, Price and Terms of the Continuing Connected Transactions
under the New Master Agreement

The transactions under the New Master Agreement are subject to the following general

principles:

(i) in respect of the products and services to be provided to the Group by the CNPC

Group, the products and services shall be of good quality and the price of the

products and services shall be fair and reasonable and shall be no less favourable

than those (i) offered by the CNPC Group to independent third parties; and (ii)

offered by independent third parties to the Group, for similar products and

services;

(ii) in respect of the products and services to be provided to the CNPC Group by the

Group, the products and services shall be of good quality and the price of the

products and services shall be fair and reasonable and shall be no less favourable

than those (i) offered by the Group to independent third parties; and (ii) offered

by independent third parties to the CNPC Group, for similar products and

services;

(iii) the Group and the CNPC Group shall enter into individual implementation

agreements in relation to each type of product and service setting out detailed

terms and conditions for the provision of such products and services, and shall

comply with the Listing Rules; and

(iv) the Group and the CNPC Group agreed that all transactions under the New

Master Agreement shall be conducted in accordance with the principles of

orderly competitions, and that high quality and reasonable cost shall prevail. The

Group and the CNPC Group also agreed to purchase the products and services to

be provided by the other party, if the quality and relevant general products and

services are of the same quality and conditions.

For further details on the internal control measures and procedures for ensuring the

implementation of the relevant pricing policies, please refer to the paragraph headed “Letter

from the Board – 5. Continuing Connected Transactions in 2021-2023 – 5.3 Measures of

Internal Control” in this circular.

5.1.3 Other Rights and Obligations under the New Master Agreement

Other Rights

The Group and the CNPC Group both have the rights to request the other party to

deliver the products and services, and are entitled to receive the payments for the

provision of the relevant products and services in accordance with the New Master

Agreement.
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The Group and the CNPC Group also have the rights to prepare detailed supply

plans in accordance with the demand of such products and services of the other party
pursuant to the New Master Agreement.

The Group and the CNPC Group both retain the rights to purchase such products

or services under the New Master Agreement from third parties where the products or

services offered by such third parties are considered by the Group or the CNPC Group

to be superior to those offered by the CNPC Group or the Group.

So long as the CNPC Group or the Group is able to supply the products and

services required by the Group or the CNPC Group in accordance with the New Master

Agreement, the CNPC Group and the Group may supply such products and services to

other third parties.

Other Obligations

The Group and the CNPC Group both have the obligations to prepare the detailed

supply plans in accordance with the demand of such products and services of the other

party pursuant to the New Master Agreement.

The Group and the CNPC Group shall both procure that their respective branch

companies, subsidiaries, and controlled entities shall enter into implementation

agreements in accordance with the terms and conditions of the New Master

Agreement. As the implementation agreements executed, and to be executed pursuant

to the New Master Agreement, are simply further elaborations on the provision of

products and services under the New Master Agreement, they do not constitute new

categories of continuing connected transactions.

The Group and the CNPC Group shall supply to the other party with products

and services of high quality, and shall pay the other party for the provision of the

relevant products and services in accordance with the New Master Agreement.

The Group and the CNPC Group both agreed to compensate the other party for

any loss arising from any breach by the CNPC Group or the Group of the New Master

Agreement or of any implementation agreements.

5.2 Existing Annual Caps, Historical Amounts and Proposed Annual Caps

5.2.1 Background

The announcement and circular of the Company dated 29 November 2017 and 1

December 2017, respectively, set out the Existing Annual Caps for each category of the

Continuing Connected Transactions for each of the three years ending 31 December 2020,

which were approved (where required) by the Independent Shareholders at the special general

meeting of the Company held on 19 December 2017. The Existing Annual Caps for the year

ending 31 December 2020 for the Continuing Connected Transactions are proposed to be
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revised as set out in the announcement of the Company dated 11 September 2020 and this

circular. Taking into consideration the reasons set out in the paragraph headed “Letter from the
Board – 2. Background” in this circular, in particular the continuous economic growth in the

PRC, the ongoing national energy structure reform to increase consumption of natural gas in

the PRC, the implementation of the Retail Sales of Natural Gas Business Strategy since 2018,

steps taken by the Company recently to expand its market share and other possible corporate

activities in the future, it is expected that the Group will continue to grow and the volume of

Continuing Connected Transactions would increase considerably in the following years.

Accordingly, the Board proposes (i) the following Proposed Annual Caps for the Non-Exempt

Continuing Connected Transactions listed below which will serve as the maximum annual

value of the Non-Exempt Continuing Connected Transactions for each of the three years

ending 31 December 2023; and (ii) to seek the approval of the Independent Shareholders at the

SGM on the Continuing Connected Transactions and the Proposed Annual Caps for the Non-

Exempt Continuing Connected Transactions for each of the three years ending 31 December

2023.

The table below sets out the Existing Annual Caps, the historical amounts for the two

years ended 31 December 2019 and the six months ended 30 June 2020 for each category of

the Continuing Connected Transactions and the Proposed Annual Caps for the Non-Exempt

Continuing Connected Transactions for the three years ending 31 December 2023:
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As such, the Board is of the view that the Proposed Annual Caps for each category of

the Non-Exempt Continuing Connected Transactions are in line with the estimated
development of the business of the Group, and are determined based on normal commercial

terms in the ordinary and usual course of business of the Group, and they are fair and

reasonable and in the interests of the Group and the Shareholders as a whole.

5.3 Measures of Internal Control

The Group has implemented a set of comprehensive internal control policies to ensure the

Continuing Connected Transactions and the pricing policies of the relevant products and services

thereunder are proceeded on the basis of normal commercial terms in the ordinary and usual course of

business of the Group, and that they are fair and reasonable and in the interests of the Group and the

Shareholders as a whole. In order to ensure that the actual pricing of the relevant products and

services will be set in accordance with the pricing policies under the Liaohe Contract and/or the New

Master Agreement, the Group shall initiate feasibility study, focus on the return rates and conduct

public tender prior to entering into the individual agreements. In particular, the Group will:

(i) review, from time to time, the terms offered by the independent third parties and

compare with the terms of each of the Continuing Connected Transactions (including

but not limited to the transactions under the New Master Agreement upon approval by
the Independent Shareholders in the SGM) to ensure that they are no less favourable

than those offered by the independent third parties.

For the purposes of ascertaining the Relevant Market Prices, in respect of the

procurement of products and services from the CNPC Group, the procurement teams of

the Group are mainly responsible for obtaining quotation from the independent third

parties, and are required to obtain quotation from, or compare the terms and conditions

offered by, at least two other independent third parties before the Group decides to enter

into the relevant procurement transactions with CNPC Group. In addition, before

entering into the procurement transactions, the Group shall implement various measures

(including on-site visits, sample tests and other quality control checks on the natural

gas, refined oil products, chemical products and other related products, equipment,

materials and other supplies to be supplied by the CNPC Group and the other

independent third parties) to ensure such products, equipment, materials and other

supplies meet the applicable national standards imposed by the PRC regulations and

satisfy the Group’s business needs.

Similarly, in respect of the provision of products and services by the Group, the sales
teams of the Group are mainly responsible for comparing the terms and conditions

(including the pricing terms, the quantity of the sales and the delivery requirements)

offered by the Group to at least two other independent third parties before the Group

decides to enter into the relevant product sales or service provision transactions with

CNPC Group. The procurement and sales teams of the Group will not propose to enter

into such transactions with the CNPC Group if the relevant terms are less favourable

than those offered by independent third parties.
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Unless the aforesaid procedures and requirements have been fulfilled and approved by

the relevant departmental manager, no individual agreement will be entered into
between the Group and the CNPC Group;

(ii) review, from time to time, the international oil prices and the terms offered by

independent third parties to ensure the terms offered by the CNPC Group are no less

favourable than those offered by the independent third parties. In particular, the sales

team is responsible for monitoring the international oil prices, including the Brent and

WTI benchmark prices, every ten days, before the Group decides to enter into the

transaction with the CNPC Group;

(iii) review, from time to time, the information of similar products, services or properties in

the same regions or areas from various market reports, independent agents and/or terms

applicable to the customers or tenants of the CNPC Group, including the independent

third parties;

(iv) review, from time to time, the prices, deposit rates, loan rates and services charge fees

quoted from the counterparties with the terms from other independent third parties to

ensure that the most favourable terms are obtained, and the transactions will be reported

to the head of the finance department of the Group for approval; and

(v) in respect of the financial services, further consider:

(a) for deposit services, the interest rate of the deposits available to the Group from

the CNPC Group shall not be less than (i) the minimum interest rate prescribed

by PBoC; and (ii) the interest rate available to the Group from other commercial

banks;

(b) for loan services, the interest rate of the loans to be granted by the CNPC Group

to the Group shall not be higher than (i) the maximum interest rate prescribed by

the PBoC; and (ii) the interest rate charged against the Group by other

commercial banks in respect of the same type of loans; and

(c) for entrustment services and other financial services which the CNPC Group may

from time to time offer, the fee which CNPC Group will charge the Group for

the further financial services (i) will comply with any requirements of PBoC and

CBIRC in respect of the charges for the same type of financial services; and (ii)

will not exceed the fees charged by other commercial banks to the Group or the
fees charged by the CNPC Group to other members of the Group in respect of

the same type of financial services.

