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Registrant’s telephone number, including area code +86-3752882999

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common stock, $0.001 par value NASDAQ Capital Market(1)

(1)
The registrant’s common stock is subject to a notice of delisting and is currently suspended. The registrant has
appealed the delisting; however, there is no guarantee that the common stock will continue to be listed on the
NASDAQ Capital Market.

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.  
Yes ¨ No þ

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.   Yes ¨ No þ

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
                                 Yes ¨   No þ

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every, Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (Sec.
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files). Yes ¨ No þ

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act (Check one):

Large Accelerated Filer ¨ Accelerated Filer                   ¨
Non-accelerated filer    ¨ Smaller reporting company   þ

Emerging growth company ¨
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If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. ☐

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).  Yes ¨   No þ

As of December 31, 2015, the aggregate market value of the voting stock held by non-affiliates of the registrant was
approximately $7 million, based on a closing price of $0.45 per share of common stock as reported on the NASDAQ
Stock Market on such date.

As of July 13, 2017, the registrant had 2,398,757  shares of common stock outstanding.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This annual report on Form 10-K (the “Report”) and other reports (collectively the “Filings”) filed by the registrant
from time to time with the Securities and Exchange Commission (the “SEC”) contain or may contain forward looking
statements and information that are based upon beliefs of, and information currently available to, the registrant’s
management as well as estimates and assumptions made by the registrant’s management. When used in the filings the
words “anticipate,” “believe,” “estimate,” “expect,” “future,” “intend,” “plan” or the negative of these terms and
similar expressions as they relate to the registrant or the registrant’s management identify forward looking
statements. Such statements reflect the current view of the registrant with respect to future events and are subject to
risks, uncertainties, assumptions and other factors relating to the registrant’s industry, the registrant’s operations and
results of operations and any businesses that may be acquired by the registrant. Should one or more of these risks or
uncertainties materialize, or should the underlying assumptions prove incorrect, actual results may differ significantly
from those anticipated, believed, estimated, expected, intended or planned.

Although the registrant believes that the expectations reflected in the forward looking statements are reasonable, the
registrant cannot guarantee future results, levels of activity, performance or achievements. Except as required by
applicable law, including the securities laws of the United States, the registrant does not intend to update any of the
forward-looking statements to conform these statements to actual results. The following discussion should be read in
conjunction with the registrant’s financial statements and the related notes thereto included in this Report.

In this Report, “we,” “our,” “us,” “CETC” or the “Company” sometimes refers collectively to Hongli Clean Energy
Technologies Corp. and its subsidiaries and affiliated companies.
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Part I

ITEM 1. Business.

General Overview

We are an energy producer which is in the process of transforming from providing multifunctional energy products to
focusing on providing clean energy products located in Henan Province, People’s Republic of China (“PRC” or “China”).
We currently generate only one kind of product—synthetic gas (“syngas”), although we had the capability to generate raw
coal, washed coal, “medium” or mid-coal, coal slurries, coke, coke powder, coal tar, crude benzol and electricity before
we suspended our coal and coke productions at December 1, 2015.

In May 2014, we commenced plans to further extend our coal and coke operations into the clean-burning synthetic gas
field. In July 2014, we started an investment plan of approximately $7.8 million or RMB 48 million to build a coke
gasification facility for the conversion of coke into clean-burning syngas. The facility, termed our “Stage I facility,” was
completed at the end of September 2014 and commenced its production in October 2014. The Stage I facility has a
designed annual capacity of 219,000,000 cubic meters of syngas or 25,000 cubic meters of syngas per hour. In
November 2014, with one month’s operating experience at running the Stage I facility, we conducted a technique
upgrade on the Stage I facility to increase the designed capacity of the facility (a “Stage II facility”). The upgrade was
fully completed in July 2015. With the completion of the technique upgrade, the Stage II facility’s designed annual
coke gasification capacity was expanded to 438,000,000 cubic meters of syngas or 50,000 cubic meters of syngas per
hour.

