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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.

ERBARZMAERLIA([BR
Fr D RIZER ([RIZER ) 2558
AR EN - HBELEEME
BRI LTHATFERERER
BeARRM—M@ELHZHE B
BERECATETHRBRENRZED
AZEBERR  WELBEERF
ZEBRGEHRERTE - AIER
ZEERBREEMEERRAENR
BRECEERHMERBES -
HRAIEMR LA T HE 2 HE AT
RO FAERBEEZ2ESTHER
REXMEREBEZIFFZRIHKX
2 RE R 0 FRFEEREE
AIXREE ESERERBEZ
hig o
BEXZREEHERAR G RS

FEHA RGN NEHTAR - 2
BRGNS B I T A B
9 W R TR IA AL S
B RS o 2 T A S IR
S OB SIS (TR AR

RI A EN DGO R T AR
K L p([ B2 L seAl))
MR - EriEf BT e
TEBERAA (AR BE
B A RANEE(EE B
W AR A AR ES A5
EfF - ZEBHIEH— 1A BE
% - B EFARIS - A
PR Bt 5 B2 1B
5 RBEEREIA LG AL
BB MER  ZASHER
o B L L R 56 K B 2 A
%o

KR & e H T
S —#F+HBERES
www. hkgem.comf/ £ %

ABE -

§9>Httm
N

—tEFE=FEXERE THEEREEER 1



FINANCIAL HIGHLIGHTS
MBRE

2

Turnover of the Company together with its
subsidiaries (collectively the “Group”) for the
nine months ended 30 September 2017 was
approximately RMB124,866,000, representing
a decrease of approximately 22.5% as
compared with the corresponding period in
the previous financial year.

The Group realised a loss attributable to
owners of the Company of approximately
RMB32,088,000 for the nine months ended
30 September 2017.

Loss per share of the Company was
approximately RMB2.43 cents for the nine
months ended 30 September 2017.

The board of Directors (the “Board”) does not
recommend the payment of any dividend for
the nine months ended 30 September 2017.
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CONDENSED CONSOLIDATED RESULTS
GRS S

The unaudited consolidated results of the Group
for the three months ended 30 September 2017
(the “Quarter”) and the nine months ended 30
September 2017 (the “Review Period”), together
with the unaudited comparative figures for the
corresponding periods in 2016, 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
fHRFEE SR
Quarter ended Nine months ended
30 September 30 September
BEAA=THLE BENA=TRL
FE bRz
2017 2016 2017 2016
B tE| ZEF| 2Bt | ZER
Note RMB’000 RMB'000 RMB’000 RMB'000
Wik | AREFL | AREFT | ARETFT | AREFT
(unaudited) | (unaudited) | (unaudited) | (unaudited)
(REER) | (REER) | (REBR) | (REFZ)
Turnover 2% 2 42,495 38,514 124,866 161,106
Cost of sales HERAK (38,509) (39597)1  (117917)|  (164,426)
Gross profit/(loss) TR/ (EH) 3,986 (1,083) 6,949 (3320)
Other revenue and netincome  Efizs BB 2 266 193 4,843 427
Distribution costs DA (550) (288) (1,882) (1,355)
Administrative and other THRREMEERS
operating expenses (11,880) (13977) (33,622) (40,312)
Finance costs BEER (1,589) (2,041) (5,476) (6,532)
Loss before income tax BEEHAIEE (9,767) (17,196) (29,188) (51,092)
Income tax credit/(charge) frEmEe/ (AY) 3 = (85) 182 10
Loss for the period HREE (9,767) (17,281) (29,006) (51,082)
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CONDENSED CONSOLIDATED INCOME
STATEMENT (Continued)

IGEEESEEELE )
Quarter ended Nine months ended
30 September 30 September
BERA=tHLE BZAA=tAL
FE NMEA
2017 2016 2017 2016
“EtF | ZERE| 2Bt | ZEF
Note RMB’000 RMB000 RMB'000 RMB'000
Wi | AREFL | AREFT | ARETFT | AREFT
(unaudited) | (unaudited) | (unaudited) | (unaudited)
(REER) | (REER) | (REER) | (REFZ)
Attributable to: 5l
Equity shareholders of RARRERE
the Company (10,506) (17,765) (32,088) (50,335)
Non-controlling interests FERER 739 484 3,082 (747)
Loss for the period HHEE (9,767) (17281)]  (29,006) (51,082)
Dividends attributable tothe  EAPE(EIRS.
period 4 = - = -
RMB (cents) | RMB (cents) | RMB (cents) | RMB (cents)
ARE(F) | ARE(7) | ARE(R) | AEK(S)
Loss per share HHER
basic HK 5 (0.80) (1.35) (2.43) (3.81)
diluted &y (0.80) (1.35) (2.43) (381)
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CONDENSED CONSOLIDATED
STATEMENT OF COMPREHENSIVE

