APPENDIX I ACCOUNTANT’S REPORT

The following is the text of a report, received from the Company’s reporting accountant,
PricewaterhouseCoopers, Certified Public Accountants, Hong Kong, for the purpose of
incorporation in this Prospectus. It is prepared and addressed to the directors of the Company and
to CCB International Capital Limited pursuant to the requirements of Auditing Guideline 3.340
“Prospectuses and the Reporting Accountant” issued by the Hong Kong Institute of Certified Public
Accountants.

PRICEAVATERHOUSE(QOPERS

%Eﬁkﬁiﬁ%ﬂﬁﬁ $7_]”%Fﬁ' PricewaterhouseCoopers
22/F Prince's Building

Central, Hong Kong

27 October 2010

The Directors
China Tian Lun Gas Holdings Limited

CCB International Capital Limited
Dear Sirs,

We report on the financial information (the “Financial Information”) of China Tian Lun Gas
Holdings Limited (the “Company”) and its subsidiaries (together, the “Group”) which comprises the
combined balance sheets as at 31 December 2007, 2008 and 2009 and 30 June 2010, the combined
statements of comprehensive income, the combined statements of changes in equity and the
combined statements of cash flows for each of the years ended 31 December 2007, 2008 and 2009
and the six months ended 30 June 2010 (the “Relevant Periods”), and a summary of significant
accounting policies and other explanatory notes. The Financial Information has been prepared by the
directors of the Company and is set out in Sections I to IV below for inclusion in Appendix I to the
prospectus of the Company dated 27 October 2010 (the “Prospectus”) in connection with the initial
listing of shares of the Company on the Main Board of The Stock Exchange of Hong Kong Limited.

The Company was incorporated in the Cayman Islands on 20 May 2010 as an exempted
company with limited liability under the Companies Law (2010 Revision) of the Cayman Islands.
Pursuant to a group reorganization as described in Note 1 of Section II headed “General information
of the Group and reorganization” below, which was completed on 11 October 2010, the Company
became the holding company of the subsidiaries now comprising the Group (the “Reorganization”).

As at the date of this report, the Company has direct and indirect interests in the subsidiaries as
set out in Note 1 of Section II below. All of these companies are private companies or, if
incorporated or established outside Hong Kong, have substantially the same characteristics as a
Hong Kong incorporated private company.

All companies comprising the Group during the Relevant Periods have adopted 31 December as
their financial year end date.

No audited financial statements have been prepared by the Company as it is newly incorporated

and has not been involved in any significant business transactions since its date of incorporation
other than the Reorganization. The financial statements of the subsidiaries now comprising the
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Group that are subject to statutory audit were audited by auditors as set out in Note 1 of Section II
below.

The directors of the Company have prepared the combined financial statements of the Company
and its subsidiaries now comprising the Group for the Relevant Periods, in accordance with Hong
Kong Financial Reporting Standards (“HKFRSs”) issued by the Hong Kong Institute of Certified
Public Accountants (the “HKICPA”) (the “Underlying Financial Statements”). We have audited the
Underlying Financial Statements in accordance with Hong Kong Standards on Auditing (the
“HKSA”) issued by the HKICPA pursuant to separate terms of engagement with the Company.

The Financial Information has been prepared based on the Underlying Financial Statements,
with no adjustments made thereon and on the basis set out in Note 2.1 of Section II below.

Directors’ responsibility for the Financial Information

The directors of the Company are responsible for the preparation and the true and fair
presentation of the Financial Information in accordance with the basis of presentation set out in Note
2.1 of Section II below and in accordance with HKFRSs. This responsibility includes designing,
implementing and maintaining internal control relevant to the preparation and the true and fair
presentation of the Financial Information that are free from material misstatement, whether due to
fraud or error; selecting and applying appropriate accounting policies; and making accounting
estimates that are reasonable in the circumstances.

Reporting accountant’s responsibility

Our responsibility is to express an opinion on the Financial Information and to report our
opinion to you. We carried out our procedures in accordance with the Auditing Guideline 3.340
“Prospectuses and the Reporting Accountant” issued by the HKICPA.

Opinion

In our opinion, the Financial Information gives, for the purpose of the Prospectus and presented
on the basis set out in Note 2.1 of Section II below, a true and fair view of the combined state of
affairs of the Group as at 31 December 2007, 2008 and 2009 and 30 June 2010 and of the Group’s
combined results and cash flows for each of the Relevant Periods then ended.

Review of stub period comparative financial information

We have reviewed the stub period comparative financial information set out in Sections I to IV
below included in Appendix I to the Prospectus which comprises the combined statements of
comprehensive income, the combined statements of changes in equity and the combined statements
of cash flows for the six months ended 30 June 2009 and a summary of significant accounting
policies and other explanatory notes (the “Stub Period Comparative Financial Information™).

The directors are responsible for the preparation and presentation of the Stub Period
Comparative Financial Information in accordance with the basis of presentation set out in Note 2.1
of Section II below and the accounting policies set out in Note 2.2 of Section II below which are in
conformity with HKFRSs.

Our responsibility is to express a conclusion on the Stub Period Comparative Financial

Information based on our review. We conducted our review in accordance with Hong Kong Standard
on Review Engagements 2410, “Review of Interim Financial Information Performed by the
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Independent Auditor of the Entity” issued by the HKICPA. A review consists of making inquiries,
primarily of persons responsible for financial and accounting matters, and applying analytical and
other review procedures. A review is substantially less in scope than an audit conducted in
accordance with HKSA and consequently does not enable us to obtain assurance that we would
become aware of all significant matters that might be identified in an audit. Accordingly, we do not
express an audit opinion.

Based on our review, nothing has come to our attention that causes us to believe that the Stub
Period Comparative Financial Information, for the purpose of the Prospectus and presented on the
basis set out in Note 2.1 of Section II below, has not been prepared, in all material respects, in
accordance with the accounting policies set out in Note 2.2 of Section II below which are in
conformity with HKFRSs.
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I FINANCIAL INFORMATION OF THE GROUP

The following is the Financial Information of the Group prepared by the directors of the
Company as at 31 December 2007, 2008 and 2009 and 30 June 2010 and for each of the years
ended 31 December 2007, 2008 and 2009 and the six months ended 30 June 2010, presented on

the basis set out in Note 2.1 of Section II below:

Combined Balance Sheets

ASSETS

Non-current assets

Property, plant and equipment ...................
Investment properties . .............c.c.ouienon..
Lease prepayments .. ...........c.c.ouvenenon...
Intangible assets . .......... ...,
Deferred income tax assets . .....................
Trade and other receivables .....................

Current assets

Inventories ............ ... ...
Trade and other receivables .....................
Restrictedcash .............. .. ... ...........
Cash and cash equivalents ......................

Totalassets ................ .. ... .. ...

EQUITY

Attributable to equity holders of the Company
Reserves ...... ... .
(Accumulated deficit)/retained earnings ...........

Minority interest . .. ......... ... .. .. . .. ...,

Totalequity .......... ... ... ... ... .. ... ...,
LIABILITIES
Non-current liabilities

Deferred income tax liabilities ...................
Borrowings .. ...

Current liabilities

Trade and other payables .......................
Advance from customers .......................
Current income tax liabilities ....................
BOrrowings .. ...
Dividend payable ............... ... ... .. .....

Total liabilities ..............................
Total equity and liabilities .....................

Net current liabilities .........................

Total assets less current liabilities . . . . ...........

1-4

Note

As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
112,639 118,717 125,377 130,332
8,703 10,165 9,511 9,318
1,025 1,006 2,071 2,036
30,892 30,156 29,507 29,147
4,471 1,530 1,225 1,393
11,662 11,662 — —
169,392 173,236 167,691 172,226
22,486 19,548 17,700 11,777
43,486 45,332 70,752 15,489
500 — — —
7,716 11,371 14,860 82,862
74,188 76,251 103,312 110,128
243,580 249,487 271,003 282,354
44,785 55,7786 65,399 72,940
(20,260) 2,277 42,395 41,751
24,525 58,063 107,794 114,691
2,994 5,007 2,829 3,236
27,519 63,070 110,623 117,927
— — 585 —
85,472 60,258 35,242 35,397
85,472 60,258 35,827 35,397
46,281 48,740 39,473 37,800
45,661 48,690 43,046 35,893
313 475 1,634 205
38,334 28,254 40,400 52,500
— — — 2,632
130,589 126,159 124,553 129,030
216,061 186,417 160,380 164,427
243,580 249,487 271,003 282,354
(56,401) (49,908) (21,241) (18,902)
112,991 123,328 146,450 153,324
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Combined Statements of Comprehensive Income

Year ended 31 December Six months ended 30 June
Note 2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Revenue ........... ... .. ... ... ..... 5 65,888 127,657 179,223 81,869 114,950
Costofsales ........................ 19 (37,185) (77,623) (100,393) (46,366) (62,976)
Grossprofit ........................ 28,703 50,034 78,830 35,503 51,974
Distribution cost . .................... 19 (1,978)  (1,553) (2,236) (715) (1,402)
Administrative eXpenses . .............. 19 (5,489) (8,318) (9,723) (4,580) (5,490)
Other gains —mnet .................... 21 824 5 671 195 32
Operating profit .................... 22,060 40,168 67,542 30,403 45,114
Financeincome ...................... 1,893 1,874 1,066 527 589
Financecosts .. ...................... (11,465)  (9,625) (7,063) (3,913) (2,805)
Finance costs —net .................. 22 (9,572)  (7,751) (5,997) (3,386) (2,216)
Profit before incometax . ............. 12,488 32,417 61,545 27,017 42,898
Income tax expense . .................. 23 4,198) (6,866) (13,992) (6,235) (10,048)
Profit for the year/period ............. 8,290 25,551 47,553 20,782 32,850
Other comprehensive income for the
year/period, netof tax .............. — — — — —
Total comprehensive income for the
year/period . ...................... 8,290 25,551 47,553 20,782 32,850
Profit and total comprehensive income
attributable to:
Equity holders of the Company ......... 7,540 23,538 44,299 19,228 32,443
Minority interest . .................... 750 2,013 3,254 1,554 407

8,290 25,551 47,553 20,782 32,850

Earning per share for profit attributable
to equity holders of the Company
—Basicand diluted .............. 25 N/A N/A N/A N/A N/A

Dividends .......................... 30 — — — — 33,087
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Combined Statements of Changes in Equity

Attributable to equity holders of the Company

(Accumulated
deficit)/retained Minority Total

Reserves earnings Total interest equity

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

(Note 14)
Balance at 1 January 2007 ......... 28,255 (27,770) 485 744 1,229
Total comprehensive income . . ... .... — 7,540 7,540 750 8,290
Capital injection . ................. 16,500 — 16,500 1,500 18,000
Appropriation .................... 30 (30) — — —
Balance at 31 December 2007 . . . .. .. 44,785 (20,260) 24,525 2,994 27,519
Total comprehensive income . . ....... — 23,538 23,538 2,013 25,551
Capital injection .................. 10,000 — 10,000 — 10,000
Appropriation .................... 1,001 (1,001) — — —
Balance at 31 December 2008 . ... ... 55,786 2,277 58,063 5,007 63,070
Total comprehensive income . ... ..... — 44,299 44,299 3,254 47,553
Appropriation .................... 4,181 (4,181) — — —
Acquisition of minority interest ... ... 5,432 — 5,432  (5,432) —
Balance at 31 December 2009 . . ... .. 65,399 42,395 107,794 2,829 110,623
Total comprehensive income . . ... .... — 32,443 32,443 407 32,850
Capital injection . ................. 15,000 — 15,000 — 15,000
Dividends . ....................... — (33,087) (33,087) — (33,087
Share issuance costs . .............. (3,3006) — (3,3006) — (3,3006)
Deemed distribution to Owners . . . .. .. (4,153) — (4,153) — (4,153)
Balance at 30 June 2010 ........... 72,940 41,751 114,691 3,236 117,927
Six months ended 30 June 2009 (unaudited)
Balance at 1 January 2009 ......... 55,786 2,277 58,063 5,007 63,070
Total comprehensive income . . ....... — 19,228 19,228 1,554 20,782
Balance at 30 June 2009 ........... 55,786 21,505 77,291 6,561 83,852

I-6



APPENDIX I

ACCOUNTANT’S REPORT

Combined Statements of Cash Flows

Cash flows from operating activities
Cash generated from operations ..........

Interest paid . .

Incometaxpaid .......................

Net cash generated from operating

activities . . .

Cash flows from investing activities
Purchases of property, plant and equipment

and investment properties .............
Increase in lease prepayments . ...........
Net repayments from/(to) related parties . . .
Purchase of intangible assets . ............
Proceeds from disposal of property, plant

and equipment . ............... ... ...
Net cash outflow for the acquisition of a

business ...

Interestreceived . ............ . ... ....

Net cash generated from/(used in) investing

activities . . .

Cash flows from financing activities
Proceeds from borrowings ... ............
Repayments of borrowings ..............
Settlement of the liability assumed from the
acquisition of a business to a related

party ......

Capital injection ......................

Dividends . . ..

Payments of share issuance costs .........
Deemed distribution to Owners . .. ........

Net cash (used in)/generated from financing

activities . . .

Net increase in cash and cash

equivalents

Cash and cash equivalents at beginning of
the year/period ......................

Cash and cash equivalents at end of the

year/period

Six months ended

Year ended 31 December 30 June
Note 2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

26 26,736 58,528 69,937 32,194 50,445
(11,385) (9,537) (6,975) (3,399) (2,756)
)  (3,763) (11,943)  (2,651) (12,230)

15,342 45,228 51,019 26,144 35,459
(14,083) (13212) (13,506)  (6,749)  (9,099)

— (1,089) — — —

35337 5430 (21,283) (24.279) 50,779

(7 (10) (68) (2) —

26 616 10 189 211 26
29 (9,500) — _ _ _
83 93 62 19 19

12,446 (8,778) (34,606) (30,800) 41,725

20,000 22,000 34,100 19,500 35,000
(53,917) (56,735) (47,024) (9,849)  (22,677)

29 (8,200)  (8,060) — — —

18,000 10,000 — — 15,000
30 — — — —  (30,455)
— — — — (1,897)
14 — — — — (4,153)
(24,117) (32,795) (12,924) 9,651  (9,182)

3,671 3,655 3,489 4,995 68,002

4,045 7,716 11,371 11,371 14,860

13 7,716 11,371 14,860 16,366 82,862
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1I

(1)

(ii)

NOTES TO THE FINANCIAL INFORMATION

General information of the Group and reorganization

General information of the Group

China Tian Lun Gas Holdings Limited (the “Company”) was incorporated on 20 May 2010 in
the Cayman Islands under the Companies Law (2010 Revision) of the Cayman Islands as an
exempted company with limited liability. The address of its registered office is Clifton House,
75 Fort Street, PO Box 1350, Grand Cayman KY1-1108, Cayman Islands. The Company is an
investment holding company. The Company and its subsidiaries (hereinafter collectively
referred to as the “Group”) are principally engaged in the transportation and sales of pipelined
gas operation and the gas pipeline connections operation in certain cities of the People’s
Republic of China (“PRC”) (the “Listing Business”).

