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CHARACTERISTICS OF THE GROWTH
ENTERPRISE MARKET (“GEM”) OF THE
STOCK EXCHANGE OF HONG KONG LIMITED
(THE “STOCK EXCHANGE”)

GEM has been positioned as a market
designed to accommodate companies to
which a higher investment risk may be
attached than other companies listed on the
Stock Exchange. Prospective investors should
be aware of the potential risks of investing in
such companies and should make the
decision to invest only after due and careful
consideration. The greater risk profile and
other characteristics of GEM mean that it is a
market more suited to professional and other
sophisticated investors.

Given the emerging nature of companies
listed on GEM, there is a risk that securities
traded on GEM may be more susceptible to
high market volatility than securities traded
on the Main Board of the Stock Exchange and
no assurance is given that there will be a liquid
market in the securities traded on GEM.

Hong Kong Exchanges and Clearing Limited and
the Stock Exchange take no responsibility for the
contents of this report, make no representation as
to its accuracy or completeness and expressly
disclaim any liability whatsoever for any loss
howsoever arising from or in reliance upon the
whole or any part of the contents of this report.

This report, for which the directors (the “Directors”)
of China CBM Group Company Limited (the
“Company’”) collectively and individually accept full
responsibility, includes particulars given in
compliance with the Rules Governing the Listing
of Securities on GEM of the Stock Exchange (the
“GEM 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 report is
accurate and complete in all material respects and
not misleading or deceptive, and that there are no
other matters the omission of which would make
any statement herein or this report misleading.

This report will remain on the “Latest Company
Announcements” page of the GEM website at
www.hkgem.com for at least seven days from the
date of its publication.
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FINANCIAL HIGHLIGHTS
MBRE

Turnover of the Company together with its
subsidiaries (collectively the “Group”) for the
nine months ended 30 September 2014 was
approximately RMB189,149,000,
representing an increase of approximately
56.38% as compared with the corresponding
period in the previous financial year.

The Group realised a loss of approximately
RMB54,563,000 for the nine months ended
30 September 2014.

Loss per share of the Company was
approximately RMB4.83 cents for the nine
months ended 30 September 2014.

The board of Directors (the “Board”) does
not recommend the payment of any dividend
for the nine months ended 30 September
2014.
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CONDENSED CONSOLIDATED RESULTS

FE% HH ll‘/_\ é % :%E

The unaudited consolidated results of the Group
for the three months ended 30 September 2014
(the “Quarter”) and the nine months ended 30
September 2014 (the “Review Period”), together
with the unaudited comparative figures for the
corresponding periods in 2013, respectively were
as follows:

(Unless otherwise stated, all financial figures in this
quarterly report are denominated in Renminbi
(“RMB”)
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CONDENSED CONSOLIDATED INCOME STATEMENT
BL =€ E

Quarter ended Nine months ended
30 September 30 September
BEAAZTRL BEAA=TAL
FE A
2014 2013 2014 2013
ZE-mE | —%-=fF | ZE-mF | —T-=F
Note RMB’000 RMB'000 RMB’000 RMB'000
i ARETR | AR%ETR | AR%TR | ARETR
(unaudited) | (unaudited) § (unaudited) | (unaudited)
(REER) | CREER) | (KEBR) | (REER)
(restated) (restated)
(87) (87)
Turnover =4 2 76,619 44,660 189,149 120,955
Cost of sales HEKA (70,465) (51,848) |  (193,130)]  (139,472)
Gross profit/{oss) £/ (£8) 6,154 (7,189) (3,981) (18,517)
Other revenue Etolog RFWA
and net income 2 2 1 33 1,275
Distrioution costs DHEMA (2,061) (1,984) (4,417) (4,636)
Administrative and other  {TH R E A 253
operating expenses (11,566) (8,414) (34,380) (30,919)
Finance costs HHER (2,882) (4,906) (13,005) (13,805)
Loss before income tax ~~ BRFTSRAIE R (10,353) (22,491) (55,750) (66,602)
Income tax FrsH 3 572 1,155 1,187 2,592
Loss for the period HHEE (9,781) (21,336) (54,563) (64,010)
Attributable to: TR -
Equity shareholders ARAERRR
of the Company (7,836) (21,509) (48,248) (61,617)
Non-controling interests ~ 3EIZRkIE % (1,945) 173 (6,315) (2,393)
Loss for the period BREE (9,781) (21,336) (54,563) (64,010)
Dividends attributable ~ HiRE S
to the period 4 - - - -
Loss per share BREE
— basic (cents) &4 (%) 5 (0.78) (3.94) (4.83) (11.28)
— diluted (cents) —#E (%) (0.78) (3.94) (4.89) (11.28)
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CONDENSED CONSOLIDATED STATEMENT OF
CHANGES IN EQUITY
HRGEEREBR

Attributable to equity shareholders of the Company
KOARERREL
Share Non-
Share Share General  Translation ~ Contributed option Accumulated controlling Total
(Unaudited) (k558 capital  premum  resee  reseve  suplus resene losses Total int;;eﬁsts equity
i
B&  BOER -REE  RERE  REER BRERE  ZHEE i 5 EL i
RMB'OO0 ~ RMB'OO0  RMB'000  RMB'OO0  RMB'000  RMB'0O0  RMB'000  RMB'0O0  RMB'O00  RMB'000
ARMTT ARBTZ ARBTR ARMTZ ARMTR ARRTR ARMTZ ARBTn ARETR ARMTR
Balance at HZZ-BEF
1 January 2014 -R-RER 41338 1184921 5,094 (130) - 30,849 (462640) 805421 15,322 820,149
Loss forthe perod BREE - - - - - - leae) (s (6315) (345
Other comprefensive SRR ENE
income for the period - - - 38 - - - 38 - 38
Tota comprehensive HE2ERYEE
expenses forthe period - - - 38 - - (#8,248)  (47870) (6315)  (54,185)
Isse of i s BiHRG
— Share placement { 6,921 56,804 - - - - - 63,731 - 63,731
— Open ofer 24,965 74,8% - - - - - 99,861 - 99,861
— Subscription of 7
new shares 1513 45563 - - - - - 47,076 - 47,076
Transaction osts BAARAEERANE
afitbutable o
issl of e shares _ - (3725) - = = = = (3725) - )
Capital reorganisation hazE (67,898)  (1,312,896) - - mmw - 50308 - - -
Balance at H-g-B%
30 September 2014 LA=TRER 12845 45,563 5,09 =8 IARTS 30,849 (7.83) 964500 9,007 973,507
Attributable to equity shareholders of the Company
FhARERRER
Share  Convertible Non-
Share Share General  Translation option bonds Accumulated controlling Total
(Unaudited) (k558 capial  premum  resenve  resewe  resene  resene losses Total  interests equity
4R B
B&  BOER -REE  RERE BBERE  RERE  ZHEE i 5 EL i
RMB'000  RMB'0O0  RMB'OO0  RMB'00  RMB'0O0  RMB'000  AMB'0O0  RMB'O00  RMB'000  RMB'000
ABBTR ARMTT ARBTR ARMTR ARBTR ARMTR ARETR ARMTR ARETR  ARMTR
Balance at 1 January 2013 RZE-ZE-F-REH 34828 878,366 2412 1,506 30,763 241,200 (189,024) 1,000,060 2643 1,022,703
Loss forthe pecd SEER - = - = 5 - BET ST %) (E0N0)
Other comprefensive BRER2ER
expenses for the period - - - (1,675) - - - (1,675) - (1,675)
Tote comprehensive HERERREE
expenses for the period - - - (1,675) - - 61617)  (63292) (2393)  (65,685)
Issue ofnew shares Bk
~ Share placement —-RiEE 320 71,454 - - - - - 80,661 - 80,661
— Conversion of comvertebonds~ — BRI R ES 08 2391 - - - ) - - - -
- Tensacion costs atbutable. —— — BTERAEE
toissue of new shares pETns - (2830) - - - - = (2830) = (283
Fouity-setied share \REEE
based payments WhhEER 3 - - - - 592 - - 592 - 592

Balence at 30 September 2013 REI-ZEAAZTAER 4733 1184928 242 (169) 31,365 (250,641) 1,015,211 20260 1035461
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NOTES:

Basis of presentation of financial statements

The unaudited financial statements have been
prepared in accordance with accounting principles
generally accepted in Hong Kong and comply with
accounting standards issued by the Hong Kong
Institute of Certified Public Accountants
(“HKICPA"). They are prepared under the historical
cost convention.

