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PRELIMINARY ANALYSIS OF THE POTENTIAL IMPACTS

OF THE NDRC NOTICE ON OUR TRADING PERFORMANCE

This announcement is made by AAG Energy Holdings Limited (the ‘‘Company’’) relating to

preliminary analysis of the potential impacts of the NDRC Notice on our trading

performance.

The National Development and Reform Commission of the People’s Republic of China

(‘‘NDRC’’), on 18 November 2015, published a notice in connection with lowering the city-

gate prices of non-residential natural gas and further deepening reform towards a more

market driven natural gas pricing system (《國家發展改革委關於降低非居民用天然氣門站

價格並進一步推進價格市場化改革的通知》) (Fa Gai Jia Ge [2015] No.2688) (發改價
格[2015]2688號) (the ‘‘Notice’’).

According to the Notice, the benchmark city-gate prices of natural gas for non-residential

users will be lowered by RMB0.7/cubic meter effective on 20 November 2015. The city-gate

prices announced by the NDRC is a benchmark price instead of previous capped price,

which allows greater negotiation over natural gas prices between buyers and sellers.

According to the Notice, the non-residential gas suppliers may charge up to 20% more than

the benchmark city-gate prices based on supply of and demand for the natural gas. In

addition, the NDRC also confirms that in next two to three years, all non-residential gas will

be traded on an open and transparent platform, namely Shanghai Petroleum & Gas

Exchange. These policies are aimed at further liberalizing the price setting scheme of the

natural gas prices, and as a result, encouraging natural gas consumption and general

adoption of cleaner energy in China. In return, the increasing gas demand will support a

robust gas price in China compared to prices in other markets globally.
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The Company expects that the results of operations will be affected by fluctuations in

natural gas prices in light of the Notice. However, given that the Notice applies only to the

prices of natural gas consumed by non-residential users, whereas the end-users of customers

of the Company comprise of residential and non-residential users, the Company currently

expects that the impact on our weighted average prices of coalbed methane (‘‘CBM’’)

produced by the Company will be around RMB0.40 to RMB0.45/cubic meter. In light of

this Notice, the Company has proactively begun liaising with the customers of the Company

on the selling price of CBM. As it takes time to negotiate and reach agreement with each

customer on the price adjustment, the revised selling price is not expected to become

effective until January 2016. Therefore, the Notice and the expected price adjustment will

not have any material adverse impact on the Company’s business and results of operations

for the year ending 31 December 2015. The Company will further assess the impact of price

adjustment as stated in the Notice on the Company after the price adjustment is agreed with

our customers and will make further announcement(s) to update prospective investors and

the market as and when necessary.

Despite the fluctuations of gas prices, as the increasing gas demand will ensure sales of

significantly increasing production, as a low-cost producer of CBM, the Company believes

that our margins will remain at a competitive level relative to our peers. Furthermore, the

Company expects that this market driven approach of natural gas pricing may spike the

demand for natural gas and will benefit the upstream development of natural gas and CBM

in the long term as the Company continues to further develop the Panzhuang and Mabi

operations.
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