Prior to the incorporation of the Company and the completion of the reorganization as
described in Note 1(ii) below (the “Reorganization”), the Listing Business were carried out by
the companies now comprising the Group, which were collectively controlled by Mr. Zhang
Yingcen and his family members comprising his wife and eldest son (collectively the
“Controlling Shareholders” or “Owners”).

The Reorganization

The Group underwent the following reorganization in preparation for the listing of the
Company’s shares on the Main Board of the Stock Exchange of Hong Kong Limited (the
“Listing”).

(a) Prior to the Reorganization, four out of the five operating companies, incorporated in the
PRC, namely Zhengzhou Shangjie Tian Lun Gas Limited (“Shangjie Tian Lun”), Xuchang
Tian Lun Gas Limited (“Xuchang Tian Lun”), Xuchang Tian Lun Vehicle-use Gas Limited
(“Xuchang Tian Lun Vehicle”), Hebi Tian Lun Vehicle-use Gas Limited (“Hebei Tian Lun
Vehicle”) (collectively “the four operating companies”), were majority owned by Henan
Tian Lun Gas Engineering Investment Limited (“the then holding company” or “Henan
Tian Lun Engineering Investment”), a company incorporated in the PRC and beneficially
owned by the Controlling Shareholders. The remaining operating company, Hebi Tian Lun
Gas Limited (“Hebi Tian Lun”) was 80% owned by Upsky Holdings Limited (“Upsky
Holdings”), a company incorporated in the British Virgin Islands (“BVI”) and beneficially
owned by the Controlling Shareholders, and 20% owned by the then holding company.

(b) On 10 May 2010, Tian Lun New Energy Limited (“Tian Lun New Energy”) was
incorporated in Hong Kong with an authorized share capital of Hong Kong dollar
(“HKD”) 10,000 at HKDI1 each. One share was allotted and issued at par to Upsky
Holdings.

(c) Pursuant to an equity transfer agreement dated 15 May 2010, Upsky Holdings and Henan
Tian Lun Engineering Investment transferred their respective 80% and 20% equity
interests in Hebi Tian Lun to Tian Lun New Energy for a consideration of RMB9.2 million
and RMB2.3 million, respectively. Such considerations were based on the valuation of
Hebi Tian Lun as at 31 March 2010 by an independent valuer in the PRC.
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(d)

(e)

(f)

(2)

(h)

On 13 May 2010, Hebi Tian Lun New Energy Limited (“Hebi New Energy”) was
incorporated as a limited liability company in the PRC by the then holding company. Hebi
New Energy has not been involved in any significant business transactions since its date
of incorporation other than the Reorganization up to the date of this report. On 29 June
2010, the then holding company transferred the entire equity interests in Hebi New Energy
to Hebi Tian Lun at a consideration of RMB15 million, which represented the registered
capital paid by the then holding company. In order to finance the payment obligation of
such consideration, capital injection has been made by Tian Lun Group Limited (“Tian
Lun Group”), a company incorporated in the BVI and ultimately wholly owned by the
Controlling Shareholders, as disclosed in (h) below. In September 2010, such
consideration was paid out to the then holding company.

On 20 May 2010, the Company was established in the Cayman Islands as a wholly owned
subsidiary of Tian Lun Group.

Pursuant to various equity transfer agreements dated 29 June 2010, the then holding
company transferred its entire shareholdings of the four operating companies to Hebi Tian
Lun. The total considerations for such transfers of shareholdings were approximately
RMB67 million, which were based on the respective valuation of the four operating
companies as at 31 March 2010 by an independent valuer in the PRC. In order to finance
the payment obligation of such consideration, capital injection has been made by Tian Lun
Group as disclosed in (h) below. On 30 June and 13 September 2010, Hebi Tian Lun paid
consideration of approximately RMB4 million and RMB63 million to the then holding
company, respectively. As a result of the aforesaid transfers, Tian Lun New Energy
became the holding company of all the operating companies and Hebi New Energy within
the Group.

On 6 July 2010, pursuant to a share transfer agreement entered into between Tian Lun
Group and Pleasant New Limited (“Pleasant New”), a company incorporated in the BVI
and is beneficially owned by certain executive directors of the Company, Tian Lun Group
transferred a 6.7% equity interests in Upsky Holdings to Pleasant New for a consideration
of approximately HKD35 million, which approximated the fair value of such equity
interest as at 6 July 2010 as determined by an independent valuer.

In August 2010, Tian Lun Group subscribed one share at United States Dollars
(“USD”) 0.1 each of Upsky Holdings at a consideration of approximately HKD93 million.
Upsky Holdings injected approximately HKD94 million into Tian Lun New Energy by the
subscription of one share in Tian Lun New Energy. In August 2010, Tian Lun New Energy
injected cash of approximately HKDO92 million, equivalent to approximately RMB80
million into Hebi Tian Lun as registered capital. The cash so injected was paid out to the
then holding company as described in (d) and (f) above.

On 11 October 2010, the Company entered into a sale and purchase agreement with Tian
Lun Group and Pleasant New, pursuant to which (i) Tian Lun Group transferred all the
shares it held in Upsky Holdings to the Company and as consideration, 932,999 Shares, all
credited as fully paid, were allotted to Tian Lun Group and the one nil paid Share then
held by Tian Lun Group was credited as fully paid up; and (ii) Pleasant New transferred
all the shares it held in Upsky Holdings to the Company and as consideration, 67,000
Shares, all credited as fully paid up, were allotted and issued to Pleasant New.

Upon completion of the Reorganization, the Company became the holding company of the
Group.

I-9



ACCOUNTANT’S REPORT

APPENDIX I

*PaI12)S1321 U2 ARY SWERU YSI[SUH OU SB SULILJ ISAY) JO SAWRU SAUIYD) 2y) Sune[suen e 110JJ2 152q s Judwadeuew sjuasardar 11odar siy) ur 0) paiiojar soweu YsiSuy YL s

sourjodid sed

wxsAUuedWo)

‘un uer], Sueyony urjsaraiur Aymba 9,001
PIoY SIdP[OYRIRYS SUI[ONUOD) ) ‘IOIJLIdY ], "JUSUNSIAU] SULISQUISUF UNT URL], UUSH 0} }sa1ajur £)nba 95,0 $I1 palojsuen un uel], Sueyony jo JOp[oyareys AJLIOUTW Y} ‘6007 QU0 U]
"9506 Sem un uel], Sueyony ur sI3p[oyaIeys Surfjonuo)) ay) Aq pray jsardur A1nba ay) ‘6007 IQUISAON ()€ POPUR SYIUOUI UIAJ[S Y} PUB §OOZ PUB (0T IOQURII( [ PIpUd sIeak oy SuLng 44

"TADIH St AS10ug maN un uer], jo [eyrded pansst oy,

"000°TASN st sSurpjoH Aysd jo [esrdes pansst oy, 4

JO uonoauuod pue uononnsuod - GO0 pue panwiry syd) payup) Amjud) Kuedwod L00T AInf 81
‘se3 [eoo paurjadid jo s[es 800T ‘£00T URUSH I Sep s |2 & S g il Bl fuk %06 — 000°S1  Anpiqer] payury /0¥d
wxsAURdWo)
600 paIWIT sYD paaun 7 Suiq Auedwod goog 1oquerdag 1
OND JOO[eS  PUB Q00T  SUBYONX Le e |2 &5 E g [ i 542 %001 — 000°01  Anpiqer poyrury /0¥d
sourjodid sed wxsAURdWo)
JO uonoauuod pue uononnsuod - OO pue panwiry syd) payun 1 Suiq Auedwod ¢00g loqudes 67
‘se3 [exmeu paurjadid jo ofes 800T ‘L00T  SURYONX Ly et {2 5 Ly [ W =48 %001 — 0006z Anpiqer] paywry /0¥d
wxshUuedWo)
(DOND,, 9y 600 PUE  PAWIT SYJD BpurY Suoyz ueusy Auedwod  £00g 1990100 6¢
ses [emeu passaidwod Jo 9fes 800T ‘L00T [0 373 B S e R B R ) ch Bl fut %001 — 00001 Apiqer] payury /0¥d
sourjodid sed wxsAUuedWo)
JO uonoauuod pue uononnsuod - 6O(O¢ pue panwiry sydD epury Suoyyz ueusq Auedwod 7007 J2qQURAON |
‘se3 [exmeu paurjadid jo afes 800T £00T [0 73 B SR R B R ) ch Bl fut %001 — 00006  Anpiqer] payury /0¥d
sourjodid sed
JO uondauuod pue uONONNSUOd Kuedwod
‘ses [emeu paurfedid jo ofeg VIN VIN %001 — 000°ST  Anpiqer] poywr 010¢ e €1 /0¥Ud
Kuedwod 0102 AN 01
Auedwoo Furpoy ArerpauLioiuy V/IN VIN %001 — K Apiqer) payury /3uoy| SuoHy
Kuedwod €00C AIn[ §
Auedwod Suipjoy ArerpouLioyuy V/N VN — %001 %L Anpiqery poywg Ad
(000.9INA)
sapiAnoe fedulg Jjipne S10JIpNy PIRY PRY  rended ur £nud uoneaodaodur
Jo Jed X Apodaipuy Apdaaiq pred/panssy [e39] Jo adAJ, Jo jep pue
ed/Anuno)

3s319yur £31nba

dqeInqLy

(7 M ) T T )

un' uery, oifSueys

(o2 72 5 W Y ) ) 9 42)
J[OIYIA UN ueL], Sueyonyy

(18730 By ) 1l 544

wxUNT ULy, Sueyony

(et 3730 08 B ol ) 3 1)1 5 )
S[OIYIA UNng uely, IQ9H

(Pt 3730 BBt ) > 1 )
un uer], 1goH

(2 720 B 5030 00> b )
A319ug moN 1qoH

.......... ASI0Ug MON UNT ueL],

............... sSurpjoH Aysdn

JweN

"91qel 9y} MO[aq

paure[dxa se ung uer], 3ueyony J0j 1dodXd SPOLIdd JUBAQ[QY Y} JuLINp PASuByOUN PAUIBWAI dARY ‘siap[oyaleys Jurjjonuo) ayl £q pley
A[30QI1pUT 10 A[}OQIIP ‘SISQIAIUI YONg "SOLIBIPISqNS SUIMOJ[0J 29U} UT $)SIQIUT }OAIIPUI puk 10a11p sey Auedwo) oy ‘310da1 s1y) Jo 91ep ay) e sy

I-10



APPENDIX I ACCOUNTANT’S REPORT

2.

2.1

2.2

Basis of presentation and summary of significant accounting polices
Basis of presentation

The Controlling Shareholders owned and controlled the companies now comprising the Group
before the Reorganization and continue to control these companies after the Reorganization.
For the purpose of this report, the Reorganization is considered as a business combination
under common control in a manner similar to the principles of merger accounting under Hong
Kong Accounting Guideline 5 “Merger Accounting for Common Control Combination” issued
by HKICPA. The Financial Information includes the combined financial position, results and
cash flows of the companies now comprising the Group as if the existing group structure had
been in existence throughout the Relevant Periods or since the respective dates of
incorporation/establishment or acquisition, whichever is the shorter period.

All significant intra-group transactions and balances have been eliminated on combination.
Summary of significant accounting polices

The principal accounting policies applied in the preparation of the Financial Information are set
out below. These policies have been consistently applied during the Relevant Periods.

Basis of preparation

The Financial Information has been prepared in accordance with HKFRSs issued by the
HKICPA under the historical convention.

The preparation of the Financial Information in conformity with HKFRSs requires the use of
certain critical accounting estimates. It also requires management to exercise its judgment in
the process of applying the Group’s accounting policies. The areas involving a higher degree of
judgment or complexity, or areas where assumptions and estimates are significant to the
Financial Information are disclosed in Note 4 below.

Accounting Policies

For the purpose of preparing and presenting the Financial Information for the Relevant Periods,
the Group has adopted HKFRSs, which are effective for the accounting periods beginning on or
before 1 January 2010 consistently throughout the Relevant Periods.

The following new standards, amendments to standards and interpretations have been issued
that are mandatory for accounting periods beginning after 1 January 2010 or later periods and
which the Group has not early adopted:

° HKFRS 9 “Financial Instruments” (effective from 1 January 2013). Financial assets are
required to be classified into two measurement categories: those to be measured
subsequently at fair value, and those to be measured subsequently at amortized cost. The
decision is to be made at initial recognition. The classification depends on the entity’s
business model for managing its financial instruments and the contractual cash flow
characteristics of the instrument. The expected impact of this new standard is still being
assessed in details by management, but management does not anticipate that the
application will result in a material impact on the Group’s financial information.
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° HKAS 24 (Revised) “Related party disclosures” supersedes HKAS 24 ‘Related party
disclosures’ issued in 2003. The revised HKAS 24 is required to be applied from
1 January 2011. The amendment introduces an exemption from all of the disclosure
requirements of HKAS 24 for transactions among government related entities and the
government. It also clarifies and simplifies the definition of a related party. This
amendment is not currently applicable to the Group.

° Under “Classification of rights issues” (Amendment to HKAS 32), for rights issues
offered for a fixed amount of foreign currency, current practice appears to require such
issues to be accounted for as derivative liabilities. The amendment states that if such
rights are issued pro rata to all the entity’s existing shareholders in the same class for a
fixed amount of currency, they should be classified as equity regardless of the currency in
which the exercise price is denominated. The amendment should be applied for annual
periods beginning on or after 1 February 2010. Earlier application is permitted. This
amendment is not currently applicable to the Group.

° Amendments to HK(IFRIC) Int-14 “Prepayments of a minimum funding requirement”
corrects an unintended consequence of HK(IFRIC) Int-14, “HKAS 19 — The limit on a
defined benefit asset, minimum funding requirements and their interaction”. Without the
amendments, entities are not permitted to recognize as an asset for any surplus arising
from the voluntary prepayment of minimum funding contributions in respect of future
service. This was not intended when HK(IFRIC) Int-14 was issued, and the amendments
correct the problem. The amendments are effective for annual periods beginning 1 January
2011. Earlier application is permitted. The amendments should be applied retrospectively
to the earliest comparative period presented. This amendment is not currently applicable
to the Group.

° HK(FRIC) -Int 19, “Extinguishing financial liabilities with equity instruments” clarifies
the requirements of HKFRSs when an entity renegotiates the terms of a financial liability
with its creditor and the creditor agrees to accept the entity’s shares or other equity
instruments to settle the financial liability fully or partially. The interpretation is effective
for annual periods beginning on or after 1 July 2010. Earlier application is permitted. This
interpretation is not currently applicable to the Group.

° “Limited exemption from comparative HKFRS 7 disclosures for first-time adopters”
(Amendment to HKFRS 1) provide first-time adopters with the same transition provisions
as included in the amendment to HKFRS 7 in relation to relief from presenting
comparative information that ended before 31 December 2009 for new fair value
disclosures requirements. This is required to be applied for annual periods beginning on or
after 1 July 2010. Early adoption is permitted. This is not relevant to the Group, as it is an
existing HKFRS preparer.