The unaudited consolidated results for the Review
Period have not been audited by the Company’s
auditor, but have been reviewed by the Company’s
audit committee. The accounting policies and
basis of preparation used in the preparation of the
unaudited consolidated results for the Review
Period are consistent with those used in the
Company’s annual financial statements for the year
ended 31 December 2013.

The Group has not early adopted the new and
revised HKFRS that have been issued but are not
yet effective, the Group is in the process of
assessing the impact of these new and revised
HKFRS on the financial performance and financial
position of the Group.

The Group principally operates in the People’s
Republic of China (the “PRC”) with its business
activities principally transacted in RMB, the results
of the Group are therefore prepared in RMB.

fiax -
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KARRRIZEAER  BEAR
RRAIZBERZEEERN - HER
HARE 2 RASBARIR B E BT
M2 ERTBRREREEERN
AEBE_T—=H6+_A=+—
AIEFEZ 2 FHIEHREF TR
mE—B -

AR B R B T AR A B AR AR E 1
REBRFET RAEIERT BB
BELERA - ARBIEFEZEH
7 BB R] B M S R LA
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22 48
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Turnover, other revenue and net income

The Company is an investment holding company.
The principal activities of its subsidiaries are
manufacture and sales of liquefied coalbed gas
(including provision of liquefied coalbed gas logistic
services), sales of piped natural gas and provision
of gas supply connection services.

Turnover represents the sales value of goods
supplied and services provided to customers,
which excludes value-added and business taxes,
and is after deduction of any goods returns and
trade discounts.

The amount of each significant category of revenue
recognised in turnover during the Quarter and the

Review Period are as follows:

BEE - HtlsmRFRA

AABREBREZEBRAR - EME
RAZEBEXBR/BICEERE
ERHE (BERERILEER
MR  EERARBEER
REHRBRRRS -

BEBERTPRHERRERE
ZHEE  ETEERERRE
B WRMBRERRERER
PR -

AEERAEREEBERZ
BEREBEAMRERSENAT

Quarter ended Nine months ended
30 September 30 September
BENAZTAL BEAAZTAL
3K nA
2014 2013 2014 2013
Z§-mE| —F-=£ ) CE-pE| —E-=£
RMB’000 RMB'000 RMB’000 RMB'000
ARETR| ARETR | AR%TR| ARETR
Turnover EXE
Sales of liquefied coalbed gas HILEERSE
(incluing provision of (AERERIEE
liquefied coalbed gas b ok 0)
logistic services) 62,897 40,788 154,707 97,858
Sales of piped natural gas EBRARRHER
and provision of gas supply REARZNRE
connection services 13,722 3,872 34,442 23,097
76,619 44,660 189,149 120,955
Other revenue and net income Al RERA
Interest income from bank ROERLHSHA
deposits 2 1 3 28
Other net income EfiFhA - - - 1,047
2 1 kx] 1,275
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Income tax

(a)

(b)

Hong Kong profits tax

Hong Kong profits tax is calculated at
16.5% of the estimated assessable profits
for the Review Period 2014 and 2013.

No provision for Hong Kong profits tax has
been made as the Group did not derive any
income subject to Hong Kong profits tax
during the Review Period.

Overseas income tax

Taxes on incomes assessable elsewhere
were provided for in accordance with the
applicable tax legislations, rules and
regulations prevailing in the territories in
which the Group operates. Under the Law
of the PRC on Enterprise Income Tax (the
“EIT Law”) and the Implementation
Regulations of the EIT Law, the tax rate of
the PRC subsidiaries is 25% from 1 January
2008 onwards.

There was no significant unprovided
deferred taxation for the Quarter and the
Review Period.

Dividends

The Board does not recommend payment of any

dividend for the Review Period (corresponding
period in 2013: Nil).

4.

g

(a)

(b)
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Loss per share

The calculation of basic and diluted loss per share
for the Quarter and the Review Period were based
on the unaudited loss attributable to shareholders
for the Quarter and the Review Period of
approximately RMB7,836,000 and approximately
RMB48,248,000 respectively (corresponding
periods in 2013: loss of approximately
RMB21,509,000 and loss of approximately
RMB61,617,000 respectively), and the weighted
average number of Shares in issue of the Company
for the Quarter and the Review Period are both
998,595,529 shares (corresponding periods in
2013 are both 5,461,735,792 shares). The
weighted average number of shares in issue was
calculated based on the number of shares in issue
or deemed to be in issue before placing but after
corresponding adjustments by the Company upon
capitalisation of share premium.

Diluted earnings per share

No dilutive earnings per share was presented
because there were no dilutive potential ordinary
shares in existence during the Quarter and the
Review Period. There were also no dilutive potential
ordinary shares in existing during the same periods
in 2013.

BRER

ANEERAHE 2 SREARNRE
BEBNEATERAREZ A
KEZBRREGBEIFOAR
#7,836,000T R#HARE
48,248,000 T (ZE—=4A
B 2B BBEHOARKE
21,509,000t R EELH AR
61,617,0007T) * A KRARABRA
EE RAHROE BT Nt
R E S £998,595,5200% (=
T — = F [ HY A5,461,735,792
BR) &1 HE - % FE TR INET
BT ERBEARRNEEEE
BB AR5 5 B B AL i fE 48
AR 2 B BEITRME D B
TROEBEFE -

SREERF

RRAFE R AHEAL T FE
Ef A ERE 2 BEL R
B 25| S REERT o 1
— T =FRYPFTFEEMNE
Benam 2 BEEARK -
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MANAGEMENT DISCUSSION AND
ANALYSIS

Financial Review

The Group recorded a consolidated turnover of
approximately RMB189,149,000 for the Review
Period, representing an increase of approximately
56.38% compared with the corresponding period
last year.

The increase was mainly attributable to the increase
in production compared with the corresponding
period in 2013 as a result of the increase in number
of coalbed methane (“CBM”) wells in production,
and China United Coalbed Methane Co., Ltd.
(“China United”) started to resume the supply of
gas in November 2013, therefore, the operating
income generated from sales of liquefied coalbed
gas has increased by approximately
RMB56,849,000.

Loss attributable to shareholders for the Review
Period was approximately RMB48,248,000,
compared with the loss attributable of shareholders
of approximately RMB61,617,000 in the
corresponding period last year. The reasons for the
decrease in loss are as follows:

(i) The production of liquefied coalbed gas has
increased during the Review Period,
therefore the cost of liquefied coalbed gas
was lowered, resulting in the decrease in
gross loss as compared with the
corresponding period last year and gross
profit was recorded for the Quarter 2014.

BEEE W R D

Bt 75 10 R

AEBNABHEERSRE EEEL
AR #189,149,0007T * B EF[F
B +F+#956.38% °

HEEETEREHREER ([EE
FHOEEABEEMNBEREER =
T—=F RN AR E
FREREEAR([FEB)R=Z—
=F+—ARABRKEHRR - BEH
EREEEREL 2 EERAEM
# N R #56,849,0007TFT &K °

REEBRREGEBEOAARE
48,248,0007T ' M & F RIHARARR
FEiEEELY A ARKEG61,617,000
T BAREBERLHRENAT

() WAHE - BEREREE
BN EIRAE KB R AN &
K EREELEFRBR
L B-E-NEARFEE
BFER -
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MANAGEMENT DISCUSSION AND
ANALYSIS (Continued)

Financial Review (Continued)

(i) The administrative expenses increased by
approximately RMB3,461,000 was mainly
due to the compensation for requisition for
land during the period.

(i) The finance costs slightly decreased by
approximately RMB800,000 for the Review
Period and decrease RMB2,024,000 for the
Quarter, it was mainly due to the decrease
in bank and other borrowings to
RMB94,000,000 as at 30 September 2014.