INCOME
fARSs e EEmBER
Quarter ended Nine months ended
30 September 30 September
BEAA=THLE BEAA=TRL
FE NMEA
2017 2016 2017 2016
ZE—tE| ZE ZE-tE| ZE5F
RMB’000 RMB000 RMB’000 RMB'000
AREFL | ARETT | AREFT | AREFT
(unaudited) (unaudited) (unaudited) (unaudited)
(REER) (RiEER) (REER) (REER)
Loss for the period HEER (9,767) (17,281) (29,006) (51,082)
Other comprehensive expense  HIRIEM2HEX
for the period
Items that may be reclassified ~ H& A& ERHEE
subsequently to profit or loss: ~ BEAVEE
Exchange differences on BENERIHE
translation of financial FoERER
statements of foreign entities (2) 181 (69) 532
Total comprehensive expense B2 EH %45
for the period (9,769) (17,100) (29,075) (50,550)
Total comprehensive expense T3 2ERX
attributable to: ag.
Equity shareholders of the RARERRE
Company (10,508) (17,584) (32,157) (49,303)
Non-controlling interests FERER 739 484 3,082 (747)
(9,769) (17,100) (29,075) (50,550)
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CONDENSED CONSOLIDATED
STATEMENT OF CHANGES IN EQUITY

2 A B 3L
ILL Sy day B
Attrbutable to equity shareholders of the Company
KOTRERRER
Share ~ Convertble Non-
Share Share General ~ Translation  Conributed option bonds ~ Accumulated controlling Total
capital -~ premium Tesene Tesene surplus Tesene Tesene losses Total interests equity
BhE TR #BR
B BEEE  -RER  BEME  meRg BF  @REE  EMEE it #E o EE
(unaudted) (xi8) RWBOOO  RMBOOO  RMBUOO  RMBOOO  RMBOOO  RMBOOO  RMBOOO  RMBOOO  RMBOOO  RMBOO0  RMBOOO
ARKTT ABRTT  ARETT  ARRTR  ABRTT  AREFT  ARRTR  ABRTT  ARKFT  ARRTR  AREFR
Balance ot WE-1E
1lanuary 2017 -A-R&% 10910 131,082 8213 (5412 584838 30849 865 (336,045 447 (14111) 418136
Lossfor the period KEMEE = = = - - - - (32088) (32,088 3082 (29,006))
Othercomprehensiveexperses — ASETf
forthe period 2SN - - - (69) - - - - (69) = 694
Tota comprehensive HHRRAER)/
(expenses)income Lok
forthe period - - - (69) - - - (3088 (2157) 308 (905
Balance ot HE-1E
30 September 2017 hAZTRER 10910 131,082 8213 (5481) 584838 30849 865 (369,033 400090  (11,029) 389,061
Attributable to equity shereholders ofthe Company
KDTRERRER
Share Comertible Nor-
Share Share General  Translaion ~ Conributed option bonds ~ Accumulated controling Tota
capial premium Tesere TESENe surplus TESENe Tesere [osses Total interests equily
B TR #ER
B RGEE  -BEE  AERE  m4Es BE  BREE  ZER & i 1 5
(unaudted) (78%) RUBOO0  AMBOOO  RMBODO  AMBODO  RMBO  RMBODO  RMBOOO  RMBOW  RMBOM  RMBOOO  RMBOW
AREFT  AREFT AREFT AREFT AREFT AREFT ABEFT AREFT ABEFT AREFT ABEFT
Balance ot i
1Jenuary 2016 -A-RER 090 1BLR 8213 (558 58488 30849 862 (YY) BB (12789) 5044
Lossfor the period e = = = = = = (503%) (5033 [ ]
Other comprehensie ncome kel
forthe period = = 5% = = = = 52 = 52
Tota comprehensive expense HEAERTE
forthe period = = = 3% = = = (503%) (9% (M) (3050)
Balance R_F-7E
30 September 2016 MA=TRER 090 BLR 8213 (4%6) 58488 30849 8652 (868 4B (13476) 469854
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NOTES:

1l

8

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 2016.