° In May 2010, the HKICPA published certain improvements to HKFRSs which will be
effective for accounting periods beginning on or after 1 January 2011 or later periods.
These improvements have not been early adopted by the Group. Amendments have been
made to the following standards according to the improvements:

HKFRS 1 (Amendment) First-time Adoption of HKFRSs,
HKFRS 3 (Revised) (Amendment) Business Combinations,
HKFRS 7 (Amendment) Financial Instruments: Disclosures,
HKAS 1 (Amendment) Presentation of financial statements,
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HKAS 27 (Revised) (Amendment) Consolidated Financial Statements and Accounting for
Investments in Subsidiaries,

HKAS 34 (Amendment) Interim Financial Reporting, and

HK(IFRIC) 13 (Amendment) Customer Loyalty Programs

The Group is in the process of making an assessment of the impact of these new/revised
standards, amendments and interpretations to existing standards and does not anticipate
that the adoption will result in any material impact on the Group’s results of operations
and financial position.

2.2.1 Consolidation and combination

(a)

(b)

Subsidiaries

Subsidiaries are all entities over which the Group has the power to govern the financial and
operating policies generally accompanying a shareholding of more than one half of the voting
rights. The existence and effect of potential voting rights that are currently exercisable or
convertible are considered when assessing whether the Group controls another entity.

The purchase method of accounting is used to account for the acquisition of subsidiaries by
the Group, which qualifies as business combination, except for those acquisitions which
qualify as a common control combination and are therefore accounted for using the merger
accounting.

Under the purchase method of accounting, subsidiaries are fully consolidated from the date on
which control is transferred to the Group. They are de-consolidated from the date that control
ceases. The cost of an acquisition is measured as the fair value of the assets given, equity
instruments issued and liabilities incurred or assumed at the date of exchange and, all
acquisition-related costs are expensed. Identifiable assets acquired and liabilities and
contingent liabilities assumed in a business combination are measured initially at their fair
values at the acquisition date, irrespective of the extent of any minority interest. The excess of
the cost of acquisition over the fair value of the Group’s share of the identifiable net assets
acquired is recorded as goodwill. If the cost of acquisition is less than the fair value of the net
assets of the subsidiary acquired, the difference is recognized directly in profit or loss.

For the acquisition of subsidiaries which do not qualify as business combination, the fair
value of the consideration transferred, including transaction cost is allocated to assets
acquired and liabilities assumed based on their relative fair value. The assets acquired include
intangible assets that are recognized separately. No goodwill arises on such transactions.

Inter-company transactions, balances and unrealized gains on transactions between group
companies are eliminated. Unrealized losses are also eliminated.

Accounting policies of subsidiaries have been changed where necessary to ensure consistency
with the policies adopted by the Group.

Business combination under common control

The Financial Information incorporates the financial statement items of the combining entities
or businesses in which the common control combination occurs as if they had been combined
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(c)

2.2.2

2.2.3

(a)

(b)

from the date when the combining entities or businesses first came under the control of the
controlling party.

The net assets of the combining entities or businesses are combined using the existing book
values from the controlling party’s perspective. No amount is recognized with respect to
goodwill or any excess of an acquirer’s interest in the net fair value of the acquiree’s
identifiable assets, liabilities and contingent liabilities over its cost at the time of common
control combination, to the extent of the contribution of the controlling party’s interest.

The combined statements of comprehensive income include the results of each of the
combining entities or businesses from the earliest date presented or since the date when
combining entities or businesses first came under common control, where this is a shorter
period, regardless of the date of common control combination.

The comparative amounts in the Financial Information are presented as if the entities or
businesses had been combined at the earliest date presented or when they first came under
common control, whichever is the latest.

Intra-group transactions, balances and unrealized gains on transactions between the combining
entities or businesses are eliminated. Unrealized losses are eliminated but considered as an
impairment indicator of the asset transferred. Accounting policies of combining entities or
businesses have been changed where necessary to ensure consistency with the policies adopted
by the Group.

Transactions and minority interest

The Group treats transactions with minority interest as transactions with equity holders of the
Company. For purchases from minority interest, the difference between any consideration paid
and the relevant share acquired of the carrying value of net assets of the subsidiary is recorded
in equity. Gains or losses on disposals to minority interest are also recorded in equity.

Segment reporting

Operating segments are reported in a manner consistent with the internal reporting provided to
the chief operating decision-maker. The chief operating decision-maker, who is responsible
for allocating resources and assessing performance of the operating segments, has been
identified as senior executive management team, including the chairman and the chief
executive officer, that makes strategic decisions.

Foreign currency translation

Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using
the currency of the primary economic environment in which the entity operates (the
“functional currency”). The Financial Information is presented in Renminbi (“RMB”), which
is the Company’s functional currency and the Group’s presentation currency.

Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange
rates prevailing at the dates of the transactions. Foreign exchange gains and losses resulting
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2.2.4

from the settlement of such transactions and from the translation at year-end exchange rates of
monetary assets and liabilities denominated in foreign currencies are recognized in profit or
loss.

Foreign exchange gains and losses that relate to borrowings and cash and cash equivalents are
presented in the combined statements of comprehensive income within “finance income or
cost”. All other foreign exchange gains and losses are presented in the combined statements of
comprehensive income within “other gains — net”.

Property, plant and equipment

Property, plant and equipment are stated at historical cost less accumulated depreciation and
accumulated impairment losses, if any. Historical cost includes expenditure that is directly
attributable to the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or recognized as a separate asset,
as appropriate, only when it is probable that future economic benefits associated with the item
will flow to the Group and the cost of the item can be measured reliably. The carrying amount
of the replaced part is derecognized. All other repairs and maintenance are charged in profit or
loss during the Relevant Periods in which they are incurred.

Depreciation of property, plant and equipment is calculated using the straight-line method to
allocate their cost to their residual values which is 0% — 5% of the cost over their estimated
useful lives, as follows:

— Buildings 25 years
— Equipment and machinery 10 years
— Gas pipelines

— natural gas pipelines 25 years
— coal gas pipelines 16 years
— Office equipment and motor vehicles 5 years

Construction-in-progress represents buildings, plant and machinery under construction or
pending installation and is stated at cost. Cost includes the costs of construction of buildings
and costs of plant and machinery. No provision for depreciation is made on
construction-in-progress until such time as the relevant assets are completed and ready for
intended use. When the assets concerned are brought into use, the costs are transferred to
property, plant and equipment and depreciated in accordance with the policy as stated above.

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at the
end of each reporting period.

An asset’s carrying amount is written down immediately to its recoverable amount if the
asset’s carrying amount is greater than its estimated recoverable amount (Note 2.2.8).

Gains and losses on disposals are determined by comparing proceeds with carrying amount,
and are recognized within “other gains — net” in the combined statements of comprehensive
income.
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2.2.5

2.2.6

2.2.7

(a)

(b)

2.2.8

Investment properties

Investment properties, principally office buildings, are held for rental yields and are not
occupied by the Group. Investment properties are initially recognized at cost and subsequently
carried at cost less accumulated depreciation and impairment losses, if any.

Depreciation is calculated using the straight-line method to write-off the cost of the assets to
their residual values over their estimated useful life of 25 years.

The assets’ residual values and useful lives are reviewed and adjusted, if appropriate, at the
end of each reporting period.

Gains and losses on disposal are determined by comparing proceeds with carrying amount.
These are included in the profit or loss.

If an investment property becomes owner-occupied, it is reclassified as property, plant and
equipment, and its carrying amount at the date of reclassification becomes its cost for
accounting purposes.

If an item of property, plant and equipment becomes an investment property because its use
has changed, the transfer does not change the carrying amount of the property transferred, nor
does it change the cost of that property for measurement or disclosure purposes.

Lease prepayments

Lease prepayments represent upfront prepayments made for the land use rights. Lease
prepayments are stated at costs and are amortized on a straight-line basis over the remaining
period of the land use rights, net of any impairment losses. The amortization is charged within
“administration expenses” in the combined statements of comprehensive income.

Intangible assets
Exclusive operating rights for city pipeline network

Exclusive operating rights for city pipeline network represent the exclusive rights for
distribution of gas in certain cities or districts in the PRC, and are stated at cost less
accumulated amortization and impairment loss, if any. The cost incurred for the acquisition of
exclusive operating rights for city pipeline network is capitalized and amortized on a straight-
line basis over their estimated useful lives (30 — 50 years).

Computer software

Acquired computer software licenses are capitalized on the basis of the costs incurred to
acquire and bring to use the specific software. These costs are amortized over their estimated
useful lives (3 years).

Impairment of non-financial assets

Assets that have an indefinite useful life, for example goodwill, are not subject to
amortization and are tested annually for impairment. Assets are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount may not be
recoverable. An impairment loss is recognized for the amount by which the asset’s carrying
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2.2.9

(a)

(b)

amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s
fair value less costs to sell and value in use. For the purposes of assessing impairment, assets
are grouped at the lowest levels for which there are separately identifiable cash flows (cash-
generating units). Non-financial assets other than goodwill that suffered an impairment are
reviewed for possible reversal of the impairment at each reporting date.

Financial assets
Classification

The Group classifies its financial assets in the following categories: financial assets at fair
value through profit or loss, loans and receivables, held-to-maturity investments, and
available for sale financial assets. The classification depends on the purpose for which the
financial assets were acquired. Management determines the classification of its financial
assets at initial recognition.

The Group only has financial assets classified as “loans and receivables” during the Relevant
Periods.

Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. They are included in current assets, except for
maturities greater than 12 months after the end of the reporting period. These are classified as
non-current assets. The Group’s loans and receivables comprise “trade and other receivables”
and “cash and cash equivalents” and “restricted cash” in the combined balance sheets (Notes
2.2.12 and 2.2.13).

Recognition and measurement

Regular purchases and sales of financial assets are recognized on the trade-date on which the
Group commits to purchase or sell the asset. Investments are initially recognized at fair value
plus transaction costs for all financial assets not carried at fair value through profit or loss.
Financial assets are derecognized when the rights to receive cash flows from the investments
have expired or have been transferred and the group has transferred substantially all risks and
rewards of ownership. Loans and receivables are subsequently carried at amortized cost using
the effective interest method.

2.2.10 Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the combined balance
sheets when there is a legally enforceable right to offset the recognized amounts and there is
an intention to settle on a net basis, or realize the asset and settle the liability simultaneously.

2.2.11 Inventories

Inventories are stated at the lower of cost and net realizable value. Cost is determined using
the weighted average method. The cost of finished goods and work-in-progress comprises
materials for gas pipelines, direct labor, other direct costs and related production overheads
(based on normal operating capacity). It excludes borrowing costs. Net realizable value is the
estimated selling price in the ordinary course of business, less applicable variable selling
expenses.
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2.2.12 Trade and other receivables

Trade receivables are amounts due from customers for goods sold or services performed in the
ordinary course of business. If collection of trade and other receivables is expected in one
year or less (or in the normal operating cycle of the business if longer), they are classified as
current assets. If not, they are presented as non-current assets.

Trade and other receivables are recognized initially at fair value and subsequently measured at
amortized cost using the effective interest method, less provision for impairment.

The Group assesses at the end of each reporting period whether there is objective evidence
that trade and other receivables are impaired. Trade and other receivables are impaired and
impairment losses are incurred only if there is objective evidence of impairment as a result of
one or more events that occurred after the initial recognition of the asset (a “loss event”) and
that loss event (or events) has an impact on the estimated future cash flows of the trade and
other receivables that can be reliably estimated.

The criteria that the Group uses to determine that there is objective evidence of an impairment
loss include:

° Significant financial difficulty of the debtor;
° A breach of contract, such as a default or delinquency in interest or principal payments;

° The Group, for economic or legal reasons relating to the debtor’s financial difficulty,
granting to the debtor a concession that the creditor would not otherwise consider; and

° It becomes probable that the debtor will enter bankruptcy or other financial
reorganization.

The Group first assesses whether objective evidence of impairment exists.

The amount of the loss is measured as the difference between the asset’s carrying amount and
the present value of estimated future cash flows (excluding future credit losses that have not
been incurred) discounted at the financial asset’s original effective interest rate. The carrying
amount of the assets is reduced through the use of an allowance account, and the amount of
the loss is recognized in the combined statements of comprehensive income within
“administrative expenses”. When a trade receivable is uncollectible, it is written off against
the allowance account for receivables.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can
be related objectively to an event occurring after the impairment was recognized (such as an
improvement in the debtor’s credit rating), the reversal of the previously recognized
impairment loss is recognized in profit or loss.

2.2.13 Cash and cash equivalents

Cash and cash equivalents includes cash in hand, deposits held at call with banks, other short-
term highly liquid investments with original maturities of three months or less.
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2.2.14 Trade payables

Trade payables are obligations to pay for goods or services that have been acquired in the
ordinary course of business from suppliers. Accounts payable are classified as current
liabilities if payment is due within one year or less (or in the normal operating cycle of the
business if longer). If not, they are presented as non-current liabilities.

Trade payables are recognized initially at fair value and subsequently measured at amortized
cost using the effective interest method.

2.2.15 Borrowings

Borrowings are recognized initially at fair value, net of transaction costs incurred. Borrowings
are subsequently carried at amortized cost; any difference between the proceeds (net of
transaction costs) and the redemption value is recognized in profit or loss over the period of
the borrowings using the effective interest method.

Borrowings are classified as current liabilities unless there is an unconditional right to defer
settlement of the liability for at least 12 months after the end of the reporting period.

2.2.16 Current and deferred income tax

The tax expense for the period comprises current and deferred tax. Tax is recognized in profit
or loss, except to the extent that it relates to items recognized in other comprehensive income
or directly in equity. In this case the tax is also recognized in other comprehensive income or
directly in equity, respectively.

The current income tax charge is calculated on the basis of the tax laws enacted or
substantively enacted at end of the reporting period in the countries where the Group’s entities
operate and generate taxable income. Management periodically evaluates positions taken in
tax returns with respect to situations in which applicable tax regulation is subject to
interpretation. It establishes provisions where appropriate on the basis of amounts expected to
be paid to the tax authorities.

Deferred income tax is recognized, using the liability method, on temporary differences
arising between the tax bases of assets and liabilities and their carrying amounts in the
Financial Information and tax losses. However, the deferred income tax is not accounted for if
it arises from initial recognition of an asset or liability in a transaction other than a business
combination that at the time of the transaction affects neither accounting nor taxable profit or
loss. Deferred income tax is determined using tax rates (and laws) that have been enacted or
substantively enacted by the end of the reporting period and are expected to apply when the
related deferred income tax asset is realized or the deferred income tax liability is settled.

Deferred income tax assets are recognized only to the extent that it is probable that future
taxable profit will be available against which the temporary differences and tax losses can be
utilized.