Resources and reserves

Yangcheng Huiyang New Energy Development
Company Limited (hereinafter referred to as
“Huiyang New Energy”) has interest in certain
coalbed methane (CBM) properties located at
Shanxi Province, the PRC. The Yangcheng area is
approximately 96 km? in the Shanxi Province, the
PRC. Development within the Yangcheng gas block
is focused on the #3 and #15 coal seams. These
CBM properties are located at various coal mine
areas owned by Shanxi Yangcheng Yangtai Group
Industrial Company Limited. Huiyang New Energy
is a joint venture company and 60% of its equity
interests is held by one of the wholly-owned
subsidiary of the Group.

B E B ()

iy THEIZEMHOARE
3,461,0007T * EEZHNENRA
b EFTER o

(i) ASEAE A B 75 B PR RS U
4 A R#800,0007T R ANEE
RE A A R#2,024,0007T
TEHARN_E-—MENA
=+ BRITREAEFOR LD
= AR#94,000,0007TFf
@( °

BERR#E

GHEEEERERERAA
(M8 =GR ) AL B L
BENETREREERA R -
Rt A AR B PAE - EARAY
96F I RE - [FHAARELETE
FAZSIEMIGIHRE - ZFKER
BEMNUAGHEREEEXE
RATFEANZEARBREA - &
GHraeRm—Magh% - H60%
RAERAAEE -—HE2ENBA
ARE °

“E-MEF=FEERE TERAEREEERIF 11



MANAGEMENT DISCUSSION AND
ANALYSIS (Continued)

Resources and reserves (Continued)

The movements in the reserves of certain CBM
properties as of 30 September 2014 are set out below:

EEEN W& D (&)

BERRHE (B

NTRETHREREERE_T—
MEANR=THENREZL

Reserve Reserve

evaluation of the evaluation of the
CBM properties CBM properties

as at as at
30 September 2014 31 March 2012
BCF BCF
R-ZE—HWEF R=-ZE——F
hA=+H =A=+—8H
HWEBREE HWEBREE
fREFTh 2
TEIFER TEIFER
Total original gas in Fr & & 58 00 R 1R
place on all blocks AARHWEREE 2,724 2,724
Net 1P (Proved)
reserves EEE(IP)FH=E 1,419 35
Net 2P (Proved
+ Probable) reserves B :EE IIHLES (2P) FiE= 1,869 277
Net 3P (Proved
+ Probable +
Possible) reserves & & ANEERS A0
Al &E (BP) FH{HEE 2,282 2,050
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MANAGEMENT DISCUSSION AND
ANALYSIS (Continued)

Resources and reserves (Continued)

The reserve evaluation of the CBM properties as
at 31 March 2012 is the results of evaluation
conducted by an independent, US-licensed natural
gas reserve engineer, Netherland, Sewell &
Associates, Inc. (“NSAI”) engaged by the Company
in 2011 to evaluate the CBM properties reserves.

Due to continued development of the gas field
blocks by the Company, the number and scope of
the gas production wells are relatively increased
as compared with that of 2012, enabling the
Company to collect more data about the CBM
properties to evaluate the CBM properties more
accurately. Accordingly, the Company engaged an
independent professional valuer in the PRC in July
2014 to evaluate certain CBM properties of
“Huiyang New Energy” in terms of net 3P (Proved
+ Probable + Possible) reserves, net 2P (Proved +
Probable) reserves and net 1P (Proved) reserves
based on substantially the same definitions and
guidelines as that of NSAI in 2012. According to
the results of the evaluation, the total original gas
in place on all blocks was generally unchanged as
compared with that of NSAl in 2012. Based on the
current costs for developing wells, the technical
department of the Group estimates the capital
expenditure for each well to be approximately
RMB2.15 million, mainly comprising of road
maintenance fees of approximately RMB0.18
million, drilling expenses of approximately RMB1.16
million, well testing fees of approximately RMB0.04
million and costs of equipment and materials of
approximately RMBO.77 million.

BERR#E (&)

T —F-A=+—HANEER
EEMRENMEERA TR T ——
FREBYEBBERAARBEEL
2RI Netherland, Sewell &
Associates, Inc. (TNSAI) ¥4 /E &
EEFBENTHER -

MR R ARSI AR B R E R
B EfRfAOg=EXTEL —T—
ZEEEMRS - SREAR T
ST LEEBREENEIE - #
b ¥ 2 B EfE B EE AT
o FIARREIR=_E—NF LA
BEFBHREEANZ B HE T
B EEHERINETHEERE
EVEH A LS B B & hERS hna]
Rt (BP) FfHE - ©EE B (2P)
FREMEFEE (1IP) FHEEMFT
fiy - MEEAMER RESH - —
ZHENSAIZ EFE KIESIAEIER o
RBFEMNER - FTERANRE
IARWERSEH _—_T——F
NSAIZ FHHE A BUR B & &) - RIEA
EEEMTEPIA B BT HF DR A
AE B-OHMNEATHHOAR
¥e216B T TEXHABEEAR
BEREEEROARKI8E T - &
HERAOAREI1168 T « BIFH
OBHENARBAE T RZEM R
ERANARETITETT »
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MANAGEMENT DISCUSSION AND
ANALYSIS (Continued)

Resources and reserves (Continued)

Gas volumes are expressed in billion of cubic feet
(BCF) at standard temperature and pressure bases.
The reserves shown in the above table are
estimates only and should not be construed as
exact quantities. Proved reserves are those
quantities of oil and gas which, by analysis of
engineering and geoscience data, can be
estimated with reasonable certainty to be
commercially recoverable; probable and possible
reserves are those additional reserves which are
sequentially less certain to be recovered than
proved reserves. Estimates of reserves may
increase or decrease as a result of market
conditions, future operations, changes in
regulations, or actual reservoir performance.

EEEN W& D (&)

BERRFE (&)

RARFHETIZRERE K ESIA
T ER (BCF) k7R ° EXRFT
HOREBEAMT I TEREE
ERBE -CEERERBEOM
TRRERENAESEAER
SR AN A (A E B 0H R R A
REE  BIE R AR E R RK
KeERCEERERZE/ENREIN
8 - FEMFATEETR - KK
2E EEEDAERREBRM
Byl o
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MANAGEMENT DISCUSSION AND
ANALYSIS (Continued)

Business Review and Development Prospects

Natural gas exploration and extraction: As at
30 September 2014, the Group has already
completed the ground work and drilling of 258
CBM wells, of which 172 wells were in production,
representing an increase of 34 wells compared with
the number of wells at the end of 2013. It is
expected to complete the ground work and drilling
of 70 CBM wells during 2014, resulting in a total
of 298 CBM wells by the end of 2014. The average
gas production volume of the existing production
wells is 800 cubic metres per day per well. The
Group expects its overall gas output exceed
200,000 cubic metres per day by the end of 2014.
As the construction of the Group’s natural gas
pipelines for delivery of gas from the gas fields to
the LNG plant has been completed and put into
operation, the utilisation rate of Qinshui Shuntai
LNG plant is expected to significantly improve in
the future.