Our raw coal mining operation was halted since 2011 due to a provincial-wide consolidation program in Henan
province. We temporarily closed electricity generation due to the closing of Baofeng Coking facility in July 2014.
Washed coal and coking productions were closed in December 2015 due to stricter environmental requirements from
the government, a decline in selling prices and a decline in demand for coal and coke. In the beginning of 2016, the
Chinese Government announced a series of new policies at controlling production and development of various
industries in China, including steel making and the coal and coke industry. In accordance to the series of new policies,
including governmental and private companies, for the purpose of economic transformation, since then the Chinese
Government has continued to release new coal and coke production capacity targets in response to the goal of
reducing coal and coke oversupply. The changes in the policies from the Chinese Government and the macro
economic environment has significantly limited the Company’s ability to resume its coal mining and coke production
operations in the near future.
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As of June 30, 2016, we operate only our syngas business and have suspended our electricity equipment and assets for
future electricity generation. Based on management’s expectation from announcement of the new policies in the early
2016 at limiting development of the coal and coke industry in China and cutting off the production capacity of
Chinese steel making companies, we expected to see a further price drop at coal and coke products in the near future,
resulting from the weaker demand from the steel industry. However with worsened market conditions in late 2016, we
have decided to also halt our syngas operations until market recovers.

Our business operations are conducted by Henan Province Pingdingshan Hongli Coal & Coke Co., Ltd. (“Hongli”),
which we control through contractual arrangements that Hongli and its owners have entered into with Pingdingshan
Hongyuan Energy Science and Technology Development Co., Ltd. (“Hongyuan”), a wholly-owned subsidiary of Top
Favour Limited (“Top Favour”), a British Virgin Island company and our wholly owned subsidiary. These contractual
arrangements provide for management and control rights, and in addition entitle us to receive the earnings and control
the assets of Hongli. Other than our interests in the contractual arrangements, we do not own any equity interests in
Hongli.

For the years ended June 30, 2016 and 2015:

·
our coke gasification operation have been carried out by Hongli’s branch, Baofeng Coking Factory (“Baofeng Coking”)
since October 2014 using the coke gasification facility built in Pingdingshan Hongfeng Coal Processing and Coking
Factory (“Hongfeng”), which was leased from Hongfeng.

1
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·No coal and coking operations have been conducted since December 31, 2015.

·

Electricity generation is carried out by Baofeng Hongguang Environment Protection Electricity Generating Co., Ltd.
(“Hongguang Power”), also a wholly owned subsidiary of Hongli. As Hongguang Power mainly uses the gas produced
during coking from our Baofeng plant to generate electricity, it has been temporarily closed following the Baofeng
plant closing in July 2014. Thus, we did not generate any electricity in fiscal 2015, but plan to resume our
Hongguang Power operations in the future when we are able to do so.

The coke-related activities for the periods discussed below are those coking activities of Hongli and Baofeng Coking
before December 31, 2015. Coal’s mining operations were halted in September 2011.

Recent significant transactions:

·

On January 10, 2016, we entered into a Credits and Debts Transfer Agreement with an unrelated third party, Wuhan
Guangyao New Energy Automobile Operation Co., Ltd. (“Guangyao”). As of December 31, 2015, we had certain
credit assets (advance payments, including short-term and long-term portions, and accounts receivable) with a book
value of RMB 254,160,210.59 and outstanding debts (accounts payable, interest payable, and short-term loans) with
a book value of RMB 274,167,269.37. Pursuant to the Credits and Debts Transfer Agreement, we transferred those
credit assets and debts to Guangyao in a lump sum. Guangyao will conduct the collection and the clearance by itself.
We shall compensate Guangyao for the difference of RMB 20,007,058.78 between the book value of the transferred
credit assets and debts. We shall pay RMB 20,007,058.78 to Guangyao within 6 months after this Credits and Debts
Transfer Agreement becomes effective. If it is not paid off timely, Guangyao has the right to charge us at an annual
interest rate of 4.5% for the then unpaid amount after 6 months of the effective date of the agreement, until it is
cleared. With respect to the Credits and Debts Transfer Agreement, Guangyao will be responsible to discuss and
negotiate with our creditors and debtors, and get unanimous consents from the creditors and debtors including Bairui
Trust Co., Ltd. Guangyao is also responsible for arbitration and lawsuits with other creditors and debtors during the
performance process of this agreement, and enforce the decisions of arbitration and lawsuits.