The finance team is responsible for reviewing the prescribed rates published by the PBoC and

CBIRC on a quarterly basis, and will generally obtain quotation, or compare the terms and conditions

offered by, at least two other commercial banks before the Group decides to enter into the relevant

financial service transactions with the CNPC Group.
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6. REASONS FOR AND BENEFITS OF THE PROPOSED CONTINUING CONNECTED
TRANSACTIONS

The Group is an enterprise whose business operations primarily focus on investing in natural gas

business as well as petroleum up-stream businesses that generate stable income. CNPC, on the other hand, is

an enterprise whose business operations cover a broad spectrum of upstream and downstream activities,

domestic marketing and international trade, technical services, and equipment manufacturing and supply.

CNPC is a major producer and supplier of petrochemical products. CNPC is also involved in the provision

of operational services and technical support in such areas as geophysical prospecting, well-drilling, logging,

well-testing, downhole operations, oilfield surface facilities construction, pipeline construction, refining and

petrochemical projects, and manufacturing and supply of petroleum equipment.

In view of the strengths and scope of CNPC’s business activities and the strong favourable support

that such Continuing Connected Transactions would bring to the Group’s business activities, the Board

considers it to be beneficial to the Group to continue carrying out the Continuing Connected Transactions

with the CNPC Group as these transactions have facilitated and are expected to continue to facilitate the

operation and growth of the Group’s business. The Board also notes the long smooth cooperation history

between the Group and CNPC in relation to such transactions.

In particular, by receiving financial services from the CNPC Group, the Group is able to receive
highly efficient financial services both domestically and abroad as:

(i) CNPC Finance is the internal settlement, fund raising and financing and capital management

platform of CNPC. CNPC provides deposit and other financial services to the Group through

CNPC Finance and other financial institutions;

(ii) CNPC Finance lowered the costs of the Group through various mechanisms, such as providing

more efficient internal settlement, and the loan process is convenient, timely and efficient.

Furthermore, CNPC Finance utilizes its status as member of the China Foreign Exchange

Trading Centre (中國外匯交易中心) to develop businesses in the settlement, sales and

conversion of foreign currency, which saved the Group a considerable amount in foreign

exchange costs; and

(iii) CNPC Finance is under the supervision of the CBIRC as a major domestic non-bank financial

institution, and has achieved the regulatory requirements as determined by regulatory

indicators over the years. As at the end of 2019, CNPC Finance has total assets of

RMB490,453 million and achieved an income of RMB9,672 million and a net profit of

RMB7,926 million, taking a leading position among domestic counterparts.

Accordingly, the Company considers that due to familiarity with the business and operation of the

Group, the service provided by CNPC Finance is generally no less favourable to the market level in terms of

pricing and quality, and with high efficiency, more convenience and lower transaction costs. In particular,

CNPC’s undertaking to act as the payer of last resort for CNPC Finance provides better security of funds as

compared to external banks.
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Further, the Continuing Connected Transactions will be entered into and conducted in the ordinary

and usual course of business on normal commercial terms that are fair and reasonable, and the Directors
(including the independent non-executive Directors) are of the view that it is in the interests of the Company

and the Shareholders as a whole to carry on the Continuing Connected Transactions. The Directors are of the

view that the terms and conditions and the Proposed Annual Caps of the Non-Exempt Continuing Connected

Transactions are fair and reasonable and in the interests of the Company and the Shareholders as a whole.

7. INFORMATION ON THE GROUP AND OTHER PARTIES

(a) Information on the Group

The Company is an investment holding company. The principal activities of its subsidiaries,

associates and joint ventures are the sales of natural gas, LNG processing, LNG terminal and

transmission of natural gas in the PRC, and the exploration and production of crude oil and natural

gas in the PRC, the Republic of Kazakhstan, the Sultanate of Oman, the Republic of Peru, the

Kingdom of Thailand and the Republic of Azerbaijan.

(b) Information on CNPC

CNPC is the controlling shareholder of the Company. CNPC is a petroleum and petrochemical
conglomerate that was formed in the wake of the restructuring launched by the State Council to

restructure the predecessor of CNPC, China National Petroleum Company* (中國石油天然氣集團公
司). CNPC is also a state-authorised investment corporation and state-owned enterprise. CNPC is an

integrated energy corporation with businesses covering oil and gas exploration and development,

refining and petrochemical, oil product marketing, oil and gas storage and transportation, oil trading,

engineering and technical services and petroleum equipment manufacturing.

(c) Information on PetroChina

PetroChina and its subsidiaries mainly engage in petroleum and natural gas-related activities,

including (i) the exploration, development, production and sales of crude oil and natural gas; (ii) the

refining, transportation, storage and marketing of crude oil and petroleum products; (iii) the

production and sales of basic petrochemical products, derivative chemical products and other

petrochemical products; and (iv) the transmission of natural gas, crude oil and refined oil, and the

sales of natural gas.

8. LISTING RULES IMPLICATIONS

As at the Latest Practicable Date, CNPC, the ultimate controlling shareholder of the Company, was

deemed to be interested in 4,985,734,133 Shares, representing approximately 57.58% of the issued share

capital of the Company. To the best of the Directors’ knowledge, CNPC is entitled to control all voting

rights in respect of its Shares as at the Latest Practicable Date, and is a controlling shareholder and a

connected person of the Company. Accordingly, the Continuing Connected Transactions under the Liaohe

Contract, the Existing Master Agreement and the New Master Agreement constitute continuing connected

transactions of the Company. As the applicable percentage ratios based on the Revised Annual Caps for the

Relevant Categories of the Continuing Connected Transactions and the Proposed Annual Caps for the Non-
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Exempt Continuing Connected Transactions are greater than 5%, the Revised Annual Caps, the entering into

of the New Master Agreement and the transactions contemplated thereunder, the Continuing Connected
Transactions under Categories (a), (b), (c) and (d) and the Proposed Annual Caps for the Non-Exempt

Continuing Connected Transactions for each of the three years ending 31 December 2023 are subject to

reporting, annual review, announcement and Independent Shareholders’ approval requirements.

None of the Directors has a material interest in the Revised Annual Caps, entering into of the New

Master Agreement and the transactions contemplated thereunder, the Continuing Connected Transactions and

the Proposed Annual Caps for the Non-Exempt Continuing Connected Transactions. Accordingly, no

Director was required to abstain from voting at the board meeting considering and approving the

abovementioned matters.

Details of the Continuing Connected Transactions have been and will be included in the annual report

and accounts of the Company in accordance with Rules 14A.71 and 14A.72 of the Listing Rules. In the

event that the Liaohe Contract and/or the New Master Agreement are renewed or the terms thereof are

materially varied, the Company will re-comply with the reporting, announcement and Independent

Shareholders’ approval pursuant to Rules 14A.35 to 14A.60 of the Listing Rules.

An Independent Board Committee comprising all the independent non-executive Directors has been

established to advise the Independent Shareholders, among other things, the Revised Annual Caps, the
entering into of the New Master Agreement and the transactions contemplated thereunder, the Continuing

Connected Transactions under Categories (a), (b), (c) and (d) and the Proposed Annual Caps for the Non-

Exempt Continuing Connected Transactions for each of the three years ending 31 December 2023. First

Shanghai has been appointed as the independent financial adviser to advise the Independent Board

Committee and the Independent Shareholders in this regard.

CNPC and its associates (including PetroChina) are required to abstain from voting on the resolutions

in connection with the Revised Annual Caps, the entering into of the New Master Agreement and the

transactions contemplated thereunder, the Continuing Connected Transactions under Categories (a), (b), (c)

and (d) and the Proposed Annual Caps for each relevant type of the Non-Exempt Continuing Connected

Transactions for each of the three years ending 31 December 2023.

9. SGM

9.1 SGM

The notice convening the SGM to be held at Rooms 1, 3 & 4, 10th Floor, United Centre, 95

Queensway, Admiralty, Hong Kong on 27 October 2020 at 11 a.m., at which the following
resolutions will be proposed for the Independent Shareholders to consider, and, if thought fit, to

approve, with or without modifications as ordinary resolutions:

(i) the Revised Annual Caps for the Relevant Categories of the Continuing Connected

Transactions;

(ii) the entering into of the New Master Agreement and the transactions contemplated

thereunder;

- 40 -

LETTER FROM THE BOARD



(iii) the Continuing Connected Transactions under Categories (a), (b), (c) and (d); and

(iv) the Proposed Annual Caps for the Non-Exempt Continuing Connected Transactions,

is set out on pages SGM-1 to SGM-2 of this circular.

9.2 Closure of the Company’s register of members

For the purposes of determining the Independent Shareholders’ eligibility to attend and vote at

the SGM, the register of members of the Company will be closed from 21 October 2020 (Wednesday)

to 27 October 2020 (Tuesday) (both days inclusive), during which period no transfer of Shares of the

Company will be registered. The record date for entitlement to attend and vote at the SGM is on 27

October 2020, Tuesday. To be eligible to attend and vote at the SGM, all properly completed transfer

forms accompanied by the relevant share certificates must be lodged for registration with the

Company’s branch registrar in Hong Kong, Tricor Secretaries Limited, at Level 54, Hopewell Centre,

183 Queen’s Road East, Hong Kong no later than 4:30 p.m. on 20 October 2020 (Tuesday).

9.3 Proxy

A proxy form for use at the SGM is enclosed. If you intend to appoint proxy to attend the
SGM, you are requested to complete the proxy form and return it to the Company’s principal office at

39th Floor, 118 Connaught Road West, Hong Kong or the Company’s branch registrar in Hong Kong,

Tricor Secretaries Limited, at Level 54, Hopewell Centre, 183 Queen’s Road East, Hong Kong not

less than 48 hours before the time appointed for holding the SGM or adjourned meeting (as the case

may be). Completion and return of the proxy form will not preclude you from attending and voting at

the SGM if you so wish.