Liquefaction operation: As at 30 September 2014,
the Group’s LNG production capacity was 500,000
cubic metres per day. No significant improvement
of the tight supply of domestic natural gas was
seen in China. The Group experienced difficulty in
sourcing enough natural gas feed for its
downstream liquefaction purpose and the
utilisation of our LNG plants was unsatisfactory.
However, the utilisation rate of Qinshui Shuntai LNG
plant will be improved gradually as the production
volume of Huiyang gas block increases, as well as
the expected increase of the supply from other gas
suppliers, which will increase the revenue, profit
and cash flow contribution to the Group.
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MANAGEMENT DISCUSSION AND
ANALYSIS (Continued)

Business Review and Development Prospects
(Continued)

Marketing and sales: The Group has developed
the vertical integration structure to supply LNG from
Qinshui Shuntai LNG plant in Qinshui County,
Shanxi Province through its own distribution pipes
and through the distribution network in Henan,
Hebei and Guangxi provinces to its customers in
surrounding areas. The vertical integration structure
can reduce the risk of gas supply disruption and
increase profit margins. After years of development,
the Group has developed a diversified customer
base comprising industrial, commercial and
resident customers and established complete
distribution channel and network. In addition, we
have also taken different measures to maximise the
profitability of our gas sale. During the Review
Period, we used different sales mix and flexibly
selected various equipment such as pipeline,
cylinder group, gas station and skid-mounted
equipment to sell gas to our customers. With
commencement of the related work, we will be able
to reduce the uncertainty in future natural gas sales
and optimize our sales mix, i.e. shifting towards a
balanced mix from a residential user dominated
mix. We will strive to ramp up the business
progressively in 2014, and contribute more
earnings to the Group.
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MANAGEMENT DISCUSSION AND
ANALYSIS (Continued)

Impairment of goodwill

In 2010 and 2011, the Group acquired 100% equity
interest in Million Ideas Group and 100% equity
interest of Wealthy Talent Global Group,
respectively. The consideration for acquisition of
Million Ideas Group was RMB178,000,000. It is
mainly engaged in the provision of liquefied coalbed
gas logistics services in the PRC. The consideration
for acquisition of Wealthy Talent Global Group was
HK$499,000,000. It is mainly engaged in the
supply of natural gas and sales of liquefied natural
gas (“LNG”) in Henan Province.

Although the natural gas business continued to
make steady growth and progress when compared
with previous years, it is still under development
and far behind the development schedule as
expected. It has not yet brought in satisfactory
return to the Group since the Acquisition of the
abovementioned two Groups.
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MANAGEMENT DISCUSSION AND
ANALYSIS (Continued)

Impairment of goodwill (Continued)

The recoverable amount of Cash Generating Unit
("CGU”) of Coalbed methane exploration and
development, natural gas liquefaction and LNG
distribution was determined with reference to a
valuation conducted by an independent valuer,
based on income approach. Because of the
constraint of the investment capitals, the Group
changed its business plan as originally formulated
in year 2012, and has designed to slow down the
development programs for the CBM field by
lowering the number of gas wells to be built each
year. As a result of the reduced forecast number
of gas wells of each of the financial years over the
forecast period, the financial year when the CBM
field is fully developed shall be deferred from year
2015 to year 2019. With reduced number of
operating gas wells, the gas output from the CBM
field are expected to tumble over the forecast
period.

The Discounted Cash Flow Method has been
employed for the valuation of the CGU and there
is no change in the valuation method for both of
the valuation as at 31 December 2012 and 31
December 2013. The discount rate used in the
valuation of the CGU as at 31 December 2012 and
31 December 2013 slightly changes from 20.73%
to 20.88% to reflect specific risks relating to the
overall market as well as the relevant businesses
and consistent with external sources of information.
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MANAGEMENT DISCUSSION AND
ANALYSIS (Continued)

Impairment of goodwill (Continued)

As such, the recoverable amount of CGU was
amounted to approximately RMB1,238 million and
the impairment loss, which arose from the
difference between the aggregate carrying
amounts of goodwill and the recoverable amount
of equity interest in Million Ideas Group and Wealthy
Talent Group as at 31 December 2013, of
approximately RMB163 million is recognised in
respect of goodwill for the year ended 31
December 2013.

Impairment of intangible asset

Upon the acquisition of Allied Rich Group in July
2009 for an amount of approximately
RMB70,470,000 for the exclusive right for piped
natural gas operation in Beiliu City. With the
economic slowdown domestically and in the key
export markets, the pronounced weakness in
industrial production has come earlier than
expected. Many industrial manufacturers of Beiliu
City have reacted with the market downturn by
scaling down their business plans and even
scrapping their plans in switching their source of
fuel from coal to gas.

The Discounted Cash Flow Method has been
employed for the valuation of the CGU and there
is no change in the valuation method for both of
the valuation as at 31 December 2012 and 31
December 2013. The discount rate used in the
valuation of the CGU as at 31 December 2012 and
31 December 2013 slightly changes from 20.45%
to 20.60% to reflect specific risks relating to the
overall market as well as the relevant businesses
and consistent with external sources of information.
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MANAGEMENT DISCUSSION AND
ANALYSIS (Continued)

Impairment of intangible asset (Continued)

As such, the recoverable amount of exclusive right
for piped natural gas operation was assessed by
the directors with reference to an independent
professional valuation and an impairment loss of
this exclusive right of approximately RMB25 million
was charged to the consolidated statement of profit
or loss for the year ended 31 December 2013.

Liquidity, Financial Resources and Capital Structure

As at 30 September 2014, the Group had net
assets of approximately RMB973,507,000,
including cash and bank balances of approximately
RMB56,261,000. To minimise financial risks, the
Group implements stringent financial and risk
management strategies and avoids the use of
highly-geared financing arrangements. The Group’s
gearing ratio, calculated by the Group’s total
external borrowings divided by its shareholders’
fund, was approximately 9.7%.

The Group is opportunistic in obtaining financing
to further improve the cash position given that the
natural gas drilling program is capital intensive. If
the Group has adequate financing in the future
(whether it is from internal cash flow due to
increased gas sales, or from fund raising), the
Group will accelerate the drilling program. Apart
from the intended investment in upstream CBM
exploration and extraction, the Group does not
have any other plan for acquisition or investment,
disposal or scaling-down of any current business.
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MANAGEMENT DISCUSSION AND
ANALYSIS (Continued)

Employees

As at 30 September 2014, the Group has an
aggregate of 516 employees, of which 88 are
research and development staff, 198 are
engineering and customer service staff, 197
administrative staff and 33 marketing staff. During
the Review Period, the staff cost (including
Directors’ remuneration) was approximately
RMB18,570,000 (Review Period 2013: approximately
RMB16,586,000). The salary and bonus policy of
the Group is principally determined by the
performance of the individual employee. The Group
will, on an ongoing basis, provides opportunity for
professional development and training to its
employees. The Company has also adopted a
share option scheme as incentive to Directors and
eligible employees, details of the scheme are set
out in the paragraph headed “Share Option
Scheme” in this report.

Risk in Foreign Exchange

The group entities collect most of the revenue and
incur most of expenditures in their respective
functional currencies. The Directors consider that
the Group’s exposure to foreign currency exchange
is insignificant as the majority of the Group’s
transactions are denominated in the functional
currency of each individual group entity.

Charge on assets

As at 30 September 2014, bank borrowings of
RMB3,000,000 were secured by the Group’s
property, plant and equipment with carrying
amount of approximately RMB25,709,000.

RZZE—MEALA=+H £A£HE
HEAS16REE  EPHFEAS
88%  TIRMEMRAE198H « 17
KREBAB17ERTHEEAR
33% - MANHAR - BIRA (BHE
BEEME) 9B AR®18,570,000
T (ZZE—=FAHM  YARE
16,586,0007T) ° NEE 2 HH &
TEABCRER FiREREE TER
MHETE - AEBBRFES N AR
BRMFEFEEHEEIIKE - AR
AN E AN — BB RERT EIE R Y
EEREERREE Z2E - BEA
Bl 7 BN AR S [T 2]

—B e

S EE RLBR

SEERE 5 IR ARR D Wk &
EENABNFAXEREZBHT)
RRERGE -EFER5 ARESE
BRSO ZAERNEEERSS
HIREEHEHE - BAKEHEER
BSMNERBRI TERX -

EEER

R-T—MEHLA=1+H  AR¥K
3,000,000t Z SRITEETIRAE
E R EE X AR ¥25,709,0007T 2
M - HEES RGREIRR o

“E-MEF=FEERE TERAEREEERIF 21



MANAGEMENT DISCUSSION AND
ANALYSIS (Continued)

Significant investment, material acquisitions
and disposal of subsidiaries

Save as disclosed in this report, the Group did not
have any significant investment, material
acquisition and disposal of subsidiaries and
associated companies during the Review Period.