·

On January 25, 2016, we entered into an Assets Transfer Agreement with Guangyao for 900,000 Tons of Coking
Asset in Construction. As of December 31, 2015, our 900,000 tons of stamp-charging coking assets in construction
had a book value of RMB 319,531,307.61. Based on the agreement, we agreed to sell to Guangyao the 900,000 tons
of stamp-charging coking assets in construction for RMB 45,692,140. Guangyao shall pay us all the payment agreed
in this agreement within 6 months after this agreement becomes effective. If it is not paid off timely, Guangyao will
be charged at an annual interest rate of 4.5% for the then unpaid amount after 6 months of the effective date of this
agreement, until it is cleared. This assets transfer agreement was not subsequently executed, as a result, we still
maintained the rights to the Coking Asset and have provided an impairment reserve in the amount of $8,400,139.

· On March 25, 2016, we entered into an asset and equity transfer agreement with Pingdingshan Hongfeng
Coal Processing and Coking Factory (“Hongfeng”). In accordance with the transfer agreement, we sold our
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coking factory, coal related assets and the equity interest of subsidiaries, including assets in Baofeng
Coking, Underground Coal Gasification project, 100% of the equity interest of Baofeng Hongchang Coal
Co., Ltd. and Baofeng Shuangrui Coal Mining Co., Ltd., 60% of the equity interest of Baofeng Xingsheng
Coal Mining Co., Ltd., 100% of the equity interest of Henan Zhonghong Energy Investment Co., Ltd., and
100% of the equity interest of Baofeng Hongrun Coal Chemical Co., Ltd., to Hongfeng for approximately
$2.5 million or RMB 15,843,534.32 and reported an aggregate loss of approximately $61 million.
According to the agreement, Hongfeng will pay us 50% of the selling price within 6 months after this
agreement becomes effective and the remaining 50% of the selling price will be paid off after the titles to
such assets and equity interests are registered with the appropriate authorities. If any payments due for
over 30 days are unpaid, Hongfeng will be charged an interest expense at an annual interest rate of 10%
for the then unpaid portion until it is fully paid. This transfer agreement was not subsequently executed,
the Company still maintains ownership of all its subsidiaries.

2
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As of June 30, 2016, we have working capital deficit of $5,564,362. Our cash flow from operating activities during
the year ended June 30, 2016 was an inflow of only $6.59 million and our cash balance was $40,523 as of June 30,
2016, comparing to our short-term loans of $5.79 million which will be due in the next 12 months. Our ability to
continue as a going concern depends upon our expenditure requirements and repayments.

History and Corporate Structure

We were incorporated in Florida on September 30, 1996, originally under the name “J. B. Financial Services, Inc.” We
changed our name to “Ableauctions.com, Inc.” on July 19, 1999.

On December 30, 2009, our shareholders approved a Plan and Agreement of Share Exchange, dated July 17, 2009,
with Top Favour under which we agreed to acquire all of the outstanding capital stock of Top Favour in exchange for
the issuance of 1,311,795 shares of our common stock to the shareholders of Top Favour (the “Share Exchange”). The
Share Exchange was consummated on February 5, 2010.

On March 11, 2010, we completed two private placement financings, pursuant to exemptions under Regulation S and
Regulation D, respectively, in which we sold and issued a total of 734,494 shares of common stock, and five-year
warrants for the purchase of an additional 378,963 shares of common stock, resulting in aggregate proceeds of $44
million.

On September 24, 2014, we completed a registered sale of our common stock with two institutional investors under
our shelf registration statement on Form S-3 pursuant to a Securities Purchase Agreement executed on September 18,
2014. Gross proceeds from the offering were approximately $14.3 million in exchange of 281,885 shares of the
Company’s common stock.

Effective on July 13, 2015, we changed our name to “Hongli Clean Energy Technologies Corp.”, and we started trading
in NASDAQ Capital Market under the aforesaid name and trading symbol of “CETC” on July 28, 2015.