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.
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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

B - HtblamRFRA

RRARREEBR AT - HHE
RAZEBXBHBRICEERLE
ERHE (BERRERILEBRY
MBRTS) - EERARIEE MM
R R RS

BEBERATPRAERR KRS
ZHEE  ETBREBENEE
X YRR EFAREREE
PRI -

REFRARENE X EER
BERERKRSEERERENT -

Review Period are as follows:

Quarter ended Nine months ended
30 September 30 September
HEZAA=TAL HZAA=tHL
FE NEAR
2017 2016 2017 2016
“E+E| ZRE| ZB-tE| ZT1F
RMB’000 RMB'000 RMB’000 RMB'000
ARETFL | AREFT | ARETFRT | AREFT
Turnover EEE
Sales of liquefied coalbed BILEERHEE
gas (including provision (BIERMR
of liquefied coalbed gas LEERDTRE)
logistic services) 8,935 38,359 25,810 158,860
Sales of piped natural gas EEARTIE
and provision of gas supply BB RIEE RS
connection services 33,560 155 99,056 2,246
42,495 38,514 124,866 161,106
Other revenue and Hiha RFRA
net income
Interest income from bank ~ $R1TTEZFIEURA
deposits 12 19 29 64
Other net income HFBA 254 174 4,814 363
266 193 4,843 427
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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 2017 and 2016.

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 2016: Nil).

g
(a)

(b)

e
EPN

RE

5t
BBAIE

R-E—+FER-_T—RF
RAHAR - BEFBR T
1% 5T FE AR B s I AR &
16.5%51H

A SR B PO A HA RS A 3
REVEM RSB B RIS
ZWA - B EAE NG
B (a4 -

BINRER

REBORBEEQLEEBAT
FEH R 2 B 2 8 A WA
2 RAFIRDI - SRE b
[ 2 JE R UL A M HH e T 3
i o IRIEPEIMERETA
(TERARTUE ) R 2P
BEEEMIED - BB
ARBE-_EEN\F—-A—H
MR 25%

BN AR R R AN A A 3 R
ZARBIBIRIERA

BEEWTEBNADREIRME

fal

B(CE—RFRH : &) -

CHINA CBM GROUP COMPANY LIMITED THIRD QUARTERLY REPORT 2017



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 RMB10,506,000 and approximately
RMB32,088,000 respectively (corresponding periods
in 2016: loss of approximately RMB17,765,000
and loss of approximately RMB50,335,000
respectively), and the weighted average number
of Shares in issue of the Company for the Quarter
and the Review Period are both 1,319,484,534
shares (corresponding periods in 2016 are both
1,319,484,534 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 loss per share

No dilutive loss 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 2016.
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MANAGEMENT DISCUSSION AND
ANALYSIS

Financial Review

The Group recorded a consolidated turnover of
approximately RMB124,866,000 for the Review
Period, representing a decrease of approximately
22.50% compared with the corresponding period of
last year. The Group has suspended the production
of liquefied natural gas by Shanxi Qinshui Shuntai
since February 2017, and it leads to the decrease
in turnover of the Group during the Review Period.

Loss attributable to equity shareholders of the
Company for the Review Period was approximately
RMB32,088,000, compared with the loss
attributable to equity shareholders of approximately
RMB50,335,000 for the previous period. The
reasons for the loss are as follows:

(i)  The Group has suspended the production
of liquefied natural gas by Shanxi Qinshui
Shuntai since February 2017, and it leads to
the decrease in turnover of the Group during
the Review Period.

(i)  The other revenue and net income increased
by RMB4,416,000 to RMB4,843,000, it mainly
due to the approximately RMB4,000,000 of
Valued Add Tax refund.

(i) Income tax credit for approximately
RMB182,000 mainly due to the recognition
of deferred tax liabilities in relation to the
withholding tax provision for the Review
Period.
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BUSINESS REVIEW AND DEVELOPMENT
PROSPECTS

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.