OUTLOOK

The Board believes that the Company will sustain
long term development and maintain its leading
position in China’s natural gas market given its
vertical integration business structure that reduces,
or eliminates risks in gas supply, gas price
fluctuation and earning visibility. In light of a
publication regarding the 12th Five-Year Plan for
the period from 2011 to 2015 of the PRC
government, natural gas users in China will
increase by 100 million to a total of 250 million.
Viewing from the national gas market, the Group
has observed inadequate gas supply in general that
has rendered midstream gas processing
companies in the market in an adverse operating
environment causing low utilisation and loss. Unlike
most of the above midstream gas processing
companies whose business models only focus on
certain areas of the gas production or supply chain,
the Group has its own gas production in upstream
operation which enhance the Group’s self-
sufficiency in gas supply to the mid-stream LNG
plants and downstream gas sales and distribution,
and therefore reducing the gas supply risk in the
long run. The current situation of inadequate gas
supply and the consequent loss arising from
operation are only temporary and it is likely that
the business will turn profitable and show
phenomenal growth as the Group’s gas production
accelerates in the near future.
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OUTLOOK (Continued)

Furthermore, the Group, with its own gas supply,
is less affected by gas price fluctuation in the
international natural gas market. Moreover,
increase in gas price in the international market
would in fact make our gas products and supply
more competitive and increase our profit margin
given our lower operation cost resulting from our
full participation in the natural gas value chain. The
Group believes that its revenue and profit will
increase in the long run. More importantly, the
vertical integration strategy would enable the Group
to sustain long term development and become a
strong market leader. After a series of corporate
restructuring, the Group believes that the buildout
of the Group’s vertical integration structure is
almost complete and now it is high time for the
Group to move to the second stage - the growing
phase. The Group expects to turn the business
into profitable in the near future.

On the upstream exploration and production front,
as the development of wells gradually matures, the
number of wells ready for gas output would increase
and the daily production per well would rise. On the
other hand, the construction of the pipelines that
transport gas from the Group’s Huiyang gas block to
Qinshui Shuntai LNG Plant has been essentially
completed. China United has resumed its supply of
gas since November 2013. Currently, the gas supply
of China United is around 150,000 cubic meters per
day. The development plan of the Group was slightly
extended to 2019 due to failure to reach the expected
gas supply target in previous years. The Group can
since then increase its own LNG plants utilization and
mitigate losses by feeding more self-produced gas
to Qinshui Shuntai LNG Plant. More importantly, the
utilization of the downstream LNG transportation
trunks and the storage facilities would also increase.
As the gas price increases, demand for gas in China
remains strong and the Group’s supply constraints
unleash, the Group expects the gas sales in 2014 to
grow significantly and the profitability to improve
substantially. In the near future, the Group will mainly
focus on upstream CBM exploration and production
on the existing CBM assets. Meanwhile, the Group
will be opportunistic in value-accretive upstream gas
asset acquisition, if any.
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MAJOR TRANSACTIONS AND EVENTS
Non-legally Binding Cooperation Agreement

On 28 February 2012, the Company entered into
a framework agreement (the “Cooperation
Agreement”) to cooperate with Longmen Hui
Cheng Investment Limited (BEPIEK L E B R A
Al) (“Longmen Hui Cheng”). Pursuant to the
Cooperation Agreement, the Company wished to
closely co-operate with Longmen Hui Cheng in all
areas and intends to form a strategic alliance with
Longmen Hui Cheng in China’s coalbed methane
gas sector to form a vertically integrated alliance
to cover all the upstream, midstream and
downstream areas in the coalbed methane gas
value chain (the “Cooperation Project”). A joint
working group will be formed following the signing
of the Cooperation Agreement to push forward the
subsequent signing of a formal agreement. As at
the date of this report, no binding agreement in
relation to the Cooperation Project has been
entered into and the Cooperation Project may or
may not proceed. For details, please refer to the
announcement of the Company dated 29 February
2012.
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MAJOR TRANSACTIONS AND EVENTS
(Continued)

Completion of the Subscription

On 20 December 2013, Mr. Wang Zhong Sheng
(the chairman of the Company, an executive
Director and a substantial shareholder of the
Company) (“Mr Wang”) and RHB OSK Securities
Hong Kong Limited (“RHB OSK Securities”) entered
into a placing agreement, and the Company and
Mr. Wang entered into a subscription agreement,
pursuant to which (i) RHB OSK Securities has
agreed to place, on behalf of Mr. Wang and on a
best effort basis, an aggregate of up to
880,000,000 existing Shares (beneficially owned
by Mr. Wang) to not less than six placees at the
placing price of HK$0.092 per placing share (the
"Placing"); and (i) Mr. Wang has conditionally
agreed to subscribe for, and the Company has
conditionally agreed to issue and allot, the
subscription shares equivalent to the number of
placing shares successfully placed at the
subscription price of HK$0.092 per subscription
share (the "Subscription").

The Placing was completed on 30 December 2013.
The Subscription took place on 3 January 2014
whereby 880,000,000 Subscription Shares were
allotted and issued to Mr. Wang at the subscription
price of HK$0.092 per subscription share. The net
proceeds from the subscription were approximately
HK$79,658,000, and they have been used for (i)
repayment of bank and other borrowings, (i) drilling
of wells, (iii) natural gas pipeline construction work,
and (iv) general working capital.

For details of the Subscription, please refer to the
announcements of the Company dated 22
December 2013 and 3 January 2014.
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MAJOR TRANSACTIONS AND EVENTS
(Continued)

Results of the Open Offer

On 20 December 2013, the Board proposed to raise
not less than approximately HK$109,200,000 and
not more than approximately HK$131,700,000,
before expenses, by an open offer of not less than
2,730,867,896 offer shares and not more than
3,293,247,896 offer shares at the open offer price of
HK$0.04 per offer share, on the basis of one offer
share for every two existing shares held on the record
date (the "Open Offer"). On 6 February 2014,
3,170,867,896 offer shares were allotted pursuant
to the Open Offer. The net proceeds from the Open
Offer were approximately HK$123,405,000
(equivalent to approximately RMB97,160,000).

70% of such net proceeds had been applied for
the repayment of bank and other borrowings, and
the remaining 30% had been used for drilling of
wells and natural gas pipeline construction work.

For details of the Open Offer, please refer to the
announcements of the Company dated 22
December 2013, 15 January 2014 and 6 February
2014 and the prospectus of the Company dated
15 January 2014.
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MAJOR TRANSACTIONS AND EVENTS
(Continued)

Refreshment of existing general mandate to
issue and allot shares

On 29 January 2014, the Board proposed to seek
refreshment of the existing general mandate (the
“Existing General Mandate”) for the Directors to
allot and issue new shares not exceeding 20% of
the issued share capital of the Company as at the
date of passing of such resolution by the
independent shareholders of the Company. An
extraordinary general meeting of the Company has
been convened on 17 March 2014 and the
proposed refreshment of the existing general
mandate was passed by ordinary resolution.

For details of the refreshment of the Existing
General Mandate, please refer to the
announcements of the Company dated 29 January
2014 and 17 March 2014, and the circular of the
Company dated 28 February 2014.

Change of domicile, change of Company name,
cancellation of share premium account and
capital reorganisation

On 3 March 2014, the Board proposed the
following changes (the “Proposed Changes”),
subject to the approval of the shareholders at the
extraordinary general meeting:

(1)  to change the domicile of the Company from
the Cayman Islands to Bermuda by way of
deregistration in the Cayman Islands and
continuation as an exempted company under
the laws of Bermuda (the “Change of
Domicile”);
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MAJOR TRANSACTIONS AND EVENTS
(Continued)

Change of domicile, change of Company name,
cancellation of share premium account and
capital reorganisation (Continued)

@

to reorganise the share capital of the
Company by (i) consolidation of every 10
issued existing shares into one issued
consolidated share; and (i) capital reduction
of the issued share capital of the Company
through a cancellation of the paid-up capital
of the Company to the extent of HK$0.09
on each of the issued consolidated shares
such that the nominal value of each issued
consolidated share will be reduced from
HK$0.10 to HK$0.01 (together referred to
as the “Capital Reorganisation”) upon the
Change of Domicile becoming effective;

subject to the approval of the Registrar of
Companies in Bermuda being obtained, to
change the English name of the Company
from “China Leason CBM & Shale Gas Group
Company Limited” to “China CBM Group
Company Limited” and the Chinese name of
the Company from “ E BB E B G B AR
EXEEERAE o “PREEEREEEGR
A A" (the “Change of Company Name”)
upon the Change of Domicile and the Capital
Reorganisation becoming effective; and

to cancel the share premium account and transfer
credits arising from such cancellation to the
contributed surplus account of the Company (the
“Cancellation of Share Premium Account”).