The Company would like to inform the Independent Shareholders that the Listing Rules require

any vote of the Shareholders (attending in person or by proxy) at a general meeting must be taken by

poll and the chairman of the SGM will, pursuant to the Bye-laws of the Company, demand a poll vote

on all the resolutions to be proposed at the SGM accordingly. On a poll, every Independent

Shareholder who is present in person or by proxy shall have one vote for every Share of which he is a

holder.

10. RECOMMENDATION

Your attention is drawn to the letter from the Independent Board Committee set out on page 43 of

this circular which contains its recommendation to the Independent Shareholders in relation to the Revised
Annual Caps, the entering into of the New Master Agreement and the transactions contemplated thereunder,

the Continuing Connected Transactions under Categories (a), (b), (c) and (d) and the Proposed Annual Caps

for the Non-Exempt Continuing Connected Transactions for each of the three years ending 31 December

2023. Your attention is also drawn to the letter of advice from First Shanghai set out on pages 46 to 62 of

this circular which contains its advice to the Independent Board Committee and the Independent

Shareholders in relation to the Revised Annual Caps, the New Master Agreement and the transactions

contemplated thereunder, the Continuing Connected Transactions under Categories (a), (b), (c) and (d) and
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the Proposed Annual Caps for the Non-Exempt Continuing Connected Transactions for each of the three

years ending 31 December 2023, and the principal factors and reasons taken into account in arriving at its
recommendation.

The Independent Board Committee, having taken into account the advice of First Shanghai, is of the

opinion that the Revised Annual Caps, the entering into of the New Master Agreement and the transactions

contemplated thereunder, the Continuing Connected Transactions under Categories (a), (b), (c) and (d) and

the Proposed Annual Caps for the Non-Exempt Continuing Connected Transactions for each of the three

years ending 31 December 2023 are fair and reasonable and are in the interests of the Company and the

Shareholders as a whole, and are on normal commercial terms and in the ordinary course of business of the

Company. Accordingly, the Independent Board Committee recommends the Independent Shareholders to

vote in favour of the ordinary resolutions in respect of the Revised Annual Caps, the entering into of the

New Master Agreement and the transactions contemplated thereunder, the Continuing Connected

Transactions under Categories (a), (b), (c) and (d) and the Proposed Annual Caps for the Non-Exempt

Continuing Connected Transactions for each of the three years ending 31 December 2023 to be proposed at

the SGM.

11. PRECAUTIONARY MEASURES FOR THE SGM

Taking into account the recent developments relating to the COVID-19, the Company strongly
recommends the Independent Shareholders intending to attend the SGM to vote by filling in and submitting

the proxy form, i.e. to indicate your voting intention in the proxy form and designate the chairman of the

SGM as your proxy to vote on your behalf on site. The form of proxy is enclosed with this circular and can

otherwise be downloaded from the website of the Company at http://www.kunlun.com.hk or HKEXnews at

www.hkexnews.hk. To be valid, the form of proxy must be deposited at the Company’s principal office at

39th Floor, 118 Connaught Road West, Hong Kong or the Company’s branch registrar in Hong Kong, Tricor

Secretaries Limited, at Level 54, Hopewell Centre, 183 Queen’s Road East, Hong Kong not later than 48

hours before the time for holding the SGM or adjourned meeting (as the case may be).

The Company will also implement the following prevention and control measures at the SGM against

the epidemic to protect the Independent Shareholders from the risk of infection:

(i) Compulsory body temperature check will be performed for every Shareholder or proxy at the

entrance of the venue and anyone with a body temperature of more than 37.2 degrees Celsius

will not be given access to the venue;

(ii) Every Shareholder or proxy is required to wear facial surgical mask before they are permitted

to attend, and during their attendance of the SGM;

(iii) No refreshment will be served;

(iv) No souvenir and small gift will be distributed; and
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(v) Each attendee may be asked whether (a) he/she travels outside of Hong Kong within the 14-

day period immediately before the SGM; and (b) he/she is subject to any Hong Kong
Government prescribed quarantine. Anyone who responds positively to any of these questions

may be denied entry into the meeting venue or be required to leave the meeting venue.

12. ADDITIONAL INFORMATION

Your attention is also drawn to the additional information set out in the appendix to this circular.

Yours faithfully,

On behalf of the Board of

Kunlun Energy Company Limited
Ling Xiao
Chairman
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KUNLUN ENERGY COMPANY LIMITED
(incorporated in Bermuda with limited liability)

(Stock Code: 00135.HK)

5 October 2020

To the Independent Shareholders

Dear Sir or Madam,

(1) REVISED ANNUAL CAPS FOR THE CONTINUING CONNECTED
TRANSACTIONS IN 2020

AND
(2) NEW MASTER AGREEMENT AND THE CONTINUING CONNECTED

TRANSACTIONS IN 2021-2023

We refer to the circular dated 5 October 2020 of the Company (the “Circular”) of which this letter

forms part. Terms defined in the Circular shall have the same meanings herein unless the context otherwise

requires.

We have been appointed as members of the Independent Board Committee to advise the Independent

Shareholders in respect of the (1) the Revised Annual Caps in respect of the Relevant Categories of

Continuing Connected Transactions; (2) the entering into of the New Master Agreement and the transactions

contemplated thereunder; (3) the Continuing Connected Transactions under Categories (a), (b), (c) and (d);

and (4) Proposed Annual Caps for the Non-Exempt Continuing Connected Transactions for each of the three

years ending 31 December 2023, details of which are set out in the section headed “Letter from the Board”

in the Circular to the Shareholders. First Shanghai has been appointed as the independent financial adviser to

advise the Independent Board Committee and the Independent Shareholders on the same matters. A copy of

the letter from First Shanghai containing its advice is set out in the section headed “Letter from First

Shanghai” of the Circular.

Having taken into account the advice of First Shanghai, we consider that (1) the Revised Annual Caps

in respect of the Relevant Categories of Continuing Connected Transactions; (2) the entering into of the

New Master Agreement and the transactions contemplated thereunder; (3) the Continuing Connected

Transaction under Categories (a), (b), (c) and (d); and (4) the Proposed Annual Caps for the Non-Exempt

Continuing Connected Transactions for each of the three years ending 31 December 2023 are (A) fair and

reasonable and in the interests of the Company and the Shareholders as a whole; and (B) on normal
commercial terms and in the ordinary course of business of the Company. Accordingly, we recommend the

Independent Shareholders to vote in favour of the ordinary resolutions to be proposed at the SGM to

approve the Revised Annual Caps in respect of the Relevant Categories of Continuing Connected

Transactions, the entering into of the New Master Agreement and the transactions contemplated thereunder,
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the Continuing Connected Transactions under Categories (a), (b), (c) and (d), and the Proposed Annual Caps

for the Non-Exempt Continuing Connected Transactions for each of the three years ending 31 December
2023 as set out in the notice of the SGM to be held on 27 October 2020.

Yours faithfully,

Independent Board Committee

Liu Xiao Feng Sun Patrick Tsang Yok Sing Jasper
Independent Non-Executive Directors
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The following is the text of a letter received from First Shanghai setting out its advice to the

Independent Board Committee and the Independent Shareholders in respect of the Revised Annual Caps, the

New Master Agreement and the transactions contemplated thereunder, the Continuing Connected

Transactions and the Proposed Annual Caps for inclusion in this circular.

FIRST SHANGHAI CAPITAL LIMITED
19th Floor, Wing On House

71 Des Voeux Road Central

Hong Kong

5 October 2020

To the Independent Board Committee and the Independent Shareholders

Dear Sir or Madam,

(1) REVISED ANNUAL CAPS FOR THE CONTINUING CONNECTED
TRANSACTIONS IN 2020

AND
(2) NEW MASTER AGREEMENT AND THE CONTINUING CONNECTED

TRANSACTIONS IN 2021-2023

INTRODUCTION

We refer to our engagement as the independent financial adviser to advise the Independent Board

Committee and the Independent Shareholders in respect of the Revised Annual Caps, the New Master
Agreement and the transactions contemplated thereunder, the Continuing Connected Transactions and the

Proposed Annual Caps, details of which are set out in the circular of the Company to the Shareholders dated

5 October 2020 (the “Circular”), of which this letter forms part. Unless the context otherwise requires,

terms used in this letter shall have the same meanings as those defined in the Circular.

The Group has been conducting and is expected to continue to conduct the Continuing Connected

Transactions with the CNPC Group from time to time. In view of (i) the anticipated expiry of the Existing

Master Agreement on 31 December 2020; and (ii) the anticipated continuation of the Continuing Connected

Transaction in the coming years, the Company has entered into the New Master Agreement with CNPC for

the purpose of renewing the Continuing Connected Transactions for the three years ending 31 December

2023. In addition, the Board proposes to revise certain Existing Annual Caps to the Revised Annual Caps in

respect of the year ending 31 December 2020 to cater for the demand of the Group.
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CNPC is the controlling shareholder of the Company. Accordingly, CNPC is a connected person of

the Company and the Continuing Connected Transactions constitute continuing connected transactions of the
Company under the Listing Rules. As stated in the letter from the Board in the Circular, the Revised Annual

Caps, the New Master Agreement and the transactions contemplated thereunder, the Continuing Connected

Transactions and the Proposed Annual Caps are subject to approval by the Independent Shareholders at the

SGM.

The Independent Board Committee, comprising all the independent non-executive Directors, namely

Dr. Liu Xiao Feng, Mr. Sun Patrick and Mr. Tsang Yok Sing Jasper, has been established to advise the

Independent Shareholders in respect of the Revised Annual Caps, the New Master Agreement and the

transactions contemplated thereunder, the Continuing Connected Transactions and the Proposed Annual

Caps. We, First Shanghai Capital Limited, have been appointed to advise the Independent Board Committee

and the Independent Shareholders in this regard.