Effective on October 27, 2016, we conducted a reverse stock split of our shares of common stock at a ratio of 1-for-10
shares. As a result of the reverse stock split, our issued and outstanding shares of common stock decreased to
approximately 2,396,452 shares, post-split, from approximately 23,960,217 shares, pre-split. No fractional shares
were issued as a result of the reverse stock split. Fractional shares outstanding after the reverse stock split were
rounded up. The authorized number of shares of our common stock changed from 100,000,000 to 10,000,000 shares.
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As a result, the proportion of shares owned by our stockholders relative to the number of shares authorized for
issuance did not change.

Top Favour

Top Favour is a holding company incorporated in the British Virgin Islands on July 2, 2008. Top Favour was formed
by the Owners (defined below) as a special vehicle for raising capital outside of the PRC. Other than holding 100% of
the equity interests in Hongyuan and facilitating loan transactions for Hongli and its subsidiaries, Top Favour has no
operations of its own.

Hongyuan

Hongyuan is a limited liability company organized in the PRC with registered capital of $3 million and is
wholly-owned by Top Favour. Hongyuan was approved as a wholly foreign owned enterprise (“WFOE”) by the Henan
government on February 26, 2009 and formally organized on March 18, 2009. Other than activities relating to its
contractual arrangements with Hongli, Hongyuan has no separate operations of its own.

3
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Hongli

Hongli is a limited liability company organized in the PRC on July 5, 1996, and held by four Chinese nationals (the
“Owners”) initially as follows: 83.66% by Mr. Jianhua Lv, our Chairman and Chief Executive Officer, 6.44% by Ms.
Xin Zheng, 4.95% by Mr. Wenqi Xu, and 4.95% by Mr. Guoxiang Song. In August 2010, the Pingdingshan
government directed Hongli to increase its registered capital from 8,808,000 Renminbi (“RMB”) to RMB 28,080,000 in
order to maintain its coal trading license. Accordingly, the Owners contributed the additional registered capital in full
in August 2010, although not in proportion to their original ownership percentages: Mr. Lv and Ms. Zheng increased
their holdings to 85.40% and 9.19%, respectively, while Mr. Xu and Mr. Song decreased their holdings to 3.99% and
1.42%, respectively. Registration of such additional contribution and change in ownership percentages with
Pingdingshan’s Administration for Industry and Commerce (“AIC”) was completed in April 2011.

Currently, Hongli has a branch, six subsidiaries and a joint-venture as follows (each a “Hongli company,” and with
Hongli collectively “Hongli Group”):

Branch:

·Baofeng Coking was established on May 31, 2002 as a branch of Hongli.

Subsidiaries:

·
Hongchang Coal is a limited liability company formed in the PRC on July 19, 2007 with registered capital of RMB
3 million. Hongchang Coal is wholly-owned by Hongli and holds the rights to mine Hongchang coal mine. Hongli
also holds the rights to mine Shunli coal mine.

·Hongguang Power is a limited liability company formed in the PRC on August 1, 2006 with registered capital of
RMB 22 million. Hongguang Power is wholly owned by Hongli.

· Hongrun Coking is a limited liability company formed in the PRC on May 17, 2011 with registered capital
of RMB 30 million. Hongrun Coking is a wholly-owned subsidiary of Hongli.

·Shuangrui Coal is a limited liability company formed in the PRC on March 17, 2009 with registered capital of RMB
4,029,960. Hongchang Coal currently holds 100% of the equity interests of Shuangrui Coal. Hongli initially
acquired 60% of such interests on May 20, 2011, and when it acquired the remaining 40% on June 20, 2012, Hongli
concurrently transferred all 100% of Shuangrui Coal to Hongchang Coal, which transfer has been registered with the
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Pingdingshan AIC. Hongli paid the $4.7 million consideration in September 2015. Shuangrui Coal holds the rights
to mine the Shuangrui coal mine. We are in the process of consolidating Shuangrui coal mine under Hongchang
Coal.

·
Xingsheng Coal is a limited liability company formed in the PRC on December 6, 2007 with registered capital of
RMB 3,634,600. Hongli currently holds 60% of the equity interests of Xingsheng Coal. Xingsheng Coal holds the
rights to mine the Xingsheng coal mine.