An extraordinary general meeting of the Company
has been held on 9 April 2014 and the Proposed
Changes were passed by special resolutions.
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MAJOR TRANSACTIONS AND EVENTS
(Continued)

Change of domicile, change of Company name,
cancellation of share premium account and
capital reorganisation (Continued)

The Company has been deregistered in the
Cayman lIslands and duly continued in Bermuda
as an exempted company under the laws of
Bermuda and the Change of Domicile became
effective on 28 April 2014 (Bermuda time).

The Capital Reorganisation became effective on
12 May 2014 (Hong Kong time). Immediately
following the Capital Reorganisation, the authorised
share capital of the Company is HK$200,000,000
divided into 20,000,000,000 shares of HK$0.01
each, of which 951,260,368 shares of HK$0.01
each are in issue. The board lot size for trading
remains unchanged at 10,000 shares. The amount
in the sum of HK$1,548,093,456 in the contributed
surplus account of the Company have been applied
by the Board to set off against the accumulated
losses of the Company in full on the effective date
of the Capital Reorganisation.

The name of the Company has been changed from
“China Leason CBM & Shale Gas Group Company
Limited BBt B K B SR B A REXEEFR AR
to “China CBM Group Company Limited 1 Bl
EBREREABR A 7 with effect from 12 May 2014.
Following the Change of Company Name, the stock
short name of the Company for trading in the
shares of the Company on the Stock Exchange
has been changed from “CHINA LEASON” to
“CHINA CBM” in English, and from “/ BB 28" to
“hR B B R in Chinese with effect from 25 June
2014.

FEXZRER (@)

Bt EXRAQFEE - FHHR
MRERRRAEAR (&)

RATERKRRASESEUEEMIE
BER-ZE—MENA=-+=H (A
FERME) BBEAEEENEM -
WARBREEMILAER R A F
CHREETERECEER -

BRAEHER-_ZT—NFRAA+=
B (BBRE) £ - ZpERAER
% ARBZEEBRAX A
200,000,000 T 5 A
20,000,000,0008% & A% EI {E0.0175
T2 - £ 951,260,368/ F
BREE0.0178 T 2 R BE 31T -
AEEBECEFEBTEMNGER
10,0008 RN T8 - EFSE AR
RAZEBRBBEANZRSEE
1,548,093,4567% 7T A 71 2 ZUK 8
PN DA RN R g = ==
&8 -

RARZBWEZ—HERA+
— H# [ [China Leason CBM &
Shale Gas Group Company Limited
FEEREEREEREESESR
fR A &) ] 8 £k 4 [China CBM Group
Company Limited # B4 [ R & E
ERAAF] - RENARAETHE
& RNRARIRMHREZMER 2R
X EHRNBREEHE = —MEN
AZ+THABESABEITCHINA
LEASONJ % 2/ [CHINA CBMJ &
BB Bk AR EEE
fl -

“E-MEF=FEERE TERAEREEERIF 29



MAJOR TRANSACTIONS AND EVENTS
(Continued)

Change of domicile, change of Company name,
cancellation of share premium account and
capital reorganisation (Continued)

For details of the Change of Domicile, Change of
Company Name, Cancellation of Share Premium
account, and Capital Reorganisation, please refer
to the announcements of the Company dated
3 March 2014, 12 March 2014, 9 April 2014, 24
April 2014 and 20 June 2014, and the circular of
the Company dated 16 March 2014.

Re-designation and Resignation of Directorship

On 15 April 2014, Mr. Kwok Shun Tim (“Mr Kwok”)
had been re-designated from an executive Director
to a non-executive Director. Mr. Kwok resigned as
the non-executive Director with effect from 22 July
2014 due to his personal commitments on his other
business. For details of the aforesaid re-designation
and resignation of directorship, please refer to the
announcements of the Company dated 15 April
2014 and 22 July 2014.
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MAJOR TRANSACTIONS AND EVENTS
(Continued)

Arranger Agreement in respect of the issue of
unlisted, unsecured and fixed rate Notes

On 15 April 2014, the Company and Kingsway
Financial Services Group Limited (the “Arranger”)
entered into an arranger agreement (the “Arranger
Agreement”) pursuant to which the Company
conditionally agrees to appoint the Arranger as the
sole arranger during the period from the date of
Arranger Agreement up to the date of completion
or 14 May 2014 (whichever is earlier) to procure,
on a best effort basis, investors to subscribe for
the 10% unsecured and unlisted fixed rate notes
(the “Notes”) for an aggregate principal amount of
up to HK$51 million at the issue price of 100% of
the principal amount of the Notes (the “Notes
Issue”). Upon successful procurement of the
investors by the Arranger, a subscription agreement
will be entered into between the Company as issuer
and each investor as subscriber in respect of the
Notes Issue. For details of Arranger Agreement,
please refer to the announcement of the Company
dated 15 April 2014.

The Company proceeded with the Notes Issue and
on 16 April 2014, entered into the subscription
agreement with each of the subscribers of the
Notes in respect of the Notes Issue. For the details
of Notes Issue, please refer to the announcement
of the Company dated 16 April 2014.
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MAJOR TRANSACTIONS AND EVENTS
(Continued)

Arranger Agreement in respect of the issue of
unlisted, unsecured and fixed rate Notes
(Continued)

On 15 May 2014 (after trading hours), the Company
and the subscribers (being also the subscribers of
the Notes in the aforesaid Arranger Agreement, the
"Subscribers")) entered into separate and
independent subscription agreements (the
"Subscription Agreements"), pursuant to which, the
Subscribers have conditionally agreed to subscribe
for and the Company has conditionally agreed to
allot and issue an aggregate of 190,220,000
subscription shares at a price of HK$0.305 per
subscription share under the general mandate.

On 22 May 2014, due to an inadvertent mistake
relating to the calculation of subscription price, the
Company and the Subscribers entered into
separate and independent supplemental deeds to
the Subscription Agreements (the "Supplemental
Deeds") pursuant to which, the previous
subscription price was amended to HK$0.311.

Net proceeds of HK$58,858,000 have been raised
from the subscription (being HK$0.311 per
subscription share), and has been used for
redeeming the Notes issued by the Company to
the noteholders in full (including the settlement of
the interests accrued to the Subscribers for
redemption of Notes pursuant to the instrument)
and applied as general working capital.

For details of the Subscription Agreements and the
Supplemental Deeds, please refer to the
announcement of the Company dated 15 April
2014 and 22 May 2014.
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DIRECTORS’ AND CHIEF EXECUTIVE'S
INTERESTS OR SHORT POSITIONS IN
SHARES, UNDERLYING SHARES AND

DEBENTURES

As at 30 September 2014, the interests and short
positions of the Directors and chief executive of
the Company in the shares, underlying shares and
debentures of the Company or any of its associated
corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (“SFO”)) as
recorded in the register required to be kept by the
Company under section 352 of the SFO or as
otherwise notified to the Company and the Stock
Exchange pursuant to the required standard of
dealings by directors of listed issuers as referred
to in Rule 5.46 of the GEM Listing Rules were as
follows:

Long positions in shares, underlying shares and
debentures of the Company

BEERREETHRAERKS
HERORESX 2EZIAE

AZE—NNFENA=+AH ' BEARQ
AIRIRFE F R A E &0 (7% 5 & A7
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Number of
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Nature of underlying Approximate %
Name Capacity interest shares of shareholdings
Vil BRED
i L) ERME gk 4 Aat
Mr. Wang Zhong Sheng Interest of controlled  Corporate interest 18,118,500 1.59%
TRBAE _ corporation NAlER Note 1)
REEAERER MizE)
Beneficial owner Personal 198,442,067 17.38%
ERBEEA A (Note 2)
(Fifs2)
Mr. Fu Shou Gang Beneficial owner Personal 324,750 0.03%
eV EnERA fHA (Note 3)
i)
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DIRECTORS’ AND CHIEF EXECUTIVE’S
INTERESTS OR SHORT POSITIONS IN
SHARES, UNDERLYING SHARES AND

DEBENTURES (Continued)

Long positions in shares, underlying shares and
debentures of the Company (Continued)

Notes:

1. Such shares are owned by Jumbo Lane
Investments Limited.

Mr. Wang Zhong Sheng owns 100% interest in the
issued share capital of Jumbo Lane Investments
Limited and he is taken to be interested in the
shares owned by Jumbo Lane Investments Limited
pursuant to Part XV of the SFO (Chapter 571 of
the Laws of Hong Kong).