OUR INDEPENDENCE

Apart from the existing engagement in respect of the Revised Annual Caps, the New Master

Agreement and the transactions contemplated thereunder, the Continuing Connected Transactions and the

Proposed Annual Caps, we did not have any business relationship with the Company within the past two

years from the Latest Practicable Date. We consider ourselves independent to form our opinion in respect of
the Revised Annual Caps, the New Master Agreement and the transactions contemplated thereunder, the

Continuing Connected Transactions and the Proposed Annual Caps.

BASIS OF OUR OPINION

In putting forth our opinion and recommendation, we have relied on the accuracy of the information

and representations included in the Circular and provided to us by the management of the Group (the

“Management”), and have assumed that all such information and representations made or referred to in the

Circular and provided to us by the Management were true at the time they were made and continued to be

true up to the Latest Practicable Date. We have also assumed that all statements of belief, opinion and

intention made in the Circular were reasonably made after due enquiry. We have no reason to doubt the

truth, accuracy and completeness of the information and representations provided to us by the Management

and have been advised that no material facts have been withheld or omitted from the information provided

and referred to in the Circular. We consider that we have reviewed sufficient information to reach an

informed view and to justify reliance on the accuracy of the information contained in the Circular and to

provide a reasonable basis for our advice. We have not, however, conducted any independent verification of

the information included in the Circular and provided to us by the Management nor have we conducted any

form of investigation into the business, affairs or future prospects of the Group and the CNPC Group. We
consider that we have taken sufficient and necessary steps on which to form a reasonable basis and an

informed view for our opinion in compliance with note 1 to Rule 13.80 of the Listing Rules.

PRINCIPAL FACTORS AND REASONS CONSIDERED

In formulating our opinion on the Revised Annual Caps, the New Master Agreement and the

transactions contemplated thereunder, the Continuing Connected Transactions and the Proposed Annual

Caps, we have taken into account the following principal factors and reasons:–
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1. Background to and reasons for the New Master Agreement and the Continuing Connected
Transactions

The principal activities of the Company (including subsidiaries, associates and joint ventures) are the

sales of natural gas, liquefied natural gas (“LNG”) processing, LNG terminal and transmission of natural gas

in the PRC, and the exploration and production of crude oil and natural gas in the PRC, the Republic of

Kazakhstan, the Sultanate of Oman, the Republic of Peru, the Kingdom of Thailand and the Republic of

Azerbaijan. We have reviewed the annual report of the Company for the year ended 31 December 2019,

where we note that natural gas related businesses contributed approximately 98% while the sales of crude oil

contributed approximately 2% of the total revenue the Group for each of the two years ended 31 December

2019.

CNPC is a state-authorised investment corporation and state-owned enterprise and is the controlling

shareholder of the Company. CNPC is an integrated energy corporation with businesses covering oil and gas

exploration and development, refining and petrochemical, oil product marketing, oil and gas storage and

transportation, oil trading, engineering and technical services and petroleum equipment manufacturing. We

have reviewed the annual report of CNPC for the year ended 31 December 2019, where we note that, for the

year ended 31 December 2019, CNPC (i) operated approximately 70% of the total crude oil pipeline mileage

of the PRC; and (ii) operated approximately 75% of the total natural gas pipeline mileage of the PRC. We

also note that CNPC is among the Fortune Global 500 companies, ranking 4th in terms of total revenue.

The Group and CNPC entered into (i) the Liaohe Contract in 1997, which has a term of 20 years and

will expire on 31 December 2023; and (ii) the Existing Master Agreement in 2017, which will expire on 31

December 2020. In light of the strengths and scope of the business activities of the CNPC Group, the Group

has been conducting and is expected to continue to conduct the Continuing Connected Transactions with the

CNPC Group from time to time.

In view of (i) the expiration of the Existing Master Agreement on 31 December 2020; and (ii) the

anticipated continuation of the Continuing Connected Transaction in the coming years, the Company has

entered into the New Master Agreement with CNPC for the purpose of renewing the Continuing Connected

Transactions for the three years ending 31 December 2023.

The nature of the Continuing Connected Transactions, which is set out in detail in the letter from the

Board in the Circular, is summarised as follows:–

Principal nature

“Category (a)” Provision of general products by the CNPC Group to the Group under
the Liaohe Contract and the New Master Agreement, including (i)

equipment, materials, supplies and other products required for

petroleum and natural gas exploration and production; and (ii) crude

oil, natural gas, refined oil products, chemical products and other

related or similar products.
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“Category (b)” Provision of general services by the CNPC Group to the Group under

the Liaohe Contract and the New Master Agreement, including
engineering services, production services, logistics support services,

property leasing services, amenities services, social and ancillary

services, financial services and entrustment management services.

“Category (c)” Provision of general products by the Group to the CNPC Group under

the Liaohe Contract and the New Master Agreement, including crude

oil, natural gas, refined oil products, chemical products and other

related and similar products.

“Category (d)” Provision of general services by the Group to the CNPC Group under

the New Master Agreement, including production services, logistics

support services, lease services and entrustment management services.

Having considered, in particular, (i) the historical long term strategic cooperation between the Group

and the CNPC Group, where the Group can leverage on the platform of the CNPC Group for business

development; (ii) the Existing Master Agreement will expire on 31 December 2020 and the New Master

Agreement can renew the Continuing Connected Transactions for the three years ending 31 December 2023;

and (iii) the terms of the New Master Agreement and the transactions contemplated thereunder and the
Continuing Connected Transactions and the Revised Annual Caps and the Proposed Annual Caps are fair

and reasonable as discussed below, we are of the view that the entering into of the New Master Agreement

and the transactions contemplated thereunder and the Continuing Connected Transactions are in the ordinary

and usual course of business of the Group and are in the interests of the Company and the Shareholders as a

whole.

2. Principal terms of the New Master Agreement and the Continuing Connected Transactions

The bases of determining the principal terms of the Continuing Connected Transactions, which are set

out in detail in the letter from the Board in the Circular, are summarised in the following table.

General principles of the New
Master Agreement

– in respect of the products and services to be provided to

the Group by the CNPC Group, the products and services

shall be of good quality and the price of the products and

services shall be fair and reasonable and shall be no less

favourable than those (i) offered by the CNPC Group to

independent third parties; and (ii) offered by independent

third parties to the Group, for similar products and
services;
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– in respect of the products and services to be provided to

the CNPC Group by the Group, the products and services
shall be of good quality and the price of the products and

services shall be fair and reasonable and shall be no less

favourable than those (i) offered by the Group to

independent third parties; and (ii) offered by

independent third parties to the CNPC Group, for

similar products and services;

– the Group and the CNPC Group shall enter into

individual implementation agreements in relation to

each type of products and services setting out detailed

terms and conditions for the provision of such products

and services; and

– the Group and the CNPC Group agreed that all

transactions under the New Master Agreement shall be

conducted in accordance with the principles of orderly

competitions, and that high quality and reasonable cost

shall prevail. The Group and the CNPC Group also
agreed to purchase the products and services to be

provided by the other party, if the quality and relevant

general products and services are of same quality and

conditions.

Category (a) In respect of general products (other than crude oil):–

– adopt the government-prescribed price where available,

or if no government-prescribed prices are available, the

price (the “Relevant Market Price (a)”) shall not exceed
the best price among all the prices as offered by all the

independent third parties in the relevant market or nearby

market in the ordinary course of business (the “Best
Market Price (a)”). If the CNPC Group provides the

relevant general products to the Group at a price lower

than the Best Market Price (a) in such markets, such

lower price shall be the Relevant Market Price (a).

In respect of crude oil:–
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– the price shall be determined with reference to the

prevailing market price of similar grade crude oil in an
arm’s length transaction with reference to the trend of the

international oil prices. In 2016, the NDRC has published

the Administrative Measures for Oil Prices pursuant to

which the crude oil prices in the PRC shall be driven by

market prices. The trend of the international oil prices is

generally subject to various prevailing market conditions,

such as market supply and demand, and macroeconomic

conditions. The parties will take in account the

benchmark crude oil assessment, including the Brent

and West Texas Intermediate (WTI) benchmark prices, in

determining the pricing of the crude oil to be supplied

and purchased under the Continuing Connected

Transactions.

Category (b) In respect of general services:–

– adopt the government-prescribed price where available

(at present, there is no applicable government-prescribed
price available to the services, but the Company will

continue to pay close attention to the updates of the

relevant government-prescribed prices and adopt any

applicable government-prescribed price in the future (if

any)), or if no government-prescribed prices are

available, the price (the “Relevant Market Price (b)”)
shall not exceed the best price among all the prices as

offered by all the independent third parties in the relevant

market or nearby market in the ordinary course of

business (the “Best Market Price (b)”) (at present, this
applies to engineering and construction services,

production services, logistics support services, property

leasing services, amenities services, social and ancillary

services and entrustment management services etc.). If

the CNPC Group provides the relevant general services to

the Group at a price lower than the Best Market Price (b)

in such markets, such lower price shall be the Relevant

Market Price (b); and

In respect of financial services:–
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(a) the deposits to be placed by the Group with the CNPC

Group and loans to be provided to the Group by the
CNPC Group will bear interest rates which are no less

favorable than the prevailing rate as prescribed by the

PBoC and CBIRC and/or offered by the CNPC Group,

and will be on similar terms and conditions as would

apply to similar deposits and loans made by other

independent customers of the CNPC Group; and

(b) the fees and charges for other financial services and

products provided by the CNPC Group will be

determined by arm’s length basis negotiation between

the parties and based on normal commercial terms, and

shall not be higher than the rates applicable to other

independent customers of the CNPC Group.