·

Zhonghong is a limited liability company formed in the PRC on December 30, 2010 with registered capital of RMB
10,010,000, which was increased to RMB 20 million on April 14, 2011, and to RMB 51 million on July 12, 2011.
Zhonghong’s equity interests are presently held on Hongli’s behalf and for its benefit by three nominees pursuant to
share entrustment agreements, namely, Messrs. Hui Zheng and Jiangong Fan, vice president of operations and a
department manager at Hongli, respectively, and an unrelated party who also serves as Zhonghong’s general
manager. Zhonghong holds our interests in Hongyuan CSG, our joint-venture with Henan Coal Seam Gas.

Joint-Venture:

·Hongyuan CSG is a joint-venture established in the PRC on April 28, 2011 by Zhonghong (49%) and Henan Coal
Seam Gas (51%). Hongli’s interests in the joint-venture are held by Zhonghong.

4
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We also acquired 100% of Baofeng Shunli Coal Co., Ltd. (“Shunli Coal”) on May 20, 2011. On July 4, 2012, Shunli
Coal was dissolved, and we are in the process of applying to transfer its mine assets to, and consolidating them under,
Hongchang Coal, which we currently expect to complete when the government has a new policy regarding coal
mining. Shunli Coal’s mine assets consist of the rights to mine Shunli coal mine.

Contractual Arrangements with Hongli Group and its Owners

Our relationship with Hongli Group and the Owners are governed by a series of contractual arrangements, under
which our subsidiary Hongyuan holds and exercises ownership and management rights over Hongli Group. While we
do not own any equity interest in Hongli Group, the contractual arrangements are designed to provide us with rights
equivalent in all material respects to those we would possess as its sole equity holder, including absolute control rights
and the rights to assets, property and income. According to a legal opinion issued by our PRC counsel, the contractual
arrangements constitute valid and binding obligations of the parties to such agreements, and are enforceable and valid
in accordance with the laws of the PRC.

The contractual arrangements, entered into on March 18, 2009, consist of the following:

·

Consulting Services Agreement: Hongyuan provides each Hongli company with general consulting services relating
to its business management and operations on an exclusive basis. Additionally, Hongyuan owns any intellectual
property rights that are developed during the course of providing such services. Each Hongli company pays a
quarterly consulting service fee in RMB equal to its net income for such quarter to Hongyuan. This agreement is in
effect unless and until terminated by written notice of either party if: (a) the other party causes a material breach of
the agreement, provided that if the breach does not relate to a financial obligation, the breaching party has 14 days to
cure following the receipt of written notice; (b) the other party becomes bankrupt, insolvent, is the subject of
proceedings or arrangements for liquidation or dissolution, ceases to carry on business, or becomes unable to pay its
debts as they become due; (c) Hongyuan terminates its operations; (d) a Hongli Group business license or any other
approval for its business operations is terminated, cancelled or revoked; or (e) circumstances arise which would
materially and adversely affect the performance or the objectives of this agreement. Additionally, Hongyuan may
terminate the agreement without cause.

·Operating Agreement*: Hongyuan provides guidance and instructions for each Hongli company’s daily operations,
financial management and employment issues. In addition, Hongyuan agrees to guarantee the performance of each
Hongli company under any agreements or arrangements relating to its business arrangements with any third party. In
return, the Owners must designate Hongyuan’s designees as their representatives on each Hongli company’s board of
directors, and Hongyuan has the right to appoint senior executives of each Hongli company. Additionally, each
Hongli company agrees to pledge its accounts receivable and all of its assets to Hongyuan. Moreover, each Hongli
company agrees not to engage in any transactions that could materially affect its assets, liabilities, rights or
operations without Hongyuan’s prior consent, including without limitation, incurrence or assumption of any
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indebtedness, sale or purchase of any assets or rights, incurrence of any encumbrance on any of its assets or
intellectual property rights in favor of a third party or transfer of any agreements relating to its business operation to
any third party. The term of this agreement is the maximum period of time permitted by law unless sooner
terminated by any other agreements reached by all parties or upon a 30-day written notice from Hongyuan. The term
may be extended only upon Hongyuan’s written confirmation prior to the expiration of the agreement, with the
extended term to be mutually agreed upon by the parties. Under current applicable PRC law, there is no limitation on
the maximum term permitted by law for this agreement.