Deferred income tax is provided on temporary differences arising on investments in
subsidiaries, except where the timing of the reversal of the temporary difference is controlled
by the Group and it is probable that the temporary difference will not reverse in the
foreseeable future.
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Deferred income tax assets and liabilities are offset when there is a legally enforceable right
to offset current tax assets against current tax liabilities and when the deferred income taxes
assets and liabilities relate to income taxes levied by the same taxation authority on either the
taxable entity or different taxable entities where there is an intention to settle the balances on
a net basis.

2.2.17 Employee benefits — Pension obligations and other benefits

In accordance with the rules and regulations in the PRC, the PRC based employees of the
Group participate in various defined contribution retirement benefit, housing fund, medical
insurance and unemployment fund plans organized by the relevant municipal and provincial
governments in the PRC under which the Group and the employees are required to make
monthly contributions to these plans calculated as a percentage of the employees’ salaries.
The Group has no further payment obligations once the contributions have been paid. The
contributions are recognized in profit or loss as employee benefit expense when they are
incurred.

2.2.18 Government grants

Grants from the government are recognized at their fair value where there is a reasonable
assurance that the grant will be received and the Group will comply with all attached
conditions.

Government grants relating to costs are recognized in profit or loss during the period
necessary to match them with the costs that they are intended to compensate.

2.2.19 Revenue recognition

(a)

(b)

Revenue comprises the fair value of the consideration received or receivable for the sale of
goods and services in the ordinary course of the Group’s activities. Revenue is shown net of
value-added tax, return, rebates and discounts and after eliminating sales within the Group.

Connection of gas pipelines

Revenue in respect of the connection and construction of gas pipelines is recognized upon the
completion of construction of pipelines for users and connection of the pipelines to the
Group’s existing gas pipeline network, which, coincides with the “fire ignition ceremony.”
The “fire ignition ceremony” is a final and essential step to ascertain that the gas pipeline
built is functioning properly and is acceptable to users. Upon the fire ignition ceremony, the
significant risks and rewards of ownership will be transferred to the customers and the
economic benefits associated with the contracts will be passed to the Group. The average time
required for the Group to complete a gas pipeline construction project is approximately two to
four months.

Sale of gases
Revenue from the sale of gases, including pipelined gases and CNG, is recognized on the
transfer of significant risks and rewards of ownership, which generally coincides with the time

when the gas is delivered to customers and title has passed, and is based on the gas
consumption derived from meter readings.
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(c)

(d)

Interest income
Interest income is recognized on a time-proportion basis using the effective interest method.
Rental income

Rental income from investments properties is recognized in profit or loss on a straight-line
basis over the terms of leases.

2.2.20 Operating leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the
lessor are classified as operating leases. Payments made under operating leases (net of any
incentives received from the lessor) are charged to profit or loss on a straight-line basis over
the period of the lease.

2.2.21 Dividend distribution

3.1

(a)

Dividend distribution to the equity holders of the companies comprising the Group is
recognized in Group’s financial statements in the period in which the dividends are approved
by the equity holders of such companies.

Financial risk management
Financial risk factors

The Group’s activities expose it to a variety of financial risks: market risk (including currency
risk, fair value interest rate risk and cash flow interest rate risk), credit risk and liquidity risk.
The Group’s overall risk management program focuses on the unpredictability of financial
markets and seeks to minimize potential adverse effects on the Group’s financial performance.

Market risk
(i) Foreign exchange risk

The Group’s operations are principally performed within the PRC with most transactions
settled in RMB, except for certain daily administrative activities which are settled in HKD
and certain borrowings which are settled in USD. The Group’s assets and liabilities that
are subject to foreign exchange rate risk include bank deposits and borrowings that are
denominated in HKD and USD. The Group currently does not have a foreign currency
hedging policy, and manages its foreign currency risk by closely monitoring the
movement of the foreign currency rates.
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The carrying amount of the Group’s foreign currency denominated monetary assets and
monetary liabilities as at 31 December 2007, 2008 and 2009 and 30 June 2010 are as

follows:
As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
Assets (Note 13)
HKD ... 55 52 50 4,230
Liabilities (Notes 15 and 17)
USD 8,606 6,712 6,242 6,397
HKD ... 3,801 3,580 3,574 9,648

The following table shows the sensitivity analysis of an increase/decrease of 5% in RMB
against USD and HKD, with all other variables held constant, as at 31 December 2007,
2008 and 2009 and 30 June 2010 respectively. This sensitivity analysis has been
determined assuming that the change in foreign exchange rates had occurred at the end of
each reporting period. The stated change represents management’s assessment of
reasonably possible changes in foreign exchange rates over the period until the next end
of reporting period. If there is a 5% increase/decrease in RMB against USD and HKD, the
effect on the profit before income tax is as follows:

For the
six months ended
Year ended 31 December 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
Increase of 5% RMB against USD and HKD
— Increase of profit before income tax .......... 617 512 488 591
Decrease of 5% RMB against USD and HKD . . .
— Decrease of profit before income tax ......... (617) (512) (488) (591)

(ii) Cash flow and fair value interest rate risk

As the Group has no significant interest-bearing assets other than cash and cash
equivalents and certain receivable due from Henan Tian Lun Real Estate Limited (“Henan
Tian Lun Real Estate”), the Group’s income and operating cash flows are substantially
independent of changes in market interest rates.

The Group’s interest-rate risk arises from loans. Loans borrowed at variable rates expose
the Group to cash flow interest-rate risk. Loans borrowed at fixed rates expose the Group
to fair value interest-rate risk. As at 31 December 2007, 2008 and 2009 and 30 June 2010,
the Group’s bank loans bore interest at variable rates and the other borrowings at fixed
rate. The Group currently does not use any interest rate swaps to hedge its exposure to
interest rate risk.

As at 31 December 2007, 2008 and 2009 and 30 June 2010, if interest rates on borrowings
had been ten basis-points higher/lower with all other variables held constant, profit before
income tax for the year/period would have been approximately RMB1,139,000,
RMB954,000, RMB697,000 and RMB274,000, lower/higher, respectively, mainly as a
result of higher/lower interest expense on floating rate borrowings.
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(b)

(c)

Credit risk

The Group’s maximum exposure to credit risk in relation to financial assets is the carrying
amounts of cash and cash equivalents, restricted cash, and trade and other receivables.

As at 31 December 2007, 2008 and 2009 and 30 June 2010, all of the Group’s bank deposits are
deposited in major financial institutions located in the PRC and Hong Kong, which
management believes are of high credit quality without significant credit risk. The Group’s
bank deposits as at 31 December 2007, 2008 and 2009 and 30 June 2010 were as follows:

As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
Big four commercial banks® .. ... ... o oL L oL 7,055 7,065 13,061 19,981
Otherlisted banks ... ......... . 55 52 50 4,230
Other state-owned banks .. ........... .. ... .. ... . .... 560 4,203 1,692 58,575

7,670 11,320 14,803 82,786

(i) Big four commercial banks include Industrial and Commercial Bank of China, China Construction Bank, Agricultural Bank of
China and Bank of China, all being sizable banks in the PRC.

Credit risk is managed on a group basis. Credit risk arises from cash and cash equivalents,
deposits with banks, as well as credit exposures to customers, including outstanding trade and
other receivables.

The Group has no significant concentration of credit risk, with exposure spread over a number
of counterparties and customers.

The Group generally requests advances from customers. In circumstances of credit sales, to
manage the credit risk in respect of trade and other receivables, the Group has policies in place
to ensure that sales are made to customers with appropriate credit history and the Group
performs periodic credit evaluations of its customers, and generally does not require collateral
from the customers on the outstanding balances. Based on the expected recoverability and
timing for collection of the outstanding balances, the Group maintains a provision for
impairment of receivables and actual losses incurred have been within management’s
expectation.

Liquidity risk

To manage the liquidity risk, the Group monitors and maintains a level of cash and cash
equivalents deemed adequate by the management to finance the Group’s operations and
mitigate the effects of fluctuations in cash flows. The Group expects to fund its future cash
flow needs through internally generated cash flows from operations, borrowings from financial
institutions, as well as equity financing through shareholders or initial public offering.

I-23



APPENDIX I ACCOUNTANT’S REPORT

3.2

The table below analyses the Group’s financial liabilities into relevant maturity groupings
based on the remaining period at the end of reporting period to the contractual maturity date.
The amounts disclosed in the table are the contractual undiscounted cash flows.

Less than  Between 1 Between 2 Over 5
1 year and 2 years and 5 years years
RMB’000 RMB’000 RMB’000 RMB’000
At 30 June 2010
Bank borrowings . ....... ... 56,667 19,833 10,849 —
Other bOrrowings . . . ..o vt 116 574 1,695 10,702
Trade and other payables® ........................... 36,425 — — —
At 31 December 2009
Bank borrowings . ......... .. 44,970 20,843 11,377 —
Other bOrrowIngs . . . ..o v v e — 289 1,711 11,042
Trade and other payables® ........................... 38,223 — — —
At 31 December 2008
Bank borrowings . ......... .. 33,345 29,566 32,853 —
Other bOrrowIngs . . ..o vt e 854 — 1,436 11,618
Trade and other payables® ........................... 47,697 — — —
At 31 December 2007
Bank borrowings . .......... . 45,268 29,021 62,799 —
Other bOrrOWIngS . . ..o v v e 1,934 913 924 13,027
Trade and other payables® . .......................... 45,564 — — —

(i) Trade and other payables include trade payables, amounts due to related parties and other payables as stated in Note 15.
Capital risk management

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue
as a going concern in order to provide returns for equity holders and benefits for other
stakeholders and to maintain an optimal capital structure to reduce the cost of capital. The
Group’s strategy remains consistent throughout the Relevant Periods.

In order to maintain or adjust the capital structure, the Group may adjust the amount of
dividends paid to equity holders, return capital to shareholders, issue new shares or sell assets
to reduce debt.

The Group monitors capital risk on the basis of the gearing ratio. This ratio is calculated as net
debt divided by total capital. Net debt is calculated as total borrowings (including “current and
non-current borrowings” as shown in the combined balance sheets) less cash and cash
equivalents. Total capital is calculated as total “equity” as shown in the combined balance
sheets plus net debt. The Group aims to maintain the gearing ratio at a reasonable level.
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3.3

The gearing ratios as at 31 December 2007, 2008 and 2009 and 30 June 2010 were as follows:

As at 31 December

As at 30 June
2007 2008 2009 2010

RMB’000 RMB’000 RMB’000 RMB’000
Total bOIrOWINgS . ... oottt 123,806 88,512 75,642 87,897
Less: cash and cash equivalents ....................... (7,716) (11,371) (14,860) (82,862)
Netdebt . ... ... 116,090 77,141 60,782 5,035
Total eqUILY ... oot 27,519 63,070 110,623 117,927
Total capital .. ... 143,609 140,211 171,405 122,962
Gearingratio ........... .. ... .. .. ... . 0.81 0.55 0.35 0.04

The decrease of gearing ratio during the Relevant Periods was mainly due to the repayment of
borrowings and settlement of balances with related parties.

Fair value estimation

The Group adopts the amendment to HKFRS 7 “Financial instruments - Disclosure” for
financial instruments that are measured in the combined balance sheets at fair value, this
requires disclosure of fair value measurements by level of the following fair value measurement
hierarchy:

° Quoted prices (unadjusted) in active markets for identical assets or liabilities (level 1).

° Inputs other than quoted prices included within level 1 that are observable for the asset or
liability, either directly (that is, as prices) or indirectly (that is, derived from prices)
(level 2).

° Inputs for the asset or liability that are not based on observable market data (that is,

unobservable inputs) (level 3).

As at 31 December 2007, 2008 and 2009 and 30 June 2010, the Group has no financial
instruments that are measured in the combined balance sheets at fair value, so no such
disclosure was made.

The carrying amounts of the Group’s financial assets including cash and cash equivalents,
deposits in approved financial institutions and current portion of trade and other receivables;
and financial liabilities including trade and other payables, and current borrowings,
approximate their fair values due to their short maturities. The face values less any estimated
credit adjustments for financial assets and liabilities with a maturity of less than one year are
assumed to approximate their fair value. The fair value of the non-current portion of the trade
and other receivables and financial liabilities for disclosure purposes is estimated by
discounting the future contractual cash flows at the current market interest rate available to the
Group for similar financial instruments. The fair values of the non-current portion of the trade
and other receivables and non-current borrowings are disclosed in Notes 11 and 17,
respectively.

Critical accounting estimates and judgments

Estimates and judgments are continually evaluated and are based on historical experience and
other factors, including expectations of future events that are believed to be reasonable under
the circumstances.
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(a)

(b)

(c)

The Group makes estimates and assumptions concerning the future. The resulting accounting
estimates will, by definition, seldom equal the related actual results. The estimates and
assumptions that have a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year are discussed below.

Current income taxes and deferred tax

The Group’s subsidiaries that operate in the PRC are subject to corporate income tax in the
PRC. Significant judgment is required in determining the provision for income taxes. There are
many transactions and calculations for which the ultimate tax determination is uncertain during
the ordinary course of business. The Group recognizes liabilities for anticipated tax audit issues
based on estimates of whether additional taxes will be due. Where the final tax outcome of
these matters is different from the amounts that were initially recorded, such differences will
impact the income tax and deferred tax provisions in the period in which such determination is
made.

Deferred tax assets relating to certain temporary differences and tax losses are recognized as
management considers it is probable that future taxable profit will be available against which
the temporary differences or tax losses can be utilized. Where the expectation is different from
the original estimate, such differences will impact the recognition of deferred tax assets and
income tax expense in the periods in which such estimate is changed.

As at 31 December 2007, 2008 and 2009 and 30 June 2010, the Group has deferred tax assets of
approximately RMB4,471,000, RMB1,530,000, RMB1,225,000 and RMB 1,393,000 respectively
(Note 18). To the extent that it is probable that the taxable profit will be available against
which the deductible temporary differences will be utilized, deferred tax assets are recognized
for temporary differences arising from impairment provisions taken on inventory and
receivables, accrued expenses, tax losses and depreciation. Should the Group be required to
increase the tax rate, every 1% increment in tax rate would render a further write up of deferred
tax assets in the amount of approximately RMB217,000, RMB100,000, RMB53,000 and
RMB62,000 respectively.

Depreciation and amortization

The Group’s management determines the estimated residual value, useful lives and related
deprecation/amortization charges for the property, plant and equipment, investment properties,
and intangible assets with reference to the estimated periods that the Group intends to derive
future economic benefits from the use of these assets. Management will revise the depreciation
and amortization charge where useful lives are different to previously estimated.

Impairment of trade and other receivables

Provision for impairment of trade and other receivables is determined based on the evaluation
of collectibility of trade and other receivables. A considerable amount of judgment is required
in assessing the ultimate realization of these receivables, including the current
creditworthiness, the past collection history of each counterparty and the current market
condition.

Segment information

Management has determined the operating segments based on the reports reviewed by the
senior executive management team on monthly basis that are used to make strategic decisions.
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The senior executive management team considers the business from a “product” perspective
only, as geographically all the products are provided in Henan Province, the PRC, which is
considered as one geographic location with similar risks and returns.