EROERERAR
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BUSINESS REVIEW AND DEVELOPMENT
PROSPECTS (Continued)

Resources and reserves (Continued)

The movements in the reserves of certain CBM
properties as of 30 September 2017 are set out

EBEEEERNS(R)

BERRHE ()

TXHIETREREEREZ_F
—tEFNAA=THNRERL

below:

Reserve
evaluation of the
CBM properties

Reserve
evaluation of the
CBM properties

as at as at
30 September 2017 31 March 2012
BCF BCF
R-ZT—t&F R=ZB—=%F
hA=+H =H=+—H
HEEREE NWEEREE
EETE HETE
FREILFHR TERIFER
Total original gas in place FrE R R A
on all blocks RARHE
B8 2,724 2,724
Net 1P (Proved) reserves BEP) EHE 1,419 35
Net 2P (Proved + Probable) = INEERE (2P)
reserves )%f;% = 1,869 277
Net 3P (Proved + Probable + nEL B ONBERE hna]
Possible) reserves EGP)FHE 2,282 2,050
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BUSINESS REVIEW AND DEVELOPMENT
PROSPECTS (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 NSAI 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 RMB1.4 million,
mainly comprising of road maintenance fees of
approximately RMBO0.09 million, drilling expenses
of approximately RMBO0.86 million, well testing fees
of approximately RMBO0.04 million and costs of
equipment and materials of approximately RMBO.41
million.
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BUSINESS REVIEW AND DEVELOPMENT
PROSPECTS (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.

Natural gas exploration and extraction

As at 30 September 2017, the Group has
completed the ground work and drilling of 274
CBM wells, among which 225 wells were in
production, representing no change in number of
well compared with the number of wells at the end
of 2016. It was mainly attributed to the fact that the
Company spent part of funds and put certain efforts
in stabilizing and increasing the output of producing
wells, which, to some extent, has led to slowdown of
construction of new wells. The existing gas output
wells produce approximately 800 cubic meters of
gas on average per day. The Group expected that by
the end of 2017, the number of total drills and wells
in production will reach 288 and 264 respectively
and the total gas output will exceed 200,000 cubic
meters per day.
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BUSINESS REVIEW AND DEVELOPMENT
PROSPECTS (Continued)

Liquefaction operation

Since February 2017, the Group has suspended the
production of liquefied natural gas by Shanxi Qinshui
Shuntai, with an aim to lower the subsequent
production cost of R&D on the Group’s new project,
liguefied A-class air. During the quarter, the trial
production of liquefied A-class air has commenced
by making use of our existing liquefied natural has
equipping with some necessary transformation and
process adjustment. It is anticipated that such R&D
will yield results in 2017.

Marketing and sales

During the Quarter, marketing and sales, employee
structure and sales strategy remained basically the
same. The marking and sales operation is mainly
focused on the development of the Group’s new
business, i.e. liquefied A-class air. Despite the
suspension of production of liquefied natural gas by
the liquefied natural gas plant, the Group’s coalbed
methane will be delivered directly to the end user
by pipeline, and in line with the expected increase
in gas output volume of CBM wells, marketing
personnel of the Group will strive for the expansion
of customer base to include more customers with
higher profit margin potential, so as to ensure the
sales of piped natural gas will continue to contribute
to the Group’s profitability.
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BUSINESS REVIEW AND DEVELOPMENT
PROSPECTS (Continued)

Liquidity, Financial Resources and Capital
Structure

As at 30 September 2017, the Group had net
assets of approximately RMB389,061,000,
including cash and bank balances of approximately
RMB7,329,000. 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 20.25%.

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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BUSINESS REVIEW AND DEVELOPMENT
PROSPECTS (Continued)

Employees

As at 30 September 2017, the Group has an
aggregate of 529 employees, of which 103
are research and development staff, 257 are
engineering and customer service staff, 113
administrative staff and 56 marketing staff. During
the Review Period, the staff cost (including
Directors’ remuneration) was approximately
RMB18,166,000 (nine months ended 30
September 2016: approximately RMB20,143,000).
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.

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.
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BUSINESS REVIEW AND DEVELOPMENT
PROSPECTS (Continued)

Outlook

The upstream business of the Company is
improving steadily and the well construction
and gas output are both increasing constantly.
Apart from constructing new wells, the Company
made technological upgrade to some old wells to
improve production capacity and output, laying
a solid foundation for the Company’s long-term
performance. With the steady increase in the
number of upstream wells and gas output, the
foundation of the Company’s upstream business
is increasingly consolidated and the advantage
of the Group’s vertical integration business will
emerge. In recent years, the unfavorable bottleneck
of raw gas shortage will gradually be tackled and
the production capacity of our LNG plants will be
fully unleashed. Together with the increase in the
proportion of self-produced LNG, the Company will
be gradually less affected by external factors and
the uncontrollable risks involved in the operation
of the Company will be lowered. It is projected that
by the end of 2017, the daily output of natural gas
exploration business will break through beyond
200,000 cubic meters.