Category (c) In respect of general products (other than crude oil):–

– adopt the government-prescribed price where available,

or if no government-prescribed prices are available, the
price (the “Relevant Market Price (c)”) shall not be

lower than the best price among all the prices as offered

by the Group to all the independent third parties in the

relevant market or nearby market in the ordinary course

of business (the “Best Market Price (c)”). If the CNPC

Group agrees to purchase from the Group the relevant

general products at a price higher than the Best Market

Price (c) in such markets, such higher price shall be the

Relevant Market Price (c).

In respect of crude oil:–
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– the price shall be determined by reference to the

prevailing market price of similar grade crude oil in an
arm’s length transaction with reference to the trend of the

international oil prices. In 2016, the NDRC has published

the Administrative Measures for Oil Prices pursuant to

which the crude oil prices in the PRC shall be driven by

market prices. The trend of the international oil prices is

generally subject to various prevailing conditions, such as

market supply and demand, and macroeconomic

conditions. The parties will take in account the

benchmark crude oil assessment, including the Brent

and West Texas Intermediate (WTI) benchmark prices, in

determining the pricing of the crude oil to be supplied

and purchased under the Continuing Connected

Transactions.

Category (d) In respect of general services:–

– adopt the government-prescribed price where available

(at present, this applies to part of the production services
such as natural gas pipeline transmission services, LNG

unloading, gasification and entrucking services), or if no

government-prescribed prices are available, the price (the

“Relevant Market Price (d)”) shall not be lower than

the best price among all the prices as offered by the

Group to all the independent third parties in the relevant

market or nearby market in the ordinary course of

business (the “Best Market Price (d)”) (at present, this
applies to production services, such as LNG processing

services, data management and filling services, asset

leasing, environmental sanitation, installation, repair and

upgrade of equipment, transportation and maintenance of

access roads services, logistics support services, lease

services and entrustment management services etc.). If

the CNPC Group agrees to engage the Group for the

relevant general services at a price higher than the Best

Market Price (d) in such markets, such higher price shall

be the Relevant Market Price (d).

With reference to the above table concerning the principal terms of the Continuing Connected

Transactions, we understand, in general, (i) in respect of general products and services other than crude oil,

the prices with connected parties shall be based on the government-prescribed price or market price which

shall be no less favourable than those with independent third parties, being the Relevant Market Prices; and

(ii) in respect of crude oil, the prices with connected parties shall be determined with reference to the

benchmark crude oil assessment, including the Brent and West Texas Intermediate (WTI) benchmark prices

(the “Oil Benchmarks”), in determining the pricing of the crude oil to be supplied and purchased under the
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Continuing Connected Transactions. We have reviewed several annual reports of Hong Kong listed

companies related to the oil and petroleum industry and we note that the Oil Benchmarks are quoted as
references in those reports, therefore we consider the Oil Benchmarks are recognised in the industry.

In respect of the internal control measures for the Continuing Connected Transactions, we note that

the Group will, include but not limited to, where applicable, (i) review the terms with independent third

parties and compare with the terms of each of the Continuing Connected Transactions to ensure that they are

no less favourable than those with independent third parties; and (ii) review the international oil prices,

including the Oil Benchmarks, in respect of crude oil transactions. In addition, the independent auditor of

the Company and the independent non-executive Directors have been and will continue to review the

Continuing Connected Transactions in accordance with the Listing Rules. Further details of the internal

control measures are set out in the letter from the Board in the Circular.

We have reviewed five sets of sample transaction documents in connection with each category of the

Continuing Connected Transactions. We understand that these reviewed transactions have adhered to the

principles of the aforementioned pricing bases, for instance, the pricing terms with the connected parties

were based on government-prescribed prices or were no less favourable than those with independent third

parties.

We also note from the annual reports of the Company for each of the two years ended 31 December
2019 that, in accordance with the Listing Rules, (i) the independent auditor of the Company, namely KPMG,

was engaged to report on the continuing connected transactions of the Group for each of the two years ended

31 December 2019 and the independent auditor of the Company issued its unqualified letters in respect of

such transactions; and (ii) the independent non-executive Directors have also reviewed the continuing

connected transactions of the Group for each of the two years ended 31 December 2019 and confirmed that

such transactions were, among other things, on normal commercial terms or better and on terms that are fair

and reasonable.

Having considered, in particular, (i) our review of the pricing terms of the Continuing Connected

Transactions, which shall primarily make reference to market prices which are no less favourable than those

with independent third parties; (ii) the internal control measures of the Group, particularly the review of the

terms with independent third parties to determine the Relevant Market Prices and to ensure the terms of each

of the Continuing Connected Transactions are no less favourable than those with independent third parties;

and (iii) the track record of compliance where the independent auditor of the Company and the independent

non-executive Directors had reviewed and will continue to review the continuing connected transactions of

the Group, we are of the view that (i) the Group has sufficient internal control measures for the Continuing

Connected Transactions; and (ii) the terms of the New Master Agreement and the transactions contemplated

thereunder and the Continuing Connected Transactions are fair and reasonable so far as the Independent
Shareholders are concerned.

3. Revised Annual Caps and Proposed Annual Caps

The following table sets out the actual transaction amounts of the Continuing Connected Transactions

for the year ended 31 December 2019 and the six months ended 30 June 2020 as well as the Revised Annual

Caps for the year ending 31 December 2020 and the Proposed Annual Caps for each of the three years

ending 31 December 2023 as extracted from the letter from the Board in the Circular.
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Actual transaction amounts Revised
Annual Caps
For the year

ending
31 December

2020

Proposed Annual Caps
For the year ending 31 December

For the year
ended

31 December
2019

For the six
months
ended

30 June
2020 2021 2022 2023

RMB million RMB million RMB million RMB million RMB million RMB million

Category (a) 35,821 27,599 78,575 97,639 117,757 141,641
Category (b) 9,410 2,017 13,433 14,290 15,237 16,466

Category (c) 5,653 2,036 Not revised 8,891 9,494 10,296

Category (d) 16,486 7,700 Not revised 18,975 19,385 19,763

(i) Revised Annual Caps and Proposed Annual Caps for Category (a)

In respect of Category (a), we have reviewed and are advised by the Management that the

historical actual transaction amount (i) was approximately RMB35,821 million, representing an

annual growth of approximately 9%, for the year ended 31 December 2019; and (ii) was

approximately RMB27,599 million, representing a year on year growth of approximately 78%, for the

six months ended 30 June 2020 (the “Achieved Actual Growth Rate (a)”). We are advised by the

Management that (i) the transactions under Category (a) are primarily related to the procurement of

natural gas; and (ii) the transaction amounts under Category (a) suffered from the adverse impacts of

the outbreak of the coronavirus in early 2020, which led to, among other things, the adverse impacts

on the industrial operations in the PRC and the reduction in demand of natural gas, but the historical

actual transaction amount under Category (a) still achieved substantial growth for the six months

ended 30 June 2020 due to the ongoing business expansion of the Group attributable to, among other

things, the implementation of the Retail Sales of Natural Gas Business Strategy, as set out in the
announcement of the Company dated 6 November 2018 and in the letter from the Board in the

Circular.

We note that (i) if the actual transaction amount for the year ended 31 December 2019 of

approximately RMB35,821 million increases at the Achieved Actual Growth Rate of Category (a) of

approximately 78%, the transaction amount for the year ending 31 December 2020 would be

approximately RMB63,761 million (the “2020 Base Amount (a)”); and (ii) the 2020 Base Amount

(a) represents approximately 81% Revised Annual Cap for the year ending 31 December 2020. We

have discussed with and are advised by the Management that the 2020 Base Amount (a) and the

buffer between the 2020 Base Amount (a) and the Revised Annual Cap for the year ending 31

December 2020 are acceptable assumptions given (i) the ongoing business expansion of the Group as

evidenced in the Achieved Actual Growth Rate (a); (ii) the possible further acquisitions of natural gas

companies in addition to the recent acquisition of equity interests in more than 70 natural gas

companies since the beginning of 2019, including but not limited to the 17 companies as disclosed in

the announcement of the Company dated 16 October 2019 (the “Possible Further Acquisitions”);
and (iii) the possible recovery and the prospects of the natural gas industry in the PRC from the

second half 2020 following the outbreak of the coronavirus.
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Accordingly, we have also reviewed information in respect of the general economy and the

natural gas industry in the PRC, in particular, (i) the economic information in the report titled World

Economic Outlook Update dated June 2020 published by the International Monetary Fund (國際貨幣
基金組織), which is an organisation of 189 countries (the “IMF Economy Report”); (ii) the industry
information published by the PRC government authorities; and (iii) the industry information in the

report titled Gas 2020 dated June 2020 published by the International Energy Agency (國際能源署),

which is an autonomous inter-governmental organisation, with 30 member countries and eight

association countries (the “Gas Industry Report”).

The following chart illustrates the estimated recovery of the general economy of the PRC

based on the IMF Economy Report.

Quarterly gross domestic product of the PRC (2019-2021)
(with 2019Q1 as base of 100.0)

 

100.0
101.4

102.9
104.4

93.2

104.1

106.5

109.0
109.9

110.9
112.2

113.7

90.0

95.0

100.0

105.0

110.0

115.0

20
19

:Q
1

20
19

:Q
2

20
19

:Q
3

20
19

:Q
4

20
20

:Q
1

20
20

:Q
2

20
20

:Q
3

20
20

:Q
4

20
21

:Q
1

20
21

:Q
2

20
21

:Q
3

20
21

:Q
4

Source: the IMF Economy Report

With reference to the above chart, we note that the general economy of the PRC is expected to

recover after the first quarter of 2020 (the “PRC Economic Recovery”). According to the IMF

Economy Report, the recovery from the sharp contraction in the PRC in the first quarter is underway,

supported in part by policy stimulus.