2. QOut of the 198,442,067 long positions, Mr. Wang
Zhong Sheng is interested as (i) a grantee of
options to subscribe for 324,750 shares under the
new share option scheme adopted by the
Company on 18 May 2011; and (ii) a beneficial
owner of 198,117,317 issued shares of the
Company.

8 Mr. Fu Shou Gang is interested as a grantee of
options to subscribe for 324,750 shares under the
new share option scheme adopted by the
Company on 18 May 2011.

Save as disclosed above, as at 30 September
2014, none of the Directors or chief executive of
the Company had any other interests or short
positions in any shares, underlying shares or
debentures of the Company or any of its associated
corporations (within the meaning of Part XV of the
SFO) which were required, pursuant to section 352
of the SFO, to be entered in the register referred
to therein, or which were otherwise required,
pursuant to the required standard of dealings by
directors of listed issuers as referred to in Rule 5.46
of the GEM Listing Rules, to be notified to the
Company and the Stock Exchange. The Group had
not issued any debentures during the Review
Period.
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SUBSTANTIAL SHAREHOLDERS AND
PERSONS WITH DISCLOSEABLE
INTEREST AND SHORT POSITION IN
SHARES AND UNDERLYING SHARES
UNDER THE SFO

As at 30 September 2014, the following persons
(other than the Directors or chief executive of the
Company as disclosed above) had an interest or
short positions in the shares and underlying shares
of the Company as recorded in the register required
to be kept by the Company under section 336 of
the SFO:

Long positions in shares of the Company

FERR KRR R AEE R
BERBEZRHMERAET
RE2EZRARBZAL

RIB-—MFAA=+E  REE
# R EI B IGDIFE 33615 R EARA R
BAYHFEZETMALE  THA
T(EREXEEZEEHARA
RRITERABKRIN RARE RN
RiARAR D EA RS SAR ¢

REDTARBZHFR

Percentage of

Name Number of shares Nature of Interest shareholding

HE KRG EE EEME BERESL

Ms. Zhao Xin (Note) 216,560,567 Interest of spouse 18.97%

BB (M) [P 5o

RHB OSK Finance Hong Kong Limited 197,366,867 Person having 17.29%

HEBEHBERADA a security interest
BREESERIAT

Note: Btk

Ms. Zhao Xin (the spouse of Mr. Wang Zhong Sheng) is
deemed to be interested in her spouse’s interest in the
Company pursuant to the SFO.

Save as disclosed above, as at 30 September
2014, no other person (other than the Directors or
chief executive of the Company) had an interest or
short positions in the shares and underlying shares
of the Company as recorded in the register required
to be kept by the Company under to section 336
of the SFO.
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DIRECTORS’ AND CHIEF EXECUTIVE'S
RIGHTS TO ACQUIRE SHARES OR
DEBENTURES

Apart from those disclosed under the heading
“Directors’ and Chief Executive’s Interests or Short
Positions in Shares, Underlying Shares and
Debentures” above and in the section “Share
Option Scheme” below, at no time during the
Review Period were rights to acquire benefits by
means of the acquisition of shares in or debentures
of the Company granted to any director or their
respective spouse or minor children or chief
executive or were any such rights exercised by
them; or was the Company or any of its subsidiaries
a party to any arrangement to enable the directors
to acquire such rights in any other body corporate.

SHARE OPTION SCHEME

Pursuant to an ordinary resolution passed on 18
May 2011, the Company’s share option scheme
adopted on 28 July 2003 (the “Old Share Option
Scheme”) was terminated and a new share option
scheme (the “New Share Option Scheme”) was
adopted which will remain in force for a period of
10 years from adoption of the New Share Option
Scheme and will expire on 17 May 2021. On 30
May 2011, the Board approved to grant options in
respect of 258,300,000 ordinary shares to the
Company’s directors, employees and consultants
under the New Share Option Scheme.

There were no share options that had been granted
remained outstanding under the Old Share Option
Scheme prior to its termination.

For details of the New Share Option Scheme,
please refer to the circular of the Company dated
20 April 2011.
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SHARE OPTION SCHEME (Continued)

Information in relation to share options disclosed in
accordance with the GEM Listing Rules was as follows:

BRERTE ()

RIBAIFER EMRAMRER B
PRAERERIT

Adjustedon ~ Adjusted on Exercise Adjusted Adjusted
6 February 12 May 2014 price of exercise price - exercise price
Cancelled ~ 2014asa  asaresult pershare Exercise price per shareas per share as
Name and Asat Granted  Exercised lapsed ~ result of the  of the capital Asat Date of Exercise as at the date pershare aresultofthe  aresultof
category of {January  duringthe  duringthe  duringthe  Open Offer reorganisation 30 September grant of periodof  ofgrantof optionasat  Open Offer the capital
participants 2014 period period period (note i) (note iv) 2014 share options ~ share options ~ share options 1 January 2014 (noteiii) reorganisation
EDLES e
Eh EEAR
Zg-pE Zg-[E H-%-BE ELRREZ
# ZBAR ERTZR HERE  -B-A2 g8 RRAEH
= 23 B B Bh o FERE FHEE MCR-DE L] BBE ReRE: SOBMRE SRARM  oEEE
SRERERER -B-A BEY Bk E#/KM (K& (& MA=TRE  BHER T8 SRARN fit.e] (i) SRARN
Executive Directors
Fili
M. Wang Zhong Sheng 2,500,000 = = - 100 324,750 34,750 30/512011 3200572011 04% 049 0.381 381
pa:l73 f3.
M. Fu Shou Gang 2500000 - - - 100 324,750 34,750 30/502011 04% 049 0.381 381
GEL T
5,000,000 = = - 6495000 649,500 649,500
Employees 42,240,000 = = - 54869760 5466976 5486976 30/502011 30/6/2011- 04% 049 0.381 381
8 29/512021
Consultants 200020000 - - - 250825980 2508259  25,062598  30/5/2011 30/6/2011- 0.4% 04% 0.381 381
R 29/5/2021
247,260,000 = = - Q1070 19014 3219074
Notes: BT
(i) The terms and conditions of the grants that existed 0) RANBA 1748 2 35 BT 2 (&4
during the Review Period are as follows: PO
Number of Contractual
options  Vesting conditions life of options
BREHE SEKN BRESNED
Options granted:
BRI AR
30 May 2011 215,220,000  Vest immediately 10 years
“ZT——%AHA=+A BB 57 /8 106
30 May 2011 43,080,000  Half on each of the first 10 years
and second anniversaries
of grant date
“E——fAA=+H BH Bz EE R 106
F_EAFAH

R—¥
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SHARE OPTION SCHEME (Continued)

Notes: (Continued)

(i)

The number and weighted average exercise prices
of options are as follows:

BRERTE (8)

MEE -

(if)

(%)

PEAYIE Y BB RAET 1T (1
mF -

(i)

Weighted average Number of
exercise price options
mEPHITEE BREZA

HK$
BT
Outstanding as at 1 January 2014 R=Z—NF—F—HBAR/TE 3.81 32,119,074
(note iii and note iv) (B i e Bft =iv)
Granted during the period HEE RN = =
Outstanding as at R-ZE—WFENA=1H 3.81 32,119,074
30 September 2014 RITE
Exercisable as at RZZE—WENA=1H 3.81 32,119,074

30 September 2014 AT

The options outstanding as at 30 September 2014
had an exercise price of HK$3.81 and a weighted
average remaining contractual life of 6.7 years.