As there are growing concerns over the
environmental issues, it is foreseen that the
highly polluted energy will be eliminated from the
market more rapidly and the use of replaceable
clean energy will be more popular, resulting in a
keener market demand for natural gas. Although
the production capacity of natural gas has been
increasing significantly in recent years, the projected
demand will not be satisfied still. The demand
growth of natural gas market will continue to retain
its strong momentum. However, the drop in selling
prices of natural gas has resulted in operating
losses. Management of the Company will spare no
effort in overcoming difficulties and be devoted to
making contribution to the Company’s profit margin
and long-term development.
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BUSINESS REVIEW AND DEVELOPMENT
PROSPECTS (Continued)

Outlook (Continued)

In addition, against a backdrop of air pollution in
Mainland China that cannot be effectively improved
in the short run, the public, especially residents
in Northeast China where the pollution is relatively
more severe, have an increasingly strong demand
for fresh air. In response to such market demand,
the Group has conducted the R&D on liquefied
A-class air technology since the beginning of
2016. Liquefied A-class air refers to air underdone
multiply filtration, liquefied and pumped into various
sealed bottles. It is released slowly when used
to provide A-class fresh air that sustains normal
respiration by users. This product possesses
advantages over ordinary air purifying devices as
it is of low cost, easy to carry and subjected to no
conditions of usage, such that it can be widely
applied in household vehicles, family lives, and
business or office venues. As an extremely desirable
new product, the production of which is expected
to bring about consideration cost-effectiveness
for the Group. In respect of household vehicles,
the Group’s target cities are Beijing, Tianjin,
Zhengzhou and Shijiazhuang, and the total number
of vehicles in such places amounts to approximately
7.5 million. Based on the estimated production
capacity of LUFE//KIEZR &L THER (Shanxi Qinshui
Shuntai Liquefying Plant), the Group will only be
able to meet 1.9% demand of the targeted cities.
As such, the Group believes that the liquefied
A-class air business has a huge development
potential. Currently, the R&D on liquefied A-class
air has entered the stage of transformation and
calibration for liquefying equipment and optimized
molding for liquefied air bottles. In order to expedite
R&D of this new product that may kickoff a new
business for the Group, the Group has suspended
the production of liquefied natural gas by Shanxi
Qinshui Shuntai since February 2017 with an aim
to lower the subsequent production cost of R&D on
liguefied A-class air. Trial production of liquefied
A-class air has commenced by making use of our
existing liquefied natural gas equipping with some
necessary transformation and process adjustment.
It is anticipated that such R&D will yield results in
2017.
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BUSINESS REVIEW AND DEVELOPMENT EKEEKRERAIS(E)
PROSPECTS (Continued)

Outlook (Continued) A= (&)

Despite that the Group has suspended the  EHEAREEEH2017F2H8EILT
production of liquefied natural gas by Shanxi WAL KB SR 2 L RIAAR A &
Qinshui Shuntai since February 2017, the Group & @ BAEE YT HHKARTIS
is fully confident in the prospect of the natural gas ~ BISABAZTMED « R20174 » &
market in China. In 2017, the Group is intending ~ £EFHEIXAREIRE LHRAR
to transport natural gas from gas blocks directly to BB EBEZEHA TR, - N
industrial users through pipelines, so as to secure  HRAAREBFNAELAEREET
profit contribution from the natural gas business. REFER
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DIRECTORS’ AND CHIEF EXECUTIVE’S
INTERESTS OR SHORT POSITIONS IN
SHARES, UNDERLYING SHARES AND
DEBENTURES

As at 30 September 2017, 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
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BT
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Number of
shares/
Nature of underlying Approximate %
Name Capacity interest shares of shareholdings
B3,/ HHE BRSNS
®eE 514 BRME RO#HAE R )7
Mr. Wang Zhong  Interest of Corporate interest 18,118,500 1.38%
Sheng controlled NAREE (Note 1)
THEBEE corporation (P3ED)
RimEE R
Beneficial owner  Personal 470,588,254 35.66%
BE=EAA EA (Note 2)
(Ki5E2)
Mr. Fu Shou Gang  Beneficial owner Personal 324,750 0.02%
e Pt ERBEAA fEA (Note 3)
(F=E3)
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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. Out of the 470,588,254 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; (ii) a beneficial owner of 376,121,483
issued shares of the Company; and (iii) a holder
of convertible bonds convertible to 94,142,021
conversion shares.