The reportable operating segments derive their revenue primarily from transportation and sales
of pipelined gases, and gas pipeline connections.

The revenue from rental income of investment properties and other miscellaneous income, is
not reviewed by the senior executive management team, and its results are included in the “all
other segment” column.

The senior executive management team assesses the performance of the operating segments
based on the measure of gross profit, which is determined by using the accounting policies
which are the same as disclosed in Note 2.2 above. Meanwhile, the Group does not allocate
operating costs, assets or liabilities to its segments, as the senior executive management team
does not use this information to allocate resources to or evaluate the performance of the
operating segments. Therefore, the Group does not report a measure of segment assets and
segment liabilities for each reportable segment.

The segment information provided to the senior executive management team for the reportable
segments for the year ended 31 December 2007 is as follows:

Transportation Gas
and sales of pipeline All other
pipelined gas  connections segments Unallocated Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Total external revenue . ................. 26,230 37,775 1,883 — 65,888
Gross profit . ........ ... ... i, 506 27,096 1,101 — 28,703
Other gains —mnet ..................... 824 824
Distribution cost ...................... (1,978) (1,978)
Administrative eXpenses . ............... (5,489) (5,489)
Operating profit . . .................... 22,060
Finance cost—mnet .................... 9,572) (9,572)
Profit before incometax ............... 12,488
Income tax expense .................... (4,198) (4,198)
Profit for theyear .................... 8,290
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The segment information provided to the senior executive management team for the reportable
segments for the year ended 31 December 2008 is as follows:

Transportation Gas
and sales of pipeline All other
pipelined gas  connections segments  Unallocated Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Total external revenue . ................. 57,714 67,594 2,349 — 127,657
Grossprofit ......... .. ... .. ... 5,090 44,601 343 — 50,034
Other gains —mnet ..................... 5 5
Distribution cost ...................... (1,553) (1,553)
Administrative eXpenses . ............... (8,318) (8,318)
Operating profit . ..................... 40,168
Finance cost—mnet .................... (7,751) (7,751)
Profit before income tax ............... 32,417
Income tax expense .................... (6,866) (6,866)
Profit for theyear .................... 25,551

The segment information provided to the senior executive management team for the reportable
segments for the year ended 31 December 2009 is as follows:

Transportation Gas
and sales of pipeline All other
pipelined gas  connections segments Unallocated Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Total external revenue .................. 84,886 90,624 3,713 — 179,223
Gross profit . ........... ... .. 11,987 64,596 2,247 — 78,830
Other gains—mnet ..................... 671 671
Distribution cost . . ..................... (2,236) (2,236)
Administrative expenses . ............... 9,723) (9,723)
Operating profit . ..................... 67,542
Financecost—mnet .................... (5,997) (5,997)
Profit before incometax ............... 61,545
Income tax expense .................... (13,992)  (13,992)
Profit for theyear .................... 47,553
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The segment information provided to the senior executive management team for the reportable
segments for the six months ended 30 June 2009 is as follows (unaudited):

Transportation Gas
and sales of pipeline All other
pipelined gas  connections segments  Unallocated Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Total external revenue . ................. 39,480 41,266 1,123 — 81,869
Grossprofit ......... .. ... .. .. . ... 3,961 31,270 272 — 35,503
Other gains —mnet ..................... 195 195
Distribution cost . . ..................... (715) (715)
Administrative eXpenses . ............... (4,580) (4,580)
Operating profit ...................... 30,403
Finance cost—mnet .................... (3,386) (3,386)
Profit before income tax ............... 27,017
Income tax expense .................... (6,235) (6,235)
Profit for the period .. ................. 20,782

The segment information provided to the senior executive management team for the reportable
segments for the six months ended 30 June 2010 is as follows:

Transportation Gas
and sales of pipeline All other
pipelined gas  connections segments Unallocated Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Total external revenue . ................. 50,626 58,719 5,605 — 114,950
Gross profit . ......... .. ... .. 6,286 41,920 3,768 — 51,974
Other gains—mnet ..................... 32 32
Distribution cost . ..................... (1,402) (1,402)
Administrative eXpenses . ............... (5,490) (5,490)
Operatingprofit . . .................... 45,114
Financecost—mnet .................... (2,216) (2,216)
Profit before income tax ............... 42,898
Income tax expense .................... (10,048) (10,048)
Profit for the period .................. 32,850

The principal subsidiaries of the Company are domiciled in the PRC. All their revenue from
external customers are derived from the PRC, and all the non-current assets (there are no
financial instrument, employment benefit assets and rights arising under insurance contracts)
are located in the PRC.

During each of the years ended 31 December 2007, 2008 and 2009 and the six months ended
30 June 2009 and 2010, no revenue derived from sales made to a single external customers
amounted to 10% or more of the Group’s total revenue.
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6. Property, plant and equipment
Office
Equipment equipment
and Gas and motor  Construction
Buildings machinery pipelines vehicles -in-progress Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

At 1 January 2007
COSt vttt 12,096 1,501 66,088 2,084 6,276 88,045
Accumulated depreciation ............ (876) (1,067) (5,881) (1,018) — (8,842)
Netbookamount . ................... 11,220 434 60,207 1,066 6,276 79,203
Year ended 31 December 2007
Opening net book amount . ............ 11,220 434 60,207 1,066 6,276 79,203
Additions . ........ . i 244 — — 380 13,480 14,104
Transfer in fromCIP ................. 985 — 3,510 — (4,495) —
Transfer from investment properties .. .. 484 — — — — 484
Acquisition of a business (Note 29) ..... 1,950 829 20,244 572 — 23,595
Disposals . ... — (17) — (85) — (102)
Depreciation charge ................. (533) (138) (3,504) 470) — (4,645)
Closing net book amount ............. 14,350 1,108 80,457 1,463 15,261 112,639
At 31 December 2007
COSt vt e 15,808 2,157 90,162 2,908 15,261 126,296
Accumulated depreciation ............ (1,458) (1,049) (9,705) (1,445) — (13,657)
Net book amount . . .................. 14,350 1,108 80,457 1,463 15,261 112,639
Year ended 31 December 2008
Opening net book amount . ............ 14,350 1,108 80,457 1,463 15,261 112,639
Additions .. ........ . — 1,404 — 181 12,432 14,017
Transfer in from CIP . ................ 3,373 1,863 8,842 — (14,078) —
Transfer to investment properties . . ... .. (1,834) — — — — (1,834)
Disposals . ... (80) (1) — (1) — (82)
Depreciation charge ................. (640) (299) (4,509) (575) — (6,023)
Closing net book amount ............. 15,169 4,075 84,790 1,068 13,615 118,717
At 31 December 2008
COSt ettt 16,994 5,420 99,002 3,081 13,615 138,112
Accumulated depreciation ............ (1,825) (1,345) (14,212) (2,013) — (19,395)
Netbook amount . ................... 15,169 4,075 84,790 1,068 13,615 118,717
Year ended 31 December 2009
Opening net book amount . .. .......... 15,169 4,075 84,790 1,068 13,615 118,717
Additions . ........ ... 171 58 — 327 12,464 13,020
Transferinfrom CIP ................. 1,828 3,732 14,789 21 (20,370) —
Transfer from investment properties . . .. 266 — — — — 266
Disposals . ... (10) 3) — 39) — (52)
Depreciation charge ................. (672) (527) (4,968) 407) — (6,574)
Closing net book amount ............. 16,752 7,335 94,611 970 5,709 125,377
At 31 December 2009
COSt vttt 19,228 9,198 113,790 2,970 5,709 150,895
Accumulated depreciation ............ (2,476) (1,863) (19,179) (2,000) — (25,518)
Net book amount . . .................. 16,752 7,335 94,611 970 5,709 125,377
Six months ended 30 June 2010
Opening net book amount . ............ 16,752 7,335 94,611 970 5,709 125,377
Additions .. ........ . 23 — — 130 8,602 8,815
Transfer in fromCIP ................. 8 2 3,305 — (3,315) —
Transfer to investment properties . . ... .. (18) — — — — (18)
Disposals . ........... ... ... ... — — — (44) — (44)
Depreciation charge ................. (376) 479) 2,775) (168) — (3,798)
Closing net book amount ............. 16,389 6,858 95,141 888 11,056 130,332
At 30 June 2010
COSt ettt 19,229 9,205 117,095 2,658 11,056 159,243
Accumulated depreciation ............ (2,840) (2,347) (21,954) (1,770) — (28,911)
Netbook amount . ................... 16,389 6,858 95,141 888 11,056 130,332
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(a)

(b)

(c)

(a)

Depreciation of the property, plant and equipment has been charged to profit or loss as follows:

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Costofsales ............ ... i . 3,620 4,890 5,650 2,723 3,394
Distribution cost . . . ... 32 73 83 35 39
Administrative eXpenses . .................... 993 1,060 841 415 365

4,645 6,023 6,574 3,173 3,798

Bank borrowings were secured by certain properties of the Group with a net book value of
approximately RMB7,209,000, RMB6,339,000, RMB6,080,000 and RMB5,956,000 as at
31 December 2007, 2008 and 2009 and 30 June 2010, respectively (Note 17).

As at the date of this report, the Group has not obtained the legal titles of certain buildings
recorded in the Group’s property, plant and equipment amounting to approximately
RMB1,370,000.

Investment properties

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2010

RMB’000 RMB’000 RMB’000 RMB’000
At beginning of the year / period
GOS8t vttt 9,868 9,361 11,397 11,131
Accumulated depreciation . .............. ... ....... (333) (658) (1,232) (1,620)
Netbookamount ............ ... . ..., 9,535 8,703 10,165 9,511
For the year/period
Opening net book amount . ........................ 9,535 8,703 10,165 9,511
Transfer (to)/from property, plant and equipment . . . .. .. (484) 1,834 (266) 18
Depreciationcharge . ........ ... ..o (348) (372) (388) (211)
Closing net book amount . . ........................ 8,703 10,165 9,511 9,318
At end of the year/period
L ] 9,361 11,397 11,131 11,156
Accumulated depreciation . .............. ... ....... (658) (1,232) (1,620) (1,838)
Netbookamount ............ ... . ..., 8,703 10,165 9,511 9,318
Fair value at end of the year/period (a) ............... 13,750 14,890 17,700 19,375

The fair value of the investment properties were valued by an independent and professionally
qualified valuer. Valuations were based on current prices in an active market for all properties.
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(b)

(c)

(d)

(e)

The following amounts have been recognized in profit or loss:

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

Rentalincome ........... ... ... ... .. 1,306 1,367 1,337 700 818

Direct operating expenses from properties that
generate rental income .. ................... (348) (372) (388) 217) (211)
958 995 949 483 607

Depreciation of the Group’s investment properties has been charged to the combined statements
of comprehensive income as follows:

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

Costofsales........... ... . ... @ @ ﬁ & g

Leasing arrangement

Certain investment properties are leased to tenants under long-term operating leases with
payable at regular intervals during the year based on the payment terms. Minimum lease
payments under non-cancellable operating leases of investment properties not recognized in the
financial information are receivable as follows:

As at
As at 31 December 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
Within Lyear ....... .. .. i 591 1,061 700 955
Later than 1 year but no later than3years . ................. 370 624 113 1,517

961 1,685 813 2472

Bank borrowings were secured by certain of the Group’s investment properties with a net book
value of approximately RMB&,522,000, RMBS§,762,000, RMBS&,390,000 and RMB&,205,000 as
at 31 December 2007, 2008 and 2009 and 30 June 2010, respectively (Note 17).
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8. Lease prepayments

The Group’s interests in land use rights represent prepaid operating lease payments for land
located in the PRC, the net book values of which are analyzed as follows:

As at
As at 31 December 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
Outside of Hong Kong
— Lease between 20 and 50 years .. .................... 1,025 1,006 2,071 2,036
Six months ended
Year ended 31 December 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
Opening netbook value .......................... 222 1,025 1,006 2,071
Additions . ... .o — — 1,089
Acquisition of a business (Note 29) ................. 810 — — —
Amortizationcharge .......... ... ... . . ... @) (19) 24) 35)
Closenetbook value ..................... ... .... 1,025 1,006 2,071 2,036
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9. Intangible assets

Exclusive
operating rights
for city pipeline Computer
network Software Total

RMB’000 RMB’000 RMB’000

At 1 January 2007

GOt o 31,865 145 32,010
Accumulated amortization . ............. ... ... (2,124) (22) (2,146)
Netbook amount .......... ... ... .. 29,741 123 29,864
Year ended 31 December 2007

Opening net book amount . ............. .. .. ..., 29,741 123 29,864
AddItions . ... — 7 7
Acquisition of a business (Note 29) . ........ ... ... ... .. .... 1,750 — 1,750
Amortization charge .. ...t (661) (68) (729)
Closing net book amount . .............. .. ..., 30,830 62 30,892
At 31 December 2007

GOt e 33,615 152 33,767
Accumulated amortization . ............ ... (2,785) (90) (2,875)
Netbook amount ........... . ... .. 30,830 62 30,892
Year ended 31 December 2008

Opening net book amount . ............. .. .. ... ..., 30,830 62 30,892
Additions . ... . — 10 10
Amortization charge .. ...t (695) (&28) (746)
Closing net book amount . ......... ... ... ..., 30,135 21 30,156
At 31 December 2008

GOt 33,615 162 33,777
Accumulated amortization . ............. ... (3,480) (141) (3,621)
Netbook amount ........... ... .. 30,135 21 30,156
Year ended 31 December 2009

Opening net book amount ............. .. .. .. .. ... 30,135 21 30,156
AddItionS ... — 68 68
Amortization charge .. .......... .. (695) (22) (717)
Closing net book amount ............... ...t .. 29,440 67 29,507
At 31 December 2009

GOt 33,615 230 33,845
Accumulated amortization . ............... ... 4,175) (163) (4,338)
Netbook amount . ........... ... 29,440 67 29,507
Six months ended 30 June 2010

Opening net book amount . ............ .. .. .. .. ... 29,440 67 29,507
Amortization charge .. ........ ... (347) (13) (360)
Closing net book amount ............... .. ..., 29,093 54 29,147
At 30 June 2010

GOt 33,615 230 33,845
Accumulated amortization . ............... ... (4,522) (176) (4,698)
Netbook amount . ........... ... 29,093 54 29,147
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(a)

(b)

10.

11.

Amortization of the Group’s intangible assets has been charged to profit or loss as follows:

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Administrative eXpenses . .................... 729 746 717 360 360

The exclusive operating rights for city pipeline network represent the exclusive rights of sales
and distribution of gases in Xuchang City and Shangjie District of Zhengzhou City in Henan
Province, respectively. The terms of such exclusive rights are 50 and 30 years, starting from
2003 and 2007, respectively. In addition, the exclusive operating rights for city pipeline
network of Xuchang City was acquired through assumption of a loan (Note 17), and the
exclusive right of Shangjie District of Zhengzhou City was acquired through an acquisition of a
business (Note 29).