The following chart illustrates the consumption of natural gas in the PRC from 2013 to 2019,

based on statistics published by the National Development and Reform Commission of the PRC (中國
國家發展和改革委員會).
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Consumption of natural gas in the PRC (2013 – 2019)
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With reference to the above chart, we note that the consumption of natural gas in the PRC

increased from approximately 193 billion cubic metres in 2015 to approximately 307 billion cubic

metres in 2019, representing a compound annual growth rate of approximately 12% during the period

(the “Historical PRC Industry Growth Rate”). We also note that the growth of the consumption of

natural gas for the six months ended 30 June 2020 slowed down to a year on year growth of
approximately 4%, under the impacts of the coronavirus. According to the Gas Industry Report, (i)

when the dust settles after the 2020 coronavirus crisis, the PRC will be in a strong position to return

to a trajectory of rapid growth between 2019 and 2025 (the “PRC Industry Recovery”), where such
growth is expected to be driven by factors including (i) the recovery led by the industrial sector due

to, among other things, the continuing policy driven conversion of small coal-fired industry boilers to

mitigate air pollution; (ii) the growth from the residential and commercial sectors, attributable to

continuing urbanization and coal-to-gas conversions; and (iii) the demand increase in the transport

sector, attributable to the expanding fleet of LNG-fueled trucks.

We note that the Proposed Annual Caps for each of the three years ending 31 December 2023

represents an annual growth of approximately 24%, 21% and 20%, respectively. We are advised by

the Management that such growth rates have taken into account, among other factors, the historical

annual growth rates of the natural gas sales volume of the Group, which were approximately 17% and

27% for each of the two years ended 31 December 2018 and 2019, respectively (the “Gas Business
Growth”) and the prospects of the natural gas industry in the PRC.

Taking into account, in particular, (i) the Achieved Actual Growth Rate of Category (a) of

approximately 78% for the six months ended 30 June 2020; (ii) the 2020 Base Amount (a) represents
approximately 81% of the Revised Annual Cap for the year ending 31 December 2020, where the

2020 Base Amount (a) and the buffer are acceptable assumptions in view of the impact of the

coronavirus in the first half of 2020, the continuous business expansion of the Group, the Possible

Further Acquisitions and the PRC Industry Recovery; and (iii) the growth rates of the Proposed

Annual Caps for each of the three years ending 31 December 2023 are acceptable in view of the Gas
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Business Growth, the PRC Economic Recovery and the PRC Industry Recovery, we consider the

Revised Annual Cap and the Proposed Annual Caps for Category (a) to be fair and reasonable so far
as the Independent Shareholders are concerned.

(ii) Revised Annual Caps and Proposed Annual Caps for Category (b)

In respect of Category (b), we have reviewed and are advised by the Management that the two

types of service transactions include (i) industrial services, primarily being construction and

engineering services related to natural gas (the “Industrial Services”); and (ii) financial services,

primarily being cash depository services and money lending services (the “Financial Services”),
where their amounts are set out in the following table as advised by the Management:

Actual transaction amounts Revised
Annual Caps
For the year

ending
31 December

2020

Proposed Annual Caps
For the year ending 31 December

For the year
ended

31 December
2019

For the six
months
ended

30 June
2020 2021 2022 2023

RMB million RMB million RMB million RMB million RMB million RMB million

Industrial Services 8,410 1,521 9,980 10,346 10,802 11,540

Financial Services

– Deposit

services(1) 156 154 2,437 2,828 3,219 3,610

– Loan services(2) 844 342 1,000 1,100 1,200 1,300

– Others – – 16(3) 16 16 16

Total 9,410 2,017 13,433 14,290 15,237 16,466

Notes:

1. The figures represent the maximum daily outstanding balance of deposits (including interests thereon).

2. The figures represent the interest amount of loans.

3. The figure is an Existing Annual Cap and is not revised.

We are advised by the Management that the historical actual transaction amount of the

Industrial Services (i) was approximately RMB8,410 million, representing an annual growth of

approximately 152%, for the year ended 31 December 2019 (the “Achieved Actual Growth Rate
(b)”); and (ii) was approximately RMB1,521 million, representing a year on year increase of
approximately 1%, for the six months ended 30 June 2020, despite the impact of the coronavirus,

which had led to adverse impacts on construction and engineering works in the PRC.
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We are also advised by the Management that, in respect of the Industrial Services, (i) the

transactions are more likely to take place in the second half of the year given, among other factors,
the tendency of a higher demand of construction and engineering services in preparation of the higher

need of natural gas in winter for the colder weather; (ii) the historical actual transaction amount in the

second half of 2019 accounted for approximately 82% of the total amount for the year ended 31

December 2019; (iii) if the transaction amount in the second half of 2020 maintains at the level of

that in the second half of 2019, the sum of the actual transaction amount in the first half of 2020 and

the second half of 2019 results in an amount of approximately RMB8,426 million for the year ending

31 December 2020 (the “2020 Base Amount (b)”); and (iv) the 2020 Base Amount (b) represents

approximately 84% of the Revised Annual Cap of RMB9,980 million for the year ending 31

December 2020. We have further discussed with and are advised by the Management the aforesaid

2020 Base Amount (b) and the buffer between the 2020 Base Amount (b) and the Revised Annual

Cap for the year ending 31 December 2020 are acceptable assumptions given (i) the ongoing business

expansion of the Group as disclosed in the letter from the Board in the Circular and as evidenced in

the Achieved Actual Growth Rate (b); (ii) the Possible Further Acquisitions; and (iii) the possible

recovery and the prospects of the natural gas industry in the PRC from the second half 2020

following the outbreak of the coronavirus.

We note that the Proposed Annual Cap of the Industrial Services for each of the three years

ending 31 December 2023 represents an annual growth of approximately 4%, 4% and 7% as
compared with that for the preceding year, respectively. We are advised by the Management that such

growth rates have taken into account, among other factors, the Historical PRC Industry Growth Rate

of approximately 12% and the prudence estimation of future growth.

In respect of the Financial Services, we note that the transaction amounts under the Revised

Annual Cap and the Proposed Annual Cap primarily relate to deposit services. We have discussed

with and are advised by the Management that the annual caps for the deposit services are at

acceptable levels given (i) the Group can earn deposit interests at rates no less favourable than those

offered by independent third parties; (ii) the annual caps of the deposit services for each of the four

years ending 31 December 2023 represents approximately 12%, 14%, 16% and 17% of the cash and

cash equivalents of the Group as at 30 June 2020 of approximately RMB20,698 million, respectively;

(iii) the annual caps of the deposit services for each of the four years ending 31 December 2023

represents approximately 2%, 2%, 2% and 2% of the total assets of the Group as at 30 June 2020 of

approximately RMB151,480 million, respectively; (iv) the net profit attributable to owners of the

Company amounted to approximately RMB5,551 million for the year ended 31 December 2019 and

the ongoing business expansion of the Group; and (v) the deposits under the Financial Services will

be primarily placed at CNPC Finance, where its controlling shareholder is CNPC (i.e. the controlling

shareholder of the Company), which is a state-authorised investment corporation and state-owned
enterprise. In addition, we note from the latest annual report of CNPC Finance and also from the

letter from the Board in the Circular that (i) CNPC Finance is under the supervision of the CBIRC as

a major domestic non-bank financial institution and has achieved the regulatory requirements as

determined by regulatory indicators over the years; and (ii) CNPC Finance had total assets of

approximately RMB490,453 million as at 31 December 2019 and achieved an operating income of

approximately RMB9,672 million and a net profit of approximately RMB7,926 million for the year

ended 31 December 2019, occupying a leading position among domestic counterparts. We have also

discussed with and are advised by the Management that the annual caps for the loan services are at
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acceptable levels given (i) the Group can draw borrowings at rates no less favourable than those

offered by independent third parties; (ii) the historical actual transaction amounts for the loan services
was approximately RMB946 million, RMB1,022 million and RMB844 million for each of the three

years ended 31 December 2019, respectively; and (iii) the potential need of further borrowings to

support the ongoing business development and the Possible Further Acquisitions of the Group. We

have further discussed with and are advised by the Management that the annual caps for other

financial services, which are insignificant as compared with those of the deposit services and loan

services, are necessary and are at acceptable levels given, apart from deposit services and loan

services, the Group may also be provided with guarantee services, entrustment services and other

types of financial services.

Taking into account, in particular, (i) in respect of the Industrial Services, the 2020 Base

Amount (b) represents approximately 84% of the Revised Annual Cap of RMB9,980 million for the

year ending 31 December 2020; (ii) the 2020 Base Amount (b) and the buffer between the 2020 Base

Amount (b) and the Revised Annual Cap for the year ending 31 December 2020 are acceptable

assumptions in view of the ongoing business expansion of the Group as evidenced in the Achieved

Actual Growth Rate, the Possible Further Acquisitions and the possible recovery with reference to the

PRC Economic Recovery and the PRC Industry Recovery; (iii) the growth of the Proposed Annual

Caps of the Industrial Services for the years ending 31 December 2021, 2022 and 2023 has taken into

account the Historical PRC Industry Growth Rate and the prudence estimation of future growth; and
(iv) the annual caps of the Financial Services are at acceptable levels, we consider the Revised

Annual Cap and the Proposed Annual Caps for Category (b) to be fair and reasonable so far as the

Independent Shareholders are concerned.