·

Equity Pledge Agreement*: The Owners pledged all of their equity interests in Hongli Group to Hongyuan to
guarantee each Hongli company’s performance of the consulting services agreement. If a Hongli company or the
owners breach their respective contractual obligations, Hongyuan, as pledgee, will be entitled to certain rights,
including, but not limited to, the right to vote with, control and sell the pledged equity interests. The Owners also
agreed that upon occurrence of any event of default, Hongyuan shall be granted an exclusive, irrevocable power of
attorney to take actions in the place and stead of the owners to carry out the security provisions of the equity pledge
agreement, and take any action and execute any instrument as required by Hongyuan to accomplish the purposes of
the agreement. The Owners agreed not to dispose of the pledged equity interests or take any actions that would
prejudice Hongyuan’s interest. This agreement will expire two years from the fulfillment of Hongli Group’s
obligations under the consulting services agreement.

5
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·

Option Agreement*: The Owners irrevocably granted Hongyuan an exclusive option to purchase, to the extent
permitted under PRC law, all or part of their equity interests in Hongli Group at a price equal to their initial
registered capital contributions or the minimum amount of consideration permitted under PRC law. Hongyuan has
sole discretion to decide when to exercise the option, and whether in part or in full. The term of this agreement is ten
years from January 1, 2006 and may be extended prior to its expiration by written agreement of the parties.

·

Voting Rights Proxy Agreement*: The Owners irrevocably granted a Hongyuan designee the right to exercise all
their voting rights in accordance with PRC laws and each Hongli company’s governing charters. This agreement may
not be terminated without the unanimous consent of all parties, except that Hongyuan may terminate the proxy
agreement with or without cause upon 30-day written notice to the owners.

*
Re-executed on September 9, 2011, to reflect RMB 20 million of additional registered capital contributed by the
Owners in August 2010, and the resulting change in ownership percentages. We were made a party to the
re-executed agreements to acknowledge them.

As a result of the foregoing contractual arrangements, we have the ability to effectively control Hongli Group’s daily
operations and financial affairs, appoint senior executives and decide on all matters requiring the Owners’ approval.
While the Owners continue to own 100% of equity interests, they have given us their rights attendant to such
ownership through the contractual arrangements. Accordingly, we are considered the primary beneficiary of Hongli
Group and each Hongli company is deemed our variable interest entity (“VIE”).

However, control based on contractual arrangements may ultimately not be as effective as direct ownership, as we will
need to enforce our rights through quasi-judicial proceeding in the event Hongli Group fails to perform its contractual
obligations. In the event the outcome of such proceeding is unfavorable to us, we may effectively lose control over
Hongli Group. As of July 13, 2017, Mr. Lv held approximately 33% of our issued and outstanding common stock, and
85.40% of the equity interests of Hongli. As such, we believe that our interests remain aligned with the Owners.
However, we cannot give assurance that such interests will always be aligned, or that we can effectively control
Hongli Group if and when such interests are no longer aligned.

Our Current Corporate Structure

The following diagram illustrates our current corporate structure:

6
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Our Products and Operations

Overview

We are based in Henan Province in the central part of China, known as a coal-rich region. Our current operations are
located in West Baofeng County, a part of Pingdingshan Prefecture south of Zhengzhou, the provincial capital. We
currently generate only one kind of product—synthetic gas (“syngas”), although we had the capability to generate raw
coal, washed coal, “medium” or mid-coal, coal slurries, coke, coke powder, coal tar, crude benzol and electricity before
we suspended our coal and coke productions at December 1, 2015.