Inventories
As at 31 December As at 30 June
2007 2008 2009 2010

RMB’000 RMB’000 RMB’000 RMB’000
Materials for gas pipelines . .......................... 6,240 6,984 5,956 6,336
Consumables . ......... ... ... . 139 20 29 17
WOrk in progress . .. ovvv vt 8,944 6,453 6,589 5,424
Finished pipelined network . .............. ... ... .. ... 7,163 6,091 5,126 —

22,486 19,548 17,700 11,777

The cost of inventories recognized as the Group’s expense and included in cost of sales
amounted to approximately RMB26,736,000, RMB61,502,000, RMBS81,937,000 and
RMB37,927,000 (unaudited) and RMB50,458,000 for the years ended 31 December 2007, 2008
and 2009 and the six months ended 30 June 2009 and 2010 respectively.

Write-down of inventories recognized in cost of sales in the combined statements of
comprehensive income amounted to approximately RMB113,000 for the year ended

31 December 2007.

Trade and other receivables

As at 31 December As at 30 June
2007 2008 2009 2010

RMB’000 RMB’000 RMB’000 RMB’000
Tradereceivables (@) . ........... ... 9,050 10,031 9,943 10,599
Bills receivable (b) . .......... .. i — — 400 150
Prepayments ........... ... 1,200 2,354 2,246 1,499
Receivables due from related parties (c & Note 31) ........ 43773 41,689 55,440 433
Otherreceivables ... ........... ... 2,396 4,191 3,994 4,079
Less: provision for impairment of other receivables . ...... (1,271) (1,271) (1,271) (1,271)

55,148 56,994 70,752 15,489
Less: non-current portion of receivables due from a related
PATLY (C) « vttt et e e (11,662) (11,662) — —

Current portion . ........o.tit it 43,486 45,332 70,752 15,489
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(a)

(b)
(c)

(d)

(e)

As at 31 December 2007, 2008 and 2009 and 30 June 2010, the fair value of the current portion
of trade and other receivables, except the prepayments which are not financial assets, of the
Group approximated their carrying amounts.

The credit period generally granted to customers in relation to sales of pipelined gases is from
10 to 90 days. As for the customers in relation to connection of gas pipelines, the Group
generally requests advances, and in circumstances of credit sales, management closely monitors
the credit quality of the customers, and credit period was granted case by case with maximum
of 2 years. The aging analysis of the trade receivables is as follows:

As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
Lessthan30days ............. oo, 4,147 4,818 7,427 5,576
31daysto90days . .....ooiiii 301 1,387 1,443 2,879
Oldaystolyear ....... ..., 4,404 2,466 194 1,155
Over lyear ...t 198 1,360 879 989

9,050 10,031 9,943 10,599

As at 31 December 2007, 2008 and 2009 and 30 June 2010, trade receivables of RMB110,000,
RMB1,217,000, RMB195,000 and RMB566,000 were past due but not impaired. These relate to
a number of independent customers that have good trading records with the Group. Based on
the past experiences, management believes that no impairment allowance is necessary in
respect of these balances as there has not been a significant change in their credit quality and
the balances are considered fully recoverable. The aging analysis of these trade receivables is
as follows:

As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
Over L year ...t 110 1,217 195 566

As at 31 December 2007, 2008 and 2009 and 30 June 2010, trade receivables of approximately
RMBS,940,000, RMB&§,814,000, RMB9,748,000 and RMB10,033,000 were fully performing.

The aging of bills receivable was within 180 days as at 31 December 2009 and 30 June 2010.

The receivables due from related parties were unsecured, non-interest bearing and have no
fixed repayment term except an amount of approximately RMB11,662,000 as at 31 December
2007, 2008 and 2009 which bore interest at annual rates ranging approximately from 7.52% to
8.61% and was repaid in June 2010.

As at 31 December 2007 and 2008, the fair value of the non-current portion of receivables due
from a related party were approximately RMB10,737,000 and RMB10,858,000, respectively,
and were calculated based on cash flows discounted using a discount rate of 8.62% and 7.40%,
respectively.

As at 31 December 2007, 2008 and 2009 and 30 June 2010, other receivables of RMB1,271,000
were impaired and fully provided for impairment losses.

As at 31 December 2007, 2008 and 2009 and 30 June 2010, all the carrying amounts of the
Group’s trade and other receivables were denominated in RMB.
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(f) As at 31 December 2007, 2008 and 2009 and 30 June 2010, the Group’s maximum exposure to
credit risk was the carrying value of each class of receivables mentioned above. The Group
does not hold any collateral as security.

12. Restricted cash

The restricted cash held in dedicated bank accounts of RMB500,000 as at 31 December 2007
was pledged for the Group’s letter of guarantee due to a gas supplier of a subsidiary.

13. Cash and cash equivalents

As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
Cashinhand ........ ... ... .. . . . . i 46 51 57 76
Cashatbanks . ........ .. i 7,670 11,320 14,803 82,786
7,716 11,371 14,860 82,862
All cash at banks are deposits with original maturity within 3 months.
Cash in hand and at bank are denominated in the following currencies:
As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
RMB .. e 7,661 11,319 14,810 78,632
HKD .. 55 52 50 4,230
Cash and cashequivalents .. .......................... 7,716 11,371 14,860 82,862

The conversion of the RMB denominated balances into foreign currencies and the remittance of
these funds out of the PRC are subject to the rules and regulations of foreign exchange control
promulgated by the PRC government.

14. Reserves

Capital Statutory

reserves reserves Total

RMB’000 RMB’000 RMB’000
Balance at 1 January 2007 (@) ........... ... 28,255 — 28,255
Capital injection (b) ... ..ot 16,500 — 16,500
Appropriation (d) .. ... — 30 30
Balance at 31 December 2007 .. .............. ... 44,755 30 44785
Capital injection (b) ... ...t 10,000 — 10,000
Appropriation (d) .. .....v i — 1,001 1,001
Balance at 31 December 2008 . . .. ... . . ... ... 54,755 1,031 55,786
Acquisition of minority interest (C) . ... .......ooueiiiii i 5,432 — 5,432
Appropriation (d) .. ... .. — 4,181 4,181
Balance at 31 December 2009 .. ......... ... ... . . . . ... ... 60,187 5,212 65,399
Capital injection (b) .. ...ttt 15,000 — 15,000
Share 1SSUANCE COSES . . . v oottt e et e e e e et e (3,306) — (3,300)
Deemed distribution to Owners (€) . ...........ouiiiiireaneanean... (4,153) — (4,153)
Balance at 30 June 2010 . ......... ... . ... ... 67,728 5,212 72,940
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(a)

(b)

(c)

(d)

(e)

15.

There is no movement of reserves for the six months ended 30 June 2009.

The brought forward reserve balance as at 1 January 2007 represented the combined paid-in
capital of the subsidiaries now comprising the Group as at 1 January 2007, after eliminating
intra-group investments.

In 2007, the Owners injected capital of RMB13,500,000 and RMB3,000,000, respectively to
establish Shangjie Tian Lun and Hebi Tian Lun Vehicle. In 2008, the Owners injected capital of
RMB4,000,000 and RMB6,000,000 into Xuchang Tian Lun Vehicle and Hebi Tian Lun Vehicle,
respectively. During the six months ended 30 June 2010, the Owners injected capital of
RMB15,000,000 into Hebi New Energy.

In December 2009, the Owners acquired 10% equity interests of a subsidiary held by a minority
shareholder as settlement of the liability of approximately RMB2,500,000 owed by the minority
shareholder to the Owners.

Statutory reserves

In accordance with the relevant laws and regulations in the PRC and Articles of Association of
the companies incorporated in the PRC now comprising the Group (the “PRC Subsidiaries”), it
is required to appropriate 10% of the annual statutory net profits of the PRC Subsidiaries, after
offsetting any prior years’ losses as determined under the PRC accounting standards, to the
statutory surplus reserve fund before distributing the net profit. When the balance of the
statutory surplus reserve fund reaches 50% of the share capital of the PRC Subsidiaries, any
further appropriation is at the discretion of shareholders. The statutory surplus reserve fund can
be used to offset prior years’ losses, if any, and may be converted into share capital by issuing
new shares to shareholders in proportion to their existing shareholding or by increasing the par
value of the shares currently held by them, provided that the remaining balance of the statutory
surplus reserve fund after such issue is not less than 25% of share capital.

For the years ended 31 December 2007, 2008 and 2009, RMB30,000, RMB1,001,000,
RMB4,181,000 were appropriated to the statutory surplus reserve funds from net profits of
certain PRC Subsidiaries.

During the six months ended 30 June 2010, as part of the Reorganization, the Group paid a
consideration of RMB4,153,000 to the Owners for transfer of equity interests in certain
operating entities as disclosed in Note 1. Such payment of such consideration in cash was
accounted for as the Group’s deemed distribution to the Owners.

Trade and other payables

As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
Trade payables (a) (b) .......... oo 11,080 12,814 12,488 14,108
Amount due to related parties (a, b & Note 31) ........... 29,500 25,033 17,015 15,738
Accrued payroll and welfare .......... ... ... ... ... .... 429 212 181 177
Other taxes payables ................ ... 288 831 1,069 1,198
Other payables (a) (d) ......... ... .. 4,984 9,850 8,720 6,579

46,281 48,740 39473 37,800
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(a)

(b)

(c)

(d)

16.

As at 31 December 2007, 2008 and 2009 and 30 June 2010, all such trade and other payables of
the Group were non-interest bearing, and their fair value approximated their carrying amounts
due to their short maturities.

The aging analysis of the trade payables, including amounts due to a related party which were
trade in nature, was as follows:

As at 31 December As at 30 June
2007 2008 2009 2010

RMB’000 RMB’000 RMB’000 RMB’000
Lessthan30days ............ oo, 3,375 6,885 6,345 5,394
3ldaysto90days ... 2,786 1,929 2,918 4,807
Oldaystolyear ...... .o, 1,302 2,501 2,245 2,954
L yearto 2 Years .. ....vuvtnt e 1,660 621 1,138 621
2YEArS O 3 YEATS & v vt vt ettt e 1,648 634 274 153
OVET 3 YATS .+ vttt ettt e e e et 310 1,373 716 600

11,081 13,943 13,636 14,529

The credit terms generally granted by the Group’s suppliers ranged from 10 to 90 days.

The carrying amount of the Group’s trade and other payables are denominated in the following
currencies:

As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
RMB .. 42,480 45,160 35,899 28,152
HKD .. 3,801 3,580 3,574 9,648

46,281 48,740 39473 37,800

Other payables mainly included payables arising from purchase of equipment, customers’
deposits and miscellaneous accrued expenses.

Advance from customers

As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
Advance from CuStOmers . . . ...ttt 45,661 48,690 43,046 35,893

Advance from customers mainly represents payments received from customers for connection
of gas pipelines.
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17. Borrowings

As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000

Non-current

Bank borrowings
—opledged (a) . ... 3,000 — — —
—guaranteed (b) . . ... ... 75,800 54,400 29,000 29,000
Other borrowings () .. ..o vvvv et 6,672 5,858 6,242 6,397
Total non-current borrowings . ........................ 85,472 60,258 35,242 35,397
Current
Bank borrowings
—opledged (a) . ... 4,000 6,000 15,000 25,000
—guaranteed (b) . ... . . 32,400 21,400 25,400 27,500
Other borrowings (€(1)) .« .. .o v vt vt 1,934 854 — —
Total current borrowings . ..........c.oviiiennon... 38,334 28,254 40,400 52,500
Total borrowings .......... ... .. ... ... ... ... ..... 123,806 88,512 75,642 87,897
(a) All these bank borrowings were secured by certain of the Group’s property, plant and equipment,

(b)

(c)

investment properties and the exclusive operating rights for city pipeline network in Hebi City of
Henan Province (Note 6, 7 and 19).

As at 31 December 2007 and 2008, such bank borrowings were guaranteed by Henan Tian Lun
Engineering Investment and Henan Tian Lun Real Estate, related companies of the Group, and an
independent third party.

As at 31 December 2009, such bank borrowings were guaranteed by Henan Tian Lun
Engineering Investment and Henan Tian Lun Real Estate, related companies of the Group.

As at 30 June 2010, such bank borrowings were guaranteed by Henan Tian Lun
Engineering Investment and Henan Tian Lun Real Estate, related companies of the Group,
and Mr. Zhang Yingcen, one of the Owners of the Group.

The carrying amount and fair value of non-current borrowings are follows:

As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
Carryingamount ..................venienennon.. 85,472 60,258 35,242 35,397
Fairvalue .......... ... ... ... .. ... ... .. ... 85,468 60,216 35,232 35,458

The carrying amount of current borrowings approximated their fair value, as the impact of
discounting was not significant.

The fair value of non-current borrowings are estimated based on discounted cash flow
approach using the prevailing market rates of interest available to the Group for financial
instruments with substantially the same terms and characteristics at each end of reporting
period, which are 7.66%, 8.62%, 7.40% and 6.64% as at 31 December 2007, 2008 and
2009 and 30 June 2010, respectively.
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(d)

(e)

()

18.

(a)

The maturities of the Group’s borrowings at respective balance sheet dates are set out as
follows:

As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000

Total borrowings

— Within Lyear ........ .. ... .. ... 38,334 28,254 40,400 52,500
—Between land 2years ............... .. ..., 25,095 25,400 18,581 18,663
— Between2and Syears .............. ... 54,665 29,419 11,016 11,021
— OVEIr S YeArs . ..ottt 5,712 5,439 5,645 5,713

123,806 88,512 75,642 87,897

The carrying amount of the Group’s borrowings are denominated in the following currencies:

As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
RMB ... 115,200 81,800 69,400 81,500
USD (1) oo e 8,606 6,712 6,242 6,397

123,806 88,512 75,642 87,897

(i) The borrowings denominated in USD represented other borrowings from local government assumed by the Group to acquire the
exclusive operating rights for city pipeline network in Xuchang City of Henan Province in 2003.

The effective interest rates of the Group’s borrowings denominated in RMB and USD at the end
of each reporting date are set out as follows:

As at 31 December As at 30 June
2007 2008 2009 2010
RMB ...................... 6.14% - 10.85% 5.83% - 10.85% 6.53% - 10.62% 5.47% - 7.43%
USD .. ... 6.09% 6.09% 6.09% 6.09%

Deferred income tax

The analysis of deferred income tax assets is as follows:

As at 31 December As at 30 June
2007 2010 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000

Deferred tax assets
— Deferred tax assets to be recovered after more than

12months . ...... ... . 1,103 1,307 619 728
— Deferred tax assets to be recovered within 12 months ... 3,368 223 606 665
4,471 1,530 1,225 1,393

Deferred tax liabilities
— Deferred tax liabilities to be recovered within 12
months . ... .. ... — — (585) —

Deferred tax assets (net) ................coiiinun.... 4,471 1,530 640 1,393
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(b)

(c)

The gross movement on the deferred income tax account is as follows:

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
At beginning of year/period ........... ... ... ... ... 8,347 4,471 1,530 640
(Charged)/credited to profitorloss .................. (3,876)  (2,941) (890) 753
Atend of year/period .......... .. ... .. ... 4,471 1,530 640 1,393

The movements on the deferred income tax assets and liabilities are as follows:

Deferred tax assets

Provision for

impairment of  Accrued Tax
assets expenses losses Depreciation Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
As at 1 January 2007 ....... .. ... . .. 261 15 8,071 — 8,347
(Charged)/credited to profit or loss ......... Q) ﬂ (3,999) ﬁ (3,876)
As at 31 December 2007 ................. 249 65 4,072 85 4,471
Credited/(charged) to profit or loss ......... — ﬁ (3,206) ﬁ (2,941)
As at 31 December 2008 ................. 249 99 866 316 1,530
(Charged)/credited to profitorloss ......... @) @ (866) Q (305)
As at 31 December 2009 ................. 221 509 — 495 1,225
Credited to profitorloss ................. — 59 — 109 168
Asat30June 2010 ......... ... ... .. ..., 221 ﬁ — @ 1,393

Deferred income tax assets are recognized for tax loss carry forwards to the extent that the
realization of the related benefit through the future taxable profits is probable.