(iii) Proposed Annual Caps for Category (c)

In respect of Category (c), we have reviewed and are advised by the that the historical actual

transaction amount (i) was approximately RMB5,653 million, representing an annual growth of

approximately 26%, for the year ended 31 December 2019 (the “Achieved Actual Growth Rate
(c)”); and (ii) was approximately RMB2,036 million, representing a slight year on year decrease of

approximately 4%, for the six months ended 30 June 2020.

We are advised by the that (i) the transactions under Category (c) are primarily related to the

sales of natural gas; (ii) the transaction amounts under Category (c) suffered from the adverse impacts

of the outbreak of the coronavirus in early 2020, which led to, among other things, the adverse

impacts on the industrial operations in the PRC and the reduction in demand of natural gas; and (iii)

recovery is expected to take place in the second half of 2020.

We note that (i) if the transaction amount for the year ending 31 December 2020 recovers to at

least the actual transaction amount for the year ended 31 December 2019 of approximately

RMB5,653 million and then grow at the Achieved Actual Growth Rate (c) to approximately

RMB7,123 million (the “2021 Base Amount (c)”), the 2021 Base Amount (c) represents

approximately 80% of the Revised Annual Cap for the year ending 31 December 2021. We have

discussed with and are advised by the that the 2021 Base Amount (c) and the buffer between the 2021

Base Amount (c) and the Proposed Annual Cap for the year ending 31 December 2021 are acceptable

assumptions given (i) the ongoing business expansion of the Group as disclosed in the letter from the
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Board in the Circular and as evidenced in the Achieved Actual Growth Rate (c); (ii) the Possible

Further Acquisitions; and (iii) the possible recovery and the prospects of the natural gas industry in
the PRC from the second half 2020 following the outbreak of the coronavirus.

We note that the Proposed Annual Caps for each of the two years ending 2022 and 2023

represents an annual growth of approximately 7% and 8% as compared with that for the preceding

year, respectively. We are advised by the that such growth rates have taken into account, among other

factors, the Historical PRC Industry Growth Rate of approximately 12% and the prudence estimation

of future growth.

Taking into account, in particular, (i) the 2021 Base Amount (c) represents approximately 80%

of the Proposed Annual Cap for the year ending 31 December 2021, where the 2021 Base Amount (c)

and the buffer are acceptable assumptions in view of the ongoing business expansion of the Group as

evidenced in the Achieved Actual Growth Rate (c), the Possible Further Acquisitions and the possible

recovery with reference to the PRC Economic Recovery and the PRC Industry Recovery; and (ii) the

growth rates of the Proposed Annual Caps for each of the two years ending 31 December 2022 and

2023 have taken into account the Historical PRC Industry Growth Rate and the prudence estimation

of future growth, we consider the Proposed Annual Caps for Category (c) to be fair and reasonable so

far as the Independent Shareholders are concerned.

(iv) Proposed Annual Caps for Category (d)

In respect of Category (d), we have reviewed and are advised by the Management that the

historical actual transaction amount (i) was approximately RMB16,486 million, representing an

annual growth of approximately 3%, for the year ended 31 December 2019 (the “Achieved Actual
Growth Rate (d)”); and (ii) was approximately RMB7,700 million, representing a slight year on year

decrease of approximately 4%, for the six months ended 30 June 2020.

We are advised by the Management that (i) the transactions under Category (d) are primarily

related to the provision of natural gas related services, such as the processing, unloading, gasification,

entrucking and transmission of natural gas; (ii) the transaction amounts under Category (d) suffered

from the adverse impacts of the outbreak of the coronavirus in early 2020, which led to, among other

things, the adverse impacts on the industrial operations in the PRC and the reduction in demand of

natural gas related services; and (iii) recovery is expected to take place in the second half of 2020.

We note that (i) if the transaction amount for the year ending 31 December 2020 recovers to at

least the actual transaction amount for the year ended 31 December 2019 of approximately

RMB16,486 million and then grow at the Achieved Actual Growth Rate (d) to approximately
RMB16,981 million (the “2021 Base Amount (d)”), the 2021 Base Amount (d) represents

approximately 89% of the Revised Annual Cap for the year ending 31 December 2021. We have

discussed with and are advised by the Management that the 2021 Base Amount (d) and the buffer

between the 2021 Base Amount (d) and the Proposed Annual Cap for the year ending 31 December

2021 are acceptable assumptions given (i) the ongoing business expansion of the Group as disclosed

in the letter from the Board in the Circular and as evidenced in the Achieved Actual Growth Rate (d);

(ii) the Possible Further Acquisitions; and (iii) the possible recovery and the prospects of the natural

gas industry in the PRC from the second half 2020 following the outbreak of the coronavirus.
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We note that the Proposed Annual Caps for each of the two years ending 31 December 2023

represents an annual growth of approximately 2% and 2% as compared with that for the preceding
year, respectively. We are advised by the Management that such growth rates have taken into

account, among other factors, the Achieved Actual Growth Rate (d) of approximately 4% and the

prudence estimation of future growth.

Taking into account, in particular, (i) the 2021 Base Amount (d) represents approximately 89%

of the Revised Annual Cap for the year ending 31 December 2021, where the 2020 Base Amount (d)

and the buffer are acceptable assumptions in view of the ongoing business expansion of the Group as

evidenced in the Achieved Actual Growth Rate (d), the Possible Further Acquisitions and the possible

recovery with reference to the PRC Economic Recovery and the PRC Industry Recovery; and (ii) the

growth rates of the Proposed Annual Caps for each of the two years ending 31 December 2023 have

taken into account the Achieved Actual Growth Rate (d) and the prudence estimation of future

growth, we consider the Proposed Annual Caps for Category (d) to be fair and reasonable so far as

the Independent Shareholders are concerned.

RECOMMENDATION

Having considered the above principal factors and reasons, we are of the opinion that the entering

into of the New Master Agreement and the transactions contemplated thereunder and the Continuing
Connected Transactions are conducted in the ordinary and usual course of business of the Group and are in

the interests of the Company and the Shareholders as a whole. We are also of the opinion that the terms of

the New Master Agreement and the transactions contemplated thereunder and the Continuing Connected

Transactions are on normal commercial terms and, together with the bases of determining the Revised

Annual Caps and the Proposed Annual Caps, are fair and reasonable so far as the Independent Shareholders

are concerned. Accordingly, we advise the Independent Board Committee to recommend, and we ourselves

advise, the Independent Shareholders to vote in favour of the ordinary resolutions to approve the Revised

Annual Caps, the New Master Agreement and the transactions contemplated thereunder, the Continuing

Connected Transactions and the Proposed Annual Caps at the SGM.

Yours faithfully,

For and on behalf of

First Shanghai Capital Limited
Nicholas Cheng

Director

Note: Mr. Nicholas Cheng has been the Responsible Officer of Type 6 (advising on corporate finance) regulated activity

under the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong), and has extensive experience in

corporate finance industry. He has been participating in the provision of independent financial advisory services for,

and completed, numerous connected transactions involving listed companies in Hong Kong.
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1. RESPONSIBILITY STATEMENT

This circular, for which the Directors collectively and individually accept full responsibility, includes

the particulars given in compliance with the Listing Rules for the purpose of giving information with regard

to the Company. The Directors, having made all reasonable enquiries, confirm that to the best of their

knowledge and belief, the information contained in this circular is accurate and complete in all material

respects and not misleading or deceptive, and there are no other matters the omission of which would make

any statement herein or this circular misleading.

2. DIRECTORS’ INTERESTS

2.1 Interests in the Company

Save as disclosed in this circular, as at the Latest Practicable Date, none of the Directors, the

chief executive of the Company nor their associates, had any interests or short positions in the shares,

underlying shares and debentures of the Company or any associated corporations (within the meaning

of Part XV of the SFO) which (a) were required to be notified to the Company and the Stock

Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including interests or short positions

which any such Director or the chief executive of the Company is taken or deemed to have under

such provisions of the SFO); or which (b) were required, pursuant to section 352 of the SFO, to be
entered in the register maintained by the Company; or which (c) were required, pursuant to the Model

Code for Securities Transactions by Directors of Listed Companies contained in the Listing Rules, to

be notified to the Company or the Stock Exchange, and none of the Directors, nor their spouse or

children under the age of 18, had any right to subscribe for securities of the Company, or had

exercised any such right since 31 December 2019 (being the date of the Company’s latest published

audited accounts).

2.2 Competing Business

Save as otherwise disclosed in this circular, as at the Latest Practicable Date, none of the

Directors and their respective associates had any interest in a businesses which competes or may

compete with the businesses of the Group (as would be required to be disclosed under Rule 8.10 of

the Listing Rules if each of them were a controlling shareholder).

2.3 Additional Disclosure of Interest

There was no contract or arrangement subsisting as at the Latest Practicable Date, in which

any of the Directors was materially interested and which was significant in relation to the businesses
of the Group.

Save as disclosed herein, none of the Directors, directly or indirectly, has had any interest in

any assets which had since 31 December 2019 (being the date to which the latest published audited

financial statements of the Company were made up) been acquired or disposed of by or leased to any

member of the Group, or were proposed to be acquired or disposed of by or leased to any member of

the Group.
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3. SUBSTANTIAL SHAREHOLDERS

As at the Latest Practicable Date, the register of substantial shareholders maintained under section

336 of the SFO, showed that the Company has been notified of the following interests, being 5% or more of

the Company’s issued share capital. These interests are in addition to those disclosed above in respect of the

Directors and the chief executive of the Company.