7
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Coal

We have not conducted coal operations since December 31, 2015. Before December 31, 2015, we sold coal, including
washed coal, mid-coal and coal slurries (see “Coal Washing” below), and also used washed coal to make coke. We
currently control four coal mines (see “Property, Plant and Equipment” below). Until June 2010, we largely extracted
coal from Hongchang coal mine to meet our needs, although we also engaged in coal trading. As described under “Coal
Mining Moratorium” below, however, we have been unable to extract coal since September 2011. We had instead been
relying on coal purchased elsewhere, including from Shanxi, Shannxi, Henan, Qinghai and Inner Mongolia, to meet
our requirements. Our coal purchases for the fiscal years ended June 30, 2016 and 2015 are as follows:

Annual Purchases*
Fiscal Year (metric tons)

2016 28,724
2015 291,328

* Including coal for washing, coking and trading.

Generally, if the coal that we purchase meets coking requirements, we will reserve it for that purpose. Occasionally,
however, we sold the coal (also known as coal trading) when market conditions are favorable.

Coal Mining Moratorium

In December 2009, the Henan government issued a directive to consolidate coal mines with annual production
capacity below 300,000 metric tons (each a “targeted mine” and collectively the “targeted mines”), spurred by the central
government’s decision to consolidate China’s coal industry in order to improve production efficiency and reduce coal
mine accidents. In March 2010, the Henan government directed all lower-level governments within the province to
begin shutting down all targeted mines, and further designated six state-owned enterprises (“SOEs”) to consolidate the
targeted mines. Once shut down, the targeted mines cannot resume operations until they are consolidated and their
facilities satisfy certain safety requirements.

In February and April 2010, the Baofeng government and the Pingdingshan government designated Hongli to
consolidate targeted mines within the county and municipality, respectively. Because the Henan government’s
directive requires that safety responsibility at each targeted mine be borne by a designated SOE, we reached an
arrangement with one of them, Henan Coal Seam Gas, to form a joint-venture that would allow us to comply with the
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Henan government’s directive while maintaining operational control over any targeted mine that we consolidate. Such
joint-venture, Hongyuan CSG, was formed in April 2011.

In late June 2010, pursuant to the Henan government’s directive, the Pingdingshan government imposed a mining
moratorium on all targeted mines within Pingdingshan. Nevertheless, we continued to operate our only mine at that
time, Hongchang coal mine, at approximately 50% capacity until September 2011, when we halted operation in order
to complete certain engineering and safety upgrades. Operations at our other three mines (Shuangrui, Xingsheng and
Shunli) were already halted when we acquired controlling interests in them in May 2011 and have not resumed since.

In August 2011, Henan Coal Seam Gas, as a designated SOE consolidator, determined that Hongchang and Xingsheng
coal mines were safe to resume operations and applied with the Henan government to confirm such determination and
issue the necessary licenses and permits to resume operations at both mine sites. However, due to an accident in
November 2011 at a mine owned by Yima Coal Group, another designated SOE consolidator, the Henan government
ordered all targeted mines to undergo further safety inspections and upgrades. We have made approximately $3.2
million in prepayments for works to increase our mining capacity at Hongchang coal mine to 450,000 metric tons, as
well as to upgrade the monitoring system (by installing additional detectors), automatic control system (including
power controls and ventilation), and escape system (with additional refuge compartments) at Hongchang and
Xingsheng coal mines. Although such works have not commenced, we have submitted the related engineering plans to
Henan Coal Seam Gas for its approval and submission to the Henan government. Accordingly, the applications to
resume operations at these two mines remain pending as of the date of this Report. As we are also in the process of
consolidating Shunli coal mine and Shuangrui coal mine under Hongchang Coal (see “History and Corporate Structure
– Hongli” above), the application approval for Hongchang coal mine may be subject to additional delay.

8
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Henan Coal Seam Gas has not yet made a determination as to the safety at Shuangrui and Shunli coal mines, and we
do not know when such determination will be made, if at all. In addition, our objective in acquiring Shuangrui Coal,
Xingsheng Coal and Shunli Coal is their mining rights, and their sellers were required to dispose of all other assets
and liabilities before the transfer of equity interests to us is complete, and to assume all rights and obligations to such
assets and liabilities until their disposal, which rights and obligations we would disclaim should any such asset or
liability remains in the company after the transfer of equity interests to us is complete. The equity interests have been
transferred to us, and the assets and liabilities have been disposed as of the date of this Report.