Deferred tax liabilities

Withholding
tax relating to
unremitted
retained
earnings
RMB’000
Asat 1 January 2007 . . ..o —
Charged to profit Or 10SS . . . . ..ot —
As at 31 December 2007 .. ..t —
Charged to profit Or 10SS . . . . ..ot —
As at 31 December 2008 .. ... e —
Charged to profit Or 10SS . . . oottt (585)
Asat 31 December 2009 . . ... .. (585)

Credited to profit Or IOoSS . .. ..ot e 585
Asat30June 2010 .. ..o —

There were no significant unrecognized deferred tax assets or liabilities as at 31 December
2007, 2008 and 2009 and 30 June 2010.
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19. Expense by nature

Raw materials and consumables used
Changes in inventories of finished goods and work

in progress
Depreciation on property, plant and equipment

(Note 6)
Depreciation on investment properties (Note 7) . . .
Amortization of lease prepayments (Note 8)
Amortization of intangible assets (Note 9)
Write-down of inventories (Note 10)
Employee benefit expense (Note 20)
Licensing fee for the exclusive operating rights for

city pipeline network (a) (Note 28)
Engagement of construction and design services . .
Transportation . ..............coeniuienon ..
Auditors’ remuneration
Professional expenses
Advertising expenses
Entertainment expenses
Office expenses
Taxes ......... .
Other expenses (b)

Total cost of sales, distribution costs and
administrative expenses

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
30,169 57,939 81,108 37,986 44,167
(3,433) 3,563 829 (59) 6,291
4,645 6,023 6,574 3,173 3,798
348 372 388 217 211
7 19 24 13 35
729 746 717 360 360
113 — — — —
2,754 4,039 5,317 2,445 3,300
— 1,100 1,100 550 550
3,927 5,925 6,457 2,573 5,116
320 329 419 96 229
43 42 54 20 34
30 146 200 83 494
729 172 452 82 34
190 357 484 158 356
505 610 719 246 170
1,657 2,731 3,622 1,812 2,520
1,919 3,381 3,888 1,906 2,203
44,652 87,494 112,352 51,661 69,868

(a) In September 2002, the local government of Hebi City and Henan Tian Lun Engineering Investment
entered into a licensing agreement, pursuant to which Henan Tian Lun Engineering Investment was
granted the exclusive operating rights for city pipeline network to construct, develop and operate gas
facilities in Hebi City, for a term of 30 years (the “Concession Period”). Under the agreement, the
Group is required to pay an annual fee of RMB 1,100,000 to the local government. Such arrangement
has been accounted for by the Group as an operating lease.

The local government agreed to waive the license fee in 2007 as an incentive to the Group to operate
its gas business in Hebi City. Certain bank borrowings were secured by such exclusive operating
rights for city pipeline network in Hebi City as at 31 December 2008 and 2009 respectively

(Note 17).
(b)

miscellaneous expenses.

20. Employee benefit expense

Wages and salaries
Pension costs — defined contribution plans
Social security benefits costs
Others
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Other expenses mainly included promotion expenses, travelling expenses, utilities and other

Year ended 31 December Six months ended 30 June

2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

1,976 2,990 3,930 1,886 2,427
320 449 570 246 348
245 260 296 144 275
213 340 521 169 250

2,754 4,039 5,317 2,445 3,300
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21.

(a)

22.

23.

(a)

(b)

(c)

Other gains — net

Year ended 31 December Six months ended 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

(Unaudited)

Gains/(losses) on disposal of property, plant and
equIpmMent . ............. .. 514 (72) 137 115 (18)
Gains on waiver of liabilities due to independent

third parties (a) . .. ... — — 444 — —
Gain on acquisition of a business (Note 29) .. ... 293 — — — —
Others . ...t e Ry 77 90 80 50

824

[
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3
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During the year ended 31 December 2009, certain independent third parties waived payment of
trade payables amounting to approximately RMB444,000. Such extinguishment of liabilities
was recorded as other gains in 2009.

Finance costs — net

Year ended 31 December Six months ended 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Finance income
— Interest income derived from bank deposits . . . (83) 93) (62) (19) (19)
— Interest income derived from receivables due
from a related party (Note 31(b)) ......... 877) (1,004)  (1,004) (502) (502)
—Exchangegain . ............ . ... ... ... (933) 777) — (6) (68)
Finance costs
— Interest expense on borrowings ............ 11,385 9,537 6,975 3,866 2,756
— Exchangeloss ........... ... ... ... ... — — 47 — —
—Others ......... 80 88 41 47 49

9,572 7,751 5,997 3,386 2,216

Income tax expense

The Company and Upsky Holdings are not subject to profits tax in their respective countries of
incorporation.

Hong Kong profits tax

During the Relevant Periods, there was no Hong Kong profits tax applicable to the subsidiaries
as the subsidiaries had no profit derived from Hong Kong.

PRC corporate income tax (the “PRC CIT”)

All of the Company’s subsidiaries incorporated in the PRC are subject to PRC CIT, which has
been provided based on the statutory income tax rate of the assessable income of each of such
companies during the Relevant Periods as determined in accordance with the relevant PRC
income tax rules and regulations.

On 16 March 2007, the National People’s Congress approved the Corporate Income Tax Law of
the PRC. The applicable PRC CIT rates of Hebi Tian Lun Vehicle, Xuchang Tian Lun, Xuchang
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Tian Lun Vehicle and Shangjie Tian Lun were changed from 33% in 2007 to 25% from 2008
onwards.

Hebi Tian Lun became a sino-foreign joint venture in 2004, which was entitled to exemption
from the PRC CIT for the two years commencing from its first profit making year of
operations, after offsetting all unexpired tax losses carried forward from previous years, and
thereafter, entitled to a 50% relief from the enacted CIT rate for the next three years (the
“5-Year Tax Concession”). As the 5-Year Tax Concession started from 2007, the enacted tax
rate applicable to Hebi Tian Lun is nil for the years ended 31 December 2007 and 2008, and
12.5% (being 50% of the enacted CIT rate for 2009) for the year ended 31 December 2009 and
the six months ended 30 June 2010, respectively.

Withholding tax is levied on dividends declared to foreign investors from the foreign
investment enterprises established in the PRC, in respect of earnings generated after
31 December 2007. Before the Reorganization, 80% equity interest of Hebi Tian Lun is held by
Upsky Holdings which was subject to 10% withholding tax. The Group is therefore liable to
withholding taxes on dividends to be distributed by Hebi Tian Lun in respect of its earnings
generated from 1 January 2008.

As at 31 December 2009, deferred income tax liability of RMB585,000 (31 December 2007 and
2008: nil) have been recognized as the withholding tax that would be payable on the unremitted
earnings of Hebi Tian Lun. Unremitted earnings attributable to Upsky Holdings amounted to
approximately RMBS5,848,000, as at 31 December 2009 (31 December 2007 and
2008: accumulated loss of approximately RMB9,340,000 and RMBS5,301,000, respectively).

As part of the Reorganization disclosed in Note 1(ii), Upsky Holdings transferred all of its
equity interest in Hebi Tian Lun to Tian Lun New Energy in June 2010. The capital gains
resulted from such transfer is subject to 10% withholding taxes, and the above mentioned
deferred tax liability on the unremitted earnings has been reversed accordingly.

The amount of income tax expense charged to profit or loss represents:

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Current income tax:
— PRC corporate income tax ................. 322 3,925 13,102 5,666 10,801
Deferred tax (Note 18) . ...................... 3,876 2,941 890 569 (753)

4,198 6,866 13,992 6,235 10,048
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24.

(a)

The difference between the actual income tax charge in profit or loss and the amounts which
would result from applying the enacted tax rate to profit before income tax can be reconciled as
follows:

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Profit before income tax ..................... 12,488 32,417 61,545 27,017 42,898
Tax calculated at statutory tax rates applicable to
each groupentity ......... ... ... .. ... .... 4,121 8,104 15,386 6,754 10,725
Expenses not deductible for tax purposes ........ 241 78 131 59 151
Re-measurement of deferred tax — change in tax
TALE © vttt 97 — — — —
Effect of tax exemption granted to a subsidiary in
the PRC ... .. ... ... ... . 172)  (1,262)  (2,109) (703) (2,049)

Effect of withholding income tax in relation to net

income attributable to foreign investor of the

PRCoperation ............. ... ... o.... — — 585 137 467
Effect of withholding income tax in relation to

capital gains derived from equity transfer ... ... — — — — 496
Others . ....ooii e (89) (54) (1) (12) 258

4,198 6,806 13,992 6,235 10,048

Directors’ and senior management’s emoluments

Directors’ emoluments

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

— Basic salaries and allowances . .............. 69 134 180 67 68
— Discretionary bonuses . . ................... 12 25 52 18 20
— Retirement benefit contributions ............ — 7 11 5

81 166 243 90 94

The remuneration of each director of the Company for the year ended 31 December 2007 is set
out below:

Retirement
Basic salaries  Discretionary benefit
Name of directors and allowances bonuses contributions Total
RMB’000 RMB’000 RMB’000 RMB’000

Mr. Zhang Yingcen ............. ..., — —
Mr. Xian Zhenyuan ........... .. .. ... .. .. ... — —
Mr.Feng Yi ........ . i — —
Mr.SunHeng ........ ... .. . . . ... 69 12
Mr. Zhang Daoyuan . ............ .. ... .. ......
Mr. Chang Zongxian® . .......................
Mr. Li Liuging® . ... ... ..o o i
Ms. Zhao Jun* ... .. ... .. L i
Mr. Zhang Jiaming™® ......... ... .. ... .. .. ...

81

69 12
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The remuneration of each director of the Company for the year ended 31 December 2008 is set
out below:

Retirement
Basic salaries  Discretionary benefit
Name of directors and allowances bonuses contributions Total
RMB’000 RMB’000 RMB’000 RMB’000

Mr. Zhang Yingcen ..............o.iiiinin... — — — —
Mr. Xian Zhenyuan ............. .. ... — — — —
Mr.Feng Yi ... 45 9 7 61
Mr.SunHeng ........ ... .. . i 89 16 — 105
Mr. Zhang Daoyuan . ............ .. .. ... .. .... — — — —
Mr. Chang Zongxian® ........... .. ........... — — — —
Mr. Li Liuging® . ... . . oo i — — — —
Ms. Zhao Jun™ ... ... ... .. ... — — — —
Mr. Zhang Jiaming™® ......... ... .. .. . . ... — — — —

134 25 7 166

The remuneration of each director of the Company for the year ended 31 December 2009 is set
out below:

Retirement
Basic salaries  Discretionary benefit
Name of directors and allowances bonuses contributions Total
RMB’000 RMB’000 RMB’000 RMB’000

Mr. Zhang Yingcen . .. ... — — — —
Mr. Xian Zhenyuan . .. ....... .o — — — —
Mr.Feng Yi ... ..o 81 23 11 115
Mr.SunHeng .......... .. . . . i 99 29 — 128
Mr. Zhang Daoyuan .............. ... .. ... .... — — — —
Mr. Chang Zongxian™® . ........ ... ... ... ... — — — —
Mr. Li Liuging® ... . — — — —
Ms. Zhao Jun® ... ... .. ... — — — —
Mr. Zhang Jiaming™® ........ .. .. ... .. .. ... — — —

180 52 11 243

The remuneration of each director of the Company for the six months ended 30 June 2009 is set
out below (unaudited):

Retirement
Basic salaries  Discretionary benefit
Name of directors and allowances bonuses contributions Total
RMB’000 RMB’000 RMB’000 RMB’000

Mr. Zhang Yingcen . .. ... — — — —
Mr. Xian Zhenyuan . .. ....... .ol — — — —
Mr.Feng Yi ... ..o 30 9 5 44
Mr.SunHeng .......... .. . . i 37 9 46
Mr. Zhang Daoyuan ................. .. ... .... — — — —
Mr. Chang Zongxian™® . ........ ... ... ... .. — — — —
Mr. Li Liuging® ... ... o — — — —
Ms. Zhao Jun® ... ... .. ... — — — —
Mr. Zhang Jiaming™® ........ .. .. ... .. .. ... —

67 18 5 90
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(b)

The remuneration of each director of the Company for the six months ended 30 June 2010 is set
out below:

Retirement
Basic salaries  Discretionary benefit
Name of directors and allowances bonuses contributions Total
RMB’000 RMB’000 RMB’000 RMB’000

Mr. Zhang Yingcen ... ... — — — —
Mr. Xian Zhenyuan . . ... — — — —
Mr.Feng Yi ... 31 6 46
Mr.SunHeng ........ ... ... . ... ... 37 11 — 48
Mr. Zhang Daoyuan ................. .. ... .... — — — —
Mr. Chang Zongxian™® . ........ .. ... .. .. ....... — — — —
Mr. Li Liuging® ........ . . i — — — —
Ms. Zhao Jun® ... ... ... — — — —
Mr. Zhang Jiaming™® .. ...... .. .. ... .. .. ... — —

68 20 6 94

* represent the non-executive directors

As at 13 October 2010, the Company appointed 4 independent non-executive directors,
Mr. Chang Zongxian, Mr. Li Liuqing, Ms. Zhao Jun and Mr. Zhang Jiaming. They had not
received and were not entitled to receive any emoluments for the years ended 31 December
2007, 2008 and 2009 and the six months ended 30 June 2009 and 2010.

Those directors without payment from the Company received emoluments from the major
shareholders, part of which are in relation to their services to the Company. No apportionment
has been made as the directors consider that it is impractical to apportion the amount between
their services to the Company and their services to the major shareholders.

For the years ended 31 December 2007, 2008 and 2009 and the six months ended 30 June 2009
and 2010, no director received any emolument from the Group as an inducement to join or
leave the Group or compensation for loss of office; no director waived or has agreed to waive
any emoluments.