Name
Number of Shares

Percentage of the
total number of
Shares in issue

Direct Interest Indirect Interest

PetroChina Hong Kong Ltd. (“PetroChina
Hong Kong”) (1) 4,708,302,133 (L) – 54.38%

PetroChina Company Limited

(“PetroChina”) (1) – 4,708,302,133 (L) 54.38%

Fairy King Investments Ltd. (2) 277,432,000 (L) – 3.20%

CNPC International Ltd. (“CNPCI”) (2) – 277,432,000 (L) 3.20%

China National Oil and Gas Exploration and

Development Corporation (“CNODC”) (2) – 277,432,000 (L) 3.20%
China National Petroleum Corporation

(“CNPC”) (1)(2) – 4,985,734,133 (L) 57.58%

Notes:

(1) PetroChina Hong Kong is wholly-owned by PetroChina, which is in turn owned as to 80.80% by CNPC.

Accordingly, CNPC is deemed to have interest in the 4,708,302,133 (L) shares held by PetroChina Hong Kong.

(2) Based on the Disclosure of Interests Online (DION) System of the Stock Exchange, Fairy King Investments

Ltd. is a wholly-owned subsidiary of CNPCI, which in turn is wholly-owned by CNODC, which is in turn

owned as to 100.00% by CNPC. Accordingly, CNPC is deemed to have interest in the 277,432,000 (L) shares

held by Fairy King Investments Ltd.

Save as disclosed above, as at the Latest Practicable Date, the Directors and the chief executive of the

Company were not aware of any person (other than a Director or chief executive of the Company) who had

any interest or short position in the Shares or underlying Shares of the Company which would fall to be

disclosed to the Company under Divisions 2 and 3 of Part XV of the SFO.

As at the Latest Practicable Date, the Directors and the chief executive of the Company were not

aware of any person (other than a Director or chief executive of the Company) who was, directly or

indirectly, interested in 10% or more of the nominal value of any class of share capital carrying rights to

vote in all circumstances at general meetings of any other member of the Group, or any options in respect of
such capital.
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4. SERVICE CONTRACTS

As at the Latest Practicable Date, none of the Directors or proposed directors had any existing service

contract or proposed service contract with the Company or any of its subsidiaries (excluding contracts

expiring or determinable by the employer within one year without payment of compensation (other than

statutory compensation)).

5. MATERIAL ADVERSE CHANGE

The Directors were not aware of any material adverse change in the financial or trading position of

the Group since 31 December 2019 (being the date to which the latest published audited financial statements

of the Company have been made up) and up to the Latest Practicable Date.

6. QUALIFICATION AND CONSENT OF EXPERT

First Shanghai is a licensed corporation licensed to carry out Type 6 (advising on corporate finance)

regulated activity as defined under the SFO. First Shanghai has given and has not withdrawn its written

consent to the issue of this circular with its letter included in the form and context in which it is included.

As at the Latest Practicable Date, First Shanghai did not have any shareholding in any member of the Group

nor did they have any right (whether legally enforceable or not) to subscribe for securities in any member of
the Group. First Shanghai did not, directly or indirectly, have any interest in any assets which had since 31

December 2019 (being the date to which the latest published audited financial statements of the Company

were made up) been acquired or disposed of by or leased to any member of the Group, or are proposed to be

acquired or disposed of by or leased to any member of the Group.

7. MISCELLANEOUS

(a) The company secretary of the Company is Mr. Cheng Cheng. Mr. Cheng Cheng was appointed

as the Company Secretary in July 2016. He served as an executive Director from June 2004 to

May 2016 and is currently the deputy general manager of the Company.

(b) The registered office of the Company is at Clarendon House, 2 Church Street, Hamilton

HM11, Bermuda.

(c) The Hong Kong branch share registrar and transfer office of the Company is Tricor Secretaries

Limited at Level 54, Hopewell Centre, 183 Queen’s Road East, Hong Kong.

(d) All references to times in this circular refer to Hong Kong times.

(e) The English text of this circular shall prevail over the Chinese text, in case of any

inconsistency.

- 65 -

APPENDIX GENERAL INFORMATION



8. DOCUMENTS AVAILABLE FOR INSPECTION

Copies of the following documents will be available for inspection during business hours at the

principal place of business of the Company in Hong Kong at 39th Floor, 118 Connaught Road West, Hong

Kong from the date of this circular up to and including 18 October 2020:

(i) the Existing Master Agreement;

(ii) the New Master Agreement;

(iii) the Leng Jiapu Entrustment Contract;

(iv) the Liaohe Contract;

(v) the “Letter from the Independent Board Committee” as set out in this circular;

(vi) the “Letter from First Shanghai” as set out in this circular;

(vii) the written consent of First Shanghai referred to in the section headed “General Information –

Qualification and Consent of Expert” in this circular; and

(viii) this circular.
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KUNLUN ENERGY COMPANY LIMITED
(incorporated in Bermuda with limited liability)

(Stock Code: 00135.HK)

NOTICE OF SPECIAL GENERAL MEETING

NOTICE IS HEREBY GIVEN that the special general meeting (“SGM”) of Kunlun Energy

Company Limited (the “Company”) will be held at Rooms 1, 3 & 4, 10th Floor, United Centre, 95

Queensway, Admiralty, Hong Kong on 27 October 2020, Tuesday at 11 a.m. for the purpose of considering

and, if thought fit, passing with or without modifications, the following resolutions as ordinary resolutions:

1. To consider and approve the resolution in relation to the Revised Annual Caps for the

Continuing Connected Transactions in 2020, in particular:

(a) the Revised Annual Caps for the Continuing Connected Transactions in 2020 be and are

hereby approved; and

(b) any one director of the Company to do any acts and things deemed by him to be

necessary or expedient in order to give effect to and implement the Revised Annual

Caps for the Continuing Connected Transaction in 2020.

2. To consider and approve the resolution in relation to the Continuing Connected Transactions

for the three years ending 31 December 2023 and relevant authorisations, in particular:

(a) the entering into of the New Master Agreement and the transactions contemplated

thereunder be and is hereby approved, ratified and confirmed;

(b) the Continuing Connected Transactions under Categories (a), (b), (c) and (d) be and are

hereby approved;

(c) the Proposed Annual Caps for the Non-Exempt Continuing Connected Transactions for

the three years ending 31 December 2023 be and are hereby approved; and

(d) any one director (if execution under the common seal of the Company is required, any

two directors) of the Company be and is/are hereby authorised for and on behalf of the

Company to sign, and where required, to affix the common seal of the Company to any

documents, instruments or agreements, and to do any acts and things deemed by him to

be necessary or expedient in order to give effect to and implement the Continuing

Connected Transaction under Categories (a), (b), (c) and (d) and the Proposed Annual

Caps for the Non-Exempt Continuing Connected Transactions for the three years ending

31 December 2023.
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CLOSURE OF THE COMPANY’S REGISTER OF MEMBERS

For the purposes of determining the Independent Shareholders’ eligibility to attend and vote at the

SGM, the register of members of the Company will be closed from 21 October 2020 (Wednesday) to 27

October 2020 (Tuesday) (both days inclusive), during which period no transfer of Shares of the Company

will be registered. The record date for entitlement to attend and vote at the SGM is on 27 October 2020,

Tuesday. To be eligible to attend and vote at the SGM, all properly completed transfer forms accompanied

by the relevant share certificates must be lodged for registration with the Company’s branch registrar in

Hong Kong, Tricor Secretaries Limited, at Level 54, Hopewell Centre, 183 Queen’s Road East, Hong Kong

no later than 4:30 p.m. on 20 October 2020 (Tuesday).

By Order of the Board

Cheng Cheng
Company Secretary

Hong Kong, 5 October 2020

Notes:

1. Unless otherwise defined, capitalized terms used in this notice shall have the same meanings as those defined in the

circular of the Company dated 5 October 2020 relating to, among other things, the Revised Annual Caps, the New

Master Agreement and the Proposed Annual Caps.

2. At the SGM, the Chairman of the Meeting will put each of the above resolution to the vote by way of a poll. On a poll,

every Shareholder who is present in person or by proxy shall have one vote for every Share of which he is the holder.

3. A member entitled to attend and vote at the meeting is entitled to appoint one or more proxies to attend and vote in his/

her stead. A proxy need not be a member of the Company. Completion and return of the proxy form will not
preclude a member from attending and voting in person at the meeting or any adjourned meeting should he so
wish.

4. To be valid, the proxy form, together with a power of attorney or other authority (if any) under which it is signed or a

notarially certified copy of such power of attorney or authority, must be deposited at the Company’s principal office at

39th Floor, 118 Connaught Road West, Hong Kong or the Company’s branch registrar in Hong Kong, Tricor

Secretaries Limited, at Level 54, Hopewell Centre, 183 Queen’s Road East, Hong Kong not less than 48 hours before

the time appointed for holding the meeting or adjourned meeting (as the case may be). The form of proxy must be

completed strictly in accordance with the instructions set out therein.

5. CNPC and its associates (including PetroChina) will abstain from voting in respect of the resolution set out above.

As at the date of this notice, the Board comprises Mr. Ling Xiao as the Chairman and Executive

Director, Mr. Zhao Yongqi as the Chief Executive Officer and Executive Director, Mr. Zhou Yuanhong as

Executive Director, Mr. Miao Yong as Chief Financial Officer and Executive Director, and Dr. Liu Xiao

Feng, Mr. Sun Partick and Mr. Tsang Yok Sing Jasper as Independent Non-Executive Directors.
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