As a result of the Open Offer, adjustment has been
made, among others, to the number of the share
options to subscribe for shares granted and the
exercise price of the outstanding share options
pursuant to the New Share Option Scheme with
effect from 6 February 2014.

After the aforesaid adjustment upon the
completion of the Open Offer, the total number of
the outstanding share options has been adjusted
from 247,260,000 to 321,190,740 on 6 February
2014 and the exercise price of the outstanding
share options had been adjusted from HK$0.495
to HK$0.381.

As a result of the Capital Reorganisation,
adjustment has been made, among others, to the
number of the share options to subscribe for
shares granted and the exercise price of the
outstanding share options pursuant to the New
Share Option Scheme with effect from 12 May
2014.

After the aforesaid adjustment upon the
completion of the Capital Reorganisation, the total
number of the outstanding share options has been
adjusted from 321,190,740 to 32,119,074 on 12
May 2014 and the exercise price of the outstanding
options has been adjusted from HK$0.381 to
HK$3.81.

(i)
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CONTINGENT LIABILITIES

During the year ended 31 December 2011, the
Company filed a claim with &t R EZE S
("Beijing Arbitration Commission") against Coalbed
Methane Co., Ltd (FHEERBEREE A R)
(“China United”), claiming for financial losses of
approximately RMB407,193,000 arising from
insufficient supply of coalbed methane under
contract. In February 2012, China United filed a
counterclaim with the Beijing Arbitration
Commission against the Company, claiming for (i)
financial losses of approximately
RMB155,336,000; (ii) late payment interest of
approximately RMB3,771,000; and (iii) financial
loss arising from early termination of contract of
approximately RMB102,775,000. The Directors
consider, based on the legal advice obtained from
the Company’s PRC legal counsel, that the
Company has a valid defence against the above
counterclaim and, accordingly, no provision has
been made in the consolidated financial statements
for the Review Period in relation to these
proceedings.

On 18 October 2013, the Company has reached a
settlement agreement with China United regarding
the aforesaid contractual dispute. The Group had
entered into supplemental agreement in relation to
supply of gas, but no further cooperation contract
in relation to any joint investment in exploration and
extraction of liquefied coal bed gas was entered
into. As at the date of this report, no such
cooperation contract has been entered into
between the Group and China United. For details
of the settlement and possible joint investment,
please refer to the announcement of the Company
dated 21 October 2013.

Save as disclosed above, as at 30 September
2014, the Group had no material contingent
liabilities.
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AMOUNT OF CAPITALISED INTEREST

Save as disclosed in this report, no interest has
been capitalised by the Group during the Review
Period.

CONVERTIBLE SECURITIES,
WARRANTS OR SIMILAR RIGHTS

As at 30 September 2014, the Company had
outstanding options to subscribe for 32,119,074
shares under the Share Option Scheme adopted
on 18 May 2011. Details of the New Share Option
Scheme are disclosed on pages 36 to 38 of this
report.

PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under
the Company’s bye-laws, or the laws of Bermuda,
which would oblige the Company to offer new
shares on a pro-rata basis to existing shareholders.

PURCHASE, SALE OR REDEMPTION OF
THE COMPANY’S LISTED SECURITIES

During the Review Period, neither the Company
nor any of its subsidiaries purchased, sold or
redeemed any of the listed securities of the
Company nor any of its subsidiaries.
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CHANGE IN INFORMATION OF DIRECTOR

Pursuant to Rule 17.50A(1) of the GEM Listing
Rules, the changes in information of the Director
since the date of the annual report of the Company
for the year ended 31 December 2013 are set out

below:

Name of Director

Mr. Kwok Shun Tim

Details of changes

resigned as (i) an independent
non-executive director and
(ii) the chairman of the audit
committee of the board of
directors, and a member of
each of the nomination
committee and the
remuneration committee of
the board of directors, of Rui
Kang Pharmaceutical Group
Investments Limited (Stock
code: 08037), a company of
which shares are listed on
GEM of the Stock Exchange
with effect from 30 June
2014, and resigned as
executive director of Convoy
Financial Services Holdings
Limited (Stock code: 01019),
a company of which shares
are listed on Main Board of
the Stock Exchange, with
effect from 2 July 2014.

Mr. Kwok had been re-
designated from an
executive Director to a non-
executive Director on 15
April 2014. Mr. Kwok
resigned as the non-
executive Director with effect
from 22 July 2014 due to his
personal commitments on
his other business.
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AUDIT COMMITTEE

The Company established an audit committee with
written terms of reference in compliance with the
GEM Listing Rules on 28 July 2003. The primary
duties of the audit committee are, among others,
to review and oversee the financial reporting
principles and practices adopted as well as internal
control procedures and issues of the Group. It also
reviews quarterly, interim and the final results of
the Group prior to recommending the same to the
Board for consideration.

The audit committee comprises of the three
independent non-executive Directors, namely Mr.
Wang Zhi He, Mr. Luo Wei Kun and Ms. Pang Yuk
Fong (Chairman).

During the Review Period, the audit committee has
held three meetings. The Group’s unaudited
consolidated results for the Review Period have
been reviewed and commented by the audit
committee members.

In order to maintain a high quality of corporate
governance, the Group continue to employ a
qualified accountant in this Quarter and will still
employ a qualified accountant in the coming years.
The audit committee also concluded that the Group
has employed sufficient staff for the purpose of
accounting, financial and internal control.
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CORPORATE GOVERNANCE

During the Review Period, save as disclosed below,
the Company has complied with the code
provisions in the Corporate Governance Code set
out in Appendix 15 to the GEM Listing Rules (the
“Code”).

Under code provision A.4.1 of the Code, non-
executive directors should be appointed for specific
terms, subject to re-election. Currently, the
independent non-executive Directors have no
specific term of office but are subject to retirement
by rotation at annual general meetings of the
Company in accordance with the Company’s bye-
laws. The Board considers the current arrangement
will allow flexibility to the Board in terms of
appointment of Directors.

Under code provision A.2.1 of the Code, the roles
of chairman and the chief executive should be
separate and should not be performed by the same
individual. The Company does not have any officer
with the title of “chief executive”. This deviates from
code provision A.2.1 of the Code.

Mr. Wang Zhong Sheng, who acts as the chairman
of the Company, is also responsible for overseeing
the general operations of the Group. The Board
will meet regularly to consider major matters
affecting the operations of the Group. The Board
considers that this structure will not impair the
balance of power and authority between the Board
and the management of the Company. The roles
of the respective executive Directors and senior
management who are in charge of different
functions complement the role of the chairman and
chief executive officer. The Board believes that this
structure is conducive to strong and consistent
leadership which enables the Group to operate
efficiently.
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CORPORATE GOVERNANCE (Continued)

The Company understands the importance to
comply with code provision A.2.1 of the Code and
will continue to consider the feasibility of appointing
a separate chief executive. The Company will make
timely announcement if the chief executive has
been appointed.

The Company has adopted a code of conduct
regarding securities dealings by Directors as set
out in Rules 5.48 to 5.67 of the GEM Listing Rules.
Having made specific enquiries to all Directors, the
Company was not aware of any non-compliance
with such code of conduct during the Review
Period.

The Company has received from each of the
independent non-executive Directors a
confirmation of their independence pursuant to
Rule 5.09 of the GEM Listing Rules. The Company
considers all of its independent non-executive
Directors are independent.

By order of the Board
Wang Zhong Sheng
Chairman

China, 13 November 2014

As at the date hereof, the executive Directors are
Mr. Wang Zhong Sheng, Mr. Shi Liang and Mr. Fu
Shou Gang and the independent non-executive
Directors are Mr. Luo Wei Kun, Ms. Pang Yuk Fong
and Mr. Wang Zhi He.
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