3. 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 2017,
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 2017, 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

EFRRRERBR A RAARER G
BRERBESKAEROAT
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H M HEE GG £ 33615 R E AR A
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KRR B RETAR

RAXRRGZHA

Percentage of

Name Number of shares  Nature of Interest shareholding
HE RHEBE #EEME BRESHE
Ms. Zhao Xin (Note) 488,706,754  Interest of spouse 37.04%
R A+ (P EE) [P e

Note: PEE

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 2017,
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 during the
Review Period disclosed in accordance with the
GEM Listing Rules was as follows:

BT E (E)

RAAHARE - RIBAIZER LT AR BIAT
REAMBRENERDT

Exercise
price
Cancelled/ Date of Exercise  per share as Adjusted
Asat Granted Exercised apsed As at grant of periodof  at the date exercise
Name and category of 1 January during during during 30 September share share  of grant of price per
participants 2017 theperiod  theperiod the period 2017 options options  share options  share option
R i R RERE SHERE
ZE-tF Bt/ 3-tf BRE BhE HipHz @ c8E2
SHRENERER) -B-B  BRBEE HRE6R XM AR=tR  BERE %8 SRAEE i
Executive Directors
i £
Mr. Wang Zhong Sheng 324,750 - - - 324750 30m2011 30502011~ 04% 381
TRBLE 29512021
Mr. Fu Shou Gang 324750 - - - 324750 3052011 30/6/2011- 049% 381
Qe 29502021
649,500 - - - 649,500
Employees 5486976 - - - 546976 3052011 30/62011- 04% 381
& 29512021
Consutants 25,982,59% - - - 5982508 3052011 306/2011- 04% 381
B 2952021
32,119,074 - - - 319074
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SHARE OPTION SCHEME (Continued)

BT E (E)

Notes: PitsE
(i)  The terms and conditions of the grants that existed ()  RAHETFEZ R DGR &G
during the Review Period are as follows: Ul
Contractual
Number of options  Vesting conditions life of options
BREHE BEGG BRESHTFH
Options granted:
B HAERE
30 May 2011 215,220,000  Vest immediately 10 years
—T——FHA=+H BN 578 105
30 May 2011 43,080,000  Half on each of the first and 10 years
second anniversaries of 10

—=——FRA=+H

(i) The number and weighted average exercise prices of (ii)

grant date
RHBE#z B ERE (@
BEHBR—F

B 2 8B RnEFITRE

options are as follows: U
Weighted average Number of
exercise price options
IR TEE BREZAE
HK$
78I
Outstanding as at Rn—Z—+tF—HA—H 3.81 32,119,074
1 January 2017 RTME
Granted during the period HRBEREH = -
Outstanding as at RZE—+F 3.81 32,119,074
30 September 2017 NA=+AKTE
Exercisable as at RZE—tF 3.81 32,119,074

30 September 2017

The options outstanding as at 30 September 2017
had an exercise price of HK$3.81 and a weighted

average remaining contractual life of 3.6 years.

AA=+BAITRE

R-B—tFAR=THZKRIT
ERREZITEER38LET -
IMEFHEHRIBRFIR3.65F -
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SHARE OPTION SCHEME (Continued)

As at the date of this report, the total number of
shares available for issue under the New Share
Option Scheme was 32,119,074 ordinary shares,
representing approximately 2.43% of the issued
shares of the Company.

The subscription price per share under the New
Share Option Scheme is solely determined by the
Board, and shall be at least the higher of: (i) the
closing price of the shares as stated in the Stock
Exchange’s daily quotation sheet on the date of offer
to grant option, which must be a business day;(ii)
the average of the closing prices of the shares as
stated in the Stock Exchange’s daily quotations
sheets for the 5 business days immediately
preceding the date of offer to grant option; and (iii)
the nominal value of a share on the date of offer to
grant option, provided that in the event of fractional
prices, the subscription price per share shall be
rounded upwards to the nearest whole cent.

CONTINGENT LIABILITIES

As at 30 September 2017, the Group had no
material contingent liabilities.

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 2017, the Company had
outstanding convertible bonds convertible to
94,142,021 conversion shares and outstanding
options to subscribe for 32,119,074 Shares under
the share option scheme adopted on 18 May 2011.
Details of New Share Option Scheme are set out in
pages 26 to 29 of this report.
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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.

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 Mr. Lau Chun
Pong (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 audit committee 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 2017

As at the date hereof, the executive Directors are
Mr. Wang Zhong Sheng and Mr. Fu Shou Gang and
the independent non-executive Directors are Mr.
Lau Chun Pong, Mr. Luo Wei Kun and Mr. Wang
Zhi He.
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