Five highest paid individuals

The five individuals whose emoluments were highest in the Group for the years ended
31 December 2007, 2008 and 2009 and the six months ended 30 June 2009 and 2010 included 1,
2, 2, 2 and 2 directors respectively. Their emoluments are reflected in the analysis presented
above. The emoluments payable to the remaining 4, 3, 3, 3 and 3 individuals respectively for
the years ended 31 December 2007, 2008 and 2009 and the six months ended 30 June 2009 and
2010 are as follows:

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

Basic salaries and allowances ................. 150 193 167 100 100
Discretionary bonuses . ...................... 26 35 47 20 27
Retirement benefit contributions . .............. 14 20 20 13

190 248 234 133 134
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26.

(a)

The emoluments of the five highest paid individuals paid by the Group fell within the following
bands:

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2009 2010
(Unaudited) _
Nil to HKD1,000,000 (equivalent to RMB872,400) .......... 4 3 3 3 3

For the years ended 31 December 2007, 2008 and 2009 and the six months ended 30 June 2009
and 2010, no emoluments were paid by the Group to the five highest paid individuals as
inducement to join or upon joining the Group or as compensation for loss of office.

Earnings per share

No earnings per share information is presented as its inclusion, for the purpose of this report, is
not considered meaningful due to the Reorganization and the preparation of the results for the
Relevant Periods on a combined basis as disclosed in Note 2.1 above.

Cash generated from operations

Reconciliation of profit before income tax to net cash generated from operations

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Profit before incometax ..................... 12,488 32,417 61,545 27,017 42,898
Adjustments for:
— Depreciation of property, plant and
equipment and investment properties . . . .. .. 4,993 6,395 6,962 3,390 4,009
— Amortization of intangible assets and lease
Prepayments . ............c.oeueueenen.. 736 765 741 373 395
— Write-down of inventories ............... 113 — — — —
— Financeincome ........................ (1,893)  (1,874) (1,066) (527) (589)
— Finance costs . ........ ... 11,385 9,537 7,022 3,866 2,756
— Gain on waiver of other liabilities due to
independent third parties (Note 21) ........ — — (444) — —
— Gain on acquisition of a business .......... (293) — — — —
— Net (gains)/losses on disposal of property,
plant and equipment .................... (514) 72 (137) (115) 18

27,015 47,312 74,623 34,004 49,487

Changes in working capital:

— Inventories ............... .. ..., (3,160) 2,938 1,848 561 5,923
— Trade and other receivables .............. (3,678)  (2,717) (597) (6,258) 2,707
—Restrictedcash ........................ — 500 — — —
— Trade and other payables ................ (1,266) 7,466 (293) 1,458 (519)
— Advance from customers ................ 7,825 3,029 (5,644) 2,429 (7,153)
(279) 11,216 (4,686) (1,810) 958

Cash generated from operations ............... 26,736 58,528 69,937 32,194 50,445
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(b)

27.

28.

(a)

(b)

29.

Proceeds from sale of property, plant and equipment

In the combined statements of cash flows, proceeds from sale of property, plant and equipment
comprise:

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

Netbook amount ........................... 102 82 52 96 44
Gains/(losses) on disposal of property, plant and

EQUIPMENt ..o v it 514 (72) 137 115 (18)
Proceeds from disposal of property, plant and

EQUIPMENE ..ttt e 616 10 189 211 26
Contingencies

As at 31 December 2007, 2008 and 2009 and 30 June 2010, the Group did not have any
significant contingent liabilities.

Commitments
Capital commitments

Capital expenditure contracted for at the end of each reporting period, but not yet incurred is as
follows:

As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
Property, plant and equipment . ........... ... ... ...... 823 — 1,944 77
Licensing fee commitments (Note 19)
As at 31 December As at 30 June
2007 2008 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000
Not later thanoneyear ........... ..., 1,100 1,100 1,100 1,100
Later than one year and no later than five years ........... 4,400 4,400 4,400 4,400
Later than five years ........ ... .. ... ... 22,000 20,900 19,800 19,250

27,500 26,400 25,300 24,750

Business combinations

On 31 July 2007 (the “Acquisition Date”), the Group acquired the business (the “Acquired
Business”) of Zhengzhou Shangjie Gas Limited, an independent third party engaging in the
sales of coal gas in Shangjie District of Zhengzhou City in Henan Province. As at the
Acquisition Date, the fair value of the net assets and liabilities of the Acquired Business
amounted to approximately RMB9,793,000, and the negative goodwill on the acquisition was
approximately RMB293,000. The consideration for such acquisition was based on the valuation
of the net assets of Zhengzhou Shangjie Gas Limited as at 31 March 2007 by an independent
valuer.
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The Acquired Business contributed revenues of approximately RMB7,759,000 and net profit of
approximately RMB300,000 to the Group for the period from the Acquisition Date to
31 December 2007. If the acquisition had occurred on 1 January 2007, the Group’s revenue
would have been approximately RMB76,200,000, and combined profit for the year ended
31 December 2007 would have been RMBS,551,000. These amounts have been calculated using
the Group’s accounting policies and by adjusting the results of the Acquired Business to reflect
the additional depreciation and amortization that would have been charged assuming the fair
value adjustments to property, plant and equipment and intangible assets had applied from
1 January 2007, together with the consequential tax effects.

Details of net assets acquired and goodwill are as follows:

RMB’000
Purchase consideration:
Cash paid . . ... 9,500
Fair value of net assets acquired .. .......... ... it (9,793)
Negative 200dWill . . ... . (293)

The fair value of net assets acquired exceeded the cost of business combination by
RMB293,000, which was recognized in ‘Other gains’ in the combined statements of
comprehensive income.

The assets and liabilities arising from the acquisition are as follows:

Acquiree’s
carrying
Fair value amount

RMB’000 RMB’000

Property, plant and equipment and lease prepayments (Note 6 & 8) .............. 24,405 22,554
Exclusive operating rights for city pipeline network (included in intangibles)

(NOE O .ttt e 1,750 —
INVentories . . . ... 1,698 1,698
Trade and other receivables . ............. ... i 492 492
Trade and other payables .. ...... .. ... i (2,292) (2,292)
BOrrowings () .. ..o it e (16,260)  (16,260)
Net assets acqUired . ... ...ttt 9,793 6,192
Purchase consideration settledincash ........ ... ... .. .. . . . . . 9,500
Cash outflow on acquisition . ... ...... ...ttt 9,500

(a) Such borrowings were originally owed to the local government by Zhengzhou Shangjie
Gas Limited, and upon the acquisition, they were assumed by Henan Tian Lun
Engineering Investment as requested by the local government. During the years ended
31 December 2007 and 2008, the Group paid an aggregate of RMB16,260,000 to Henan
Tian Lun Engineering Investment as settlement of such obligation.

Dividends

Chinese law requires dividends to be paid only out of the net profit calculated according to
China accounting principles, which is different from HKFRSs. Chinese laws also require
foreign invested enterprises to set aside part of their net profit as statutory reserves. These
statutory reserves are not available for distribution as cash dividends.

In addition, under the existing corporate income tax law of the PRC (the “CIT Law”), the
Company is deemed to be a “non-tax resident enterprise” as defined under the CIT Law and its
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31.

(a)

(b)

implementation regulations, and a withholding tax at the rate of 10% is applicable to any
dividends for earnings accumulated since 1 January 2008, payable to the Company, unless it is
entitled to reduction or elimination of such tax, including by tax treaties or agreements.

On 26 March 2010, in accordance with the resolutions of the owners of Xuchang Tian Lun,
Xuchang Tian Lun Vehicle, and Hebi Tian Lun Vehicle, and the board of directors of Hebi Tian
Lun, retained earnings of approximately RMB29,330,000, RMB158,000, RMB1,110,000 and
RMB13,158,000 were appropriated to the then equity holders of the respective companies
respectively. Among such dividends, approximately RMB33,087,000 in total were appropriated
to Henan Tian Lun Engineering Investment, and the remaining were appropriated to certain
subsidiaries within the Group. The dividends appropriated to Henan Tian Lun Engineering
Investment were accounted for as an appropriation of retained earnings in the combined
financial information for the six months ended 30 June 2010. As at 30 June 2010, the
outstanding dividend payable due to Henan Tian Lun Engineering Investment was
approximately RMB2,632,000 (Note 31).

No dividend has been paid or declared by the Company since its incorporation. Dividends
disclosed for the years ended 31 December 2007, 2008 and 2009 and the six months ended
30 June 2009 and 2010 represent dividends declared or proposed by the relevant subsidiaries of
the Group out of their retained earnings to the then equity holders of the respective companies,
after eliminating intra-group dividends.

Related party transactions

Related parties are those parties that have the ability to control the other party or exercise
significant influence in making financial and operating decisions. Parties are also considered to
be related if they are subject to common control.

The Group is ultimately controlled by the Controlling Shareholders.

The following is a summary of the significant transactions carried out between the Group and
its related parties in the ordinary course of business during the years ended 31 December 2007,
2008 and 2009 and the six months ended 30 June 2009 and 2010, and balances arising from
related party transactions as at 31 December 2007, 2008 and 2009 and 30 June 2010.

Name and relationship with related parties

Name of related party Relationship

Mr. Zhang Yingcen One of the Controlling Shareholders

Ms. Sun Yanxi One of the Controlling Shareholders

Mr. Zhang Daoyuan One of the Controlling Shareholders
Henan Tian Lun Real Estate Controlled by the Controlling Shareholders
Henan Tian Lun Engineering Investment Controlled by the Controlling Shareholders
Hebi Hexiang Engineering Limited (“Hexiang Controlled by the Controlling Shareholders

Engineering”)
Significant related party transactions

Saved as disclosed elsewhere in this report, for the years ended 31 December 2007, 2008 and
2009 and the six months ended 30 June 2009 and 2010, the Group had the following significant
transactions with related parties.
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(c)

Continuing transactions

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Purchase of construction service
— Hexiang Engineering ..................... 344 4,493 5,237 1,685 3,409

Discontinued transactions

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Interest income from receivables
— Henan Tian Lun Real Estate (Note 22) ... ..... 877 1,004 1,004 502 502

These transactions are carried out on terms agreed with the counter parties in the ordinary
course of business.

Balances with related parties

As at
As at 31 December 30 June
2007 2008 2009 2010

RMB’000 RMB’000 RMB’000 RMB’000
Trade and other receivables
Other receivables due from

— Henan Tian Lun Engineering Investment ................ 30,527 23,467 36,497 —
— Henan Tian Lun Real Estate . ........... ... ........... 12,540 13,544 14,719 —
— Hexiang Engineering ... ........ ... ... ... .. .. ... 84 4,179 4,224 —

43,151 41,190 55,440 —

Prepayments due from
— Hexiang Engineering . ......... ... ... ... .. .. .. ..., 622 499 — 433

43,7773 41,689 55,440 433

Trade and other payables
Trade payables due to

— Hexiang Engineering ... ........ ... ... ... .. .. ... 1 1,129 1,148 421
Other payables due to

— Mr.Zhang Yingcen . ....... ..o, 3,801 3,580 3,574 9,648
— Henan Tian Lun Engineering Investment ................ 25,667 20,293 12,293 5,669
— Hexiang Engineering .. ............ ... ... 31 31 — —

29,499 23904 15,867 15,317
29,500 25,033 17,015 15,738

Dividend payable
— Henan Tian Lun Engineering Investment ................ — — — 2,632
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32.

The amounts due from/to the related parties are unsecured, interest-free and have no fixed
terms of repayment, except that the receivables due from Henan Tian Lun Real Estate, of
approximately RMB11,662,000 as at 31 December 2007, 2008 and 2009, bore interest at annual
rates ranging approximately from 7.52% to 8.61% and was repaid in June 2010.

Other receivables due from and other payables due to related parties are all non-trade in nature,
mainly arising from funds transfers to/from related parties. All such balances have been settled
in October 2010.

Dividend payable due to Henan Tian Lun Engineering Investment as at 30 June 2010 was paid
in September 2010.

As disclosed in Note 17, the Group’s bank borrowings of approximately RMB108,200,000,
RMB75,800,000, RMB54,400,000 and RMB56,500,000 as at 31 December 2007, 2008 and 2009
and 30 June 2010 were guaranteed by Henan Tian Lun Engineering Investment, Henan Tian
Lun Real Estate, Mr. Zhang Yingcen and a third party. All such guarantees from related parties
have been released by the end of September 2010.

Key management compensation

Six months ended

Year ended 31 December 30 June
2007 2008 2009 2009 2010
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Basic salaries and allowances ................. 215 344 456 203 221
Discretionary bonuses . ...................... 36 65 128 43 61
Retirement benefit contributions . .............. 15 7 39 24 18
266 416 623 270 300

Subsequent events

Save as disclosed elsewhere in this report, the following significant events took place
subsequent to 30 June 2010:

(a) In July 2010, in accordance with resolutions of shareholders of Shangjie Tian Lun,
retained earnings of approximately RMB7,339,000 and RMB&816,000 were appropriated to
Hebi Tian Lun and the minority shareholder of the Group, respectively. Such dividend
was paid in August 2010.

(b) In October 2010, the Group completed the Reorganization in preparing for the Listing.
(c) Non-competition deed with related parties

On 20 October 2010, the Company, Henan Tian Lun Engineering Investment, the
Controlling Shareholders, Chequers Development Limited, Gold Shine Development
Limited and Tian Lun Group entered into a non-competition deed (the “Deed”). Pursuant
to the Deed, the Company is entitled to an option and right of first refusal to purchase the
equity interest of the project company operating gas business of Puyang City of Henan
Province (the “Puyang Business”) which is owned by Mr. Zhang Yingcen and Henan Tian
Lun Engineering Investment, subject to the approval of all the independent non-executive
directors and the independent shareholders of the Company. If the Company exercises
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v

such option, the purchase price will be at or not more than the fair value of the equity
interest of the project company operating Puyang Business with reference to the
independent valuation to be determined by a valuer agreed by the Company and the
Controlling Shareholders and Henan Tian Lun Engineering Investment.

(d) Waiver of amounts due to a related party

Pursuant to an agreement entered into between Upsky Holdings and Mr. Zhang Yingcen in
October 2010, Mr. Zhang Yingcen waived the repayment by Upsky Holdings of payables
amounting to approximately HKD11.1 million.

FINANCIAL INFORMATION OF THE COMPANY

The Company was incorporated on 20 May 2010 with an initial authorized share capital of
HKD380,000 divided into 38,000,000 ordinary shares with par value of HKDO0.01 each. On the
date of incorporation, 1 ordinary share was issued nil paid to the subscriber, which was
subsequently transferred to Tian Lun Group on the same date. The Company had not been
involved in any significant business transactions since its date of incorporation to 30 June
2010. As at 30 June 2010, the Company had an amount due from related party balance of
HKDO0.01 and a share capital of HKDO0.01. Save as disclosed in this report, it had no other
assets, liabilities or distributable reserve as at 30 June 2010.

SUBSEQUENT FINANCIAL STATEMENTS

No audited financial statements have been prepared by the Company and its subsidiaries in
respect of any period subsequent to 30 June 2010. Except as disclosed in this report, no
dividends or distributions have been declared, made or paid by the Company or its subsidiaries
in respect of any period subsequent to 30 June 2010.

Yours faithfully,
PricewaterhouseCoopers

Certified Public Accountants
Hong Kong
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