If all four mines can resume operations, it was our original intention to transfer our interests in the mines to, and to
operate them through, Hongyuan CSG. Such transfer, if carried out, would have reduced any future revenue we would
receive from these mines by 31%, or pro rata to the 49% of the joint-venture that we control. Nevertheless, we
believed that such transfer would be in our best interests by reducing any risk of loss from potential future policy
changes by the central and provincial governments through the presence and influence of Henan Coal Seam Gas, our
joint-venture partner. However, due to the imposition of the provincial-wide mining moratorium since June 2010, and
the change of the Company’s original plan from developing coal mining operations to producing syngas, the plan to
transfer the related operations was halted and we will decide whether to execute the original plan based on the mining
moratorium status and syngas business development in the future. As of the date of this filing, our coal related
operations have not been transferred to the joint-venture, and Shuangrui Coal and Xingsheng Coal have had no
operations since their acquisitions by the Company.

In the beginning of 2016, the Chinese Government announced a series of new policies at controlling production and
development of various industries in China, including steel making and the coal and coke industry. In accordance to
the series of new policies, including governmental and private companies, for the purpose of economic
transformation, since then the Chinese Government has continued to release new coal and coke production capacity
targets in response to the goal of reducing coal and coke oversupply. The changes in the policies from the Chinese
Government and the macro economic environment has significantly limited the Company’s ability to resume its coal
mining and coke production operations in the near future. 

Our coal revenue continued to suffer from unstable and unpredictable raw coal supply from our coal mines affected by
the ongoing mining moratorium. We are unable to anticipate when the moratorium will and or policy will change to
allow us to reopen our mining activities. No coal revenues were generated for fiscal years 2016.

Coal Washing

The Baofeng plant (see “Coke” below) closed in July 2014. At the Baofeng plant before it closed, we operated a
coal-washing facility that is capable of processing up to 750,000 metric tons of coal per year. Under current Chinese
coking industry standards, raw coal with no more than 1% sulfur content is deemed suitable for coking, although other
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factors are also considered. In addition to low sulfur content, the industry preference is for lower ash content and
volatile matters. While much of the coal from our mines and that we purchase is generally suitable for coking based
on these parameters, the coal must nevertheless be washed before it is ready for the coking ovens, in order to reduce
ash and sulfur content, and to increase thermal value. We used a water-based jig washing process, which is prevalent
in China, and used both underground and recycled water. Sorting machines that can process up to 600 metric tons per
hour sort the washed coal according to size. Washed coal is also typically blended with other coal in order to achieve
the proper chemical composition and thermal value for coking.

Approximately 1.33 - 1.38 metric tons of raw coal yield 1 metric ton of washed coal. The bulk of the washed coal we
produced is intended for our coking needs, although we sell if the pricing is favorable. In addition to washed coal, the
coal-washing process produces two byproducts:

·
“Medium” coal (or “mid-coal”), a PRC coal industry classification, is coal that does not have sufficient thermal value for
coking, and is mixed with raw coal and even coal slurries, then sold for electricity generation, and domestic and
industrial heating applications.

·Coal slurries (or “coal slime”) are the castoffs and debris from the washing process. Coal slurries can be used as a fuel
with low thermal value, and are sold “as is” or mixed with mid-coal to produce a blended mixture.

9
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Our washed coal productions were closed in December 2015 due to stricter environmental requirements from the
government, a decline in selling prices and a decline in demand for coal.

Our annual production volumes of washed coal, mid-coal and coal slurries for the fiscal years ended June 30, 2016
and 2015 are as follows:

Annual Production
(metric tons)

Fiscal Mid Coal
Year Washed CoalCoal* Slurries*
2016 - - -
2015 102,776 38,382 3,674

* Estimated based on amount of raw coal used.

Coke

Coke is a hardened, solid carbonaceous residue derived from low-ash, low-sulfur bituminous coal from which the
volatile constituents are driven off by baking in an oven without oxygen at high temperatures so that the fixed carbon
and residual ash are fused together. Volatile constituents of the coal include water, coal-gas, and coal-tar.

We suspended our coke productions at December 1, 2015. Before then, we produced metallurgical coke, which is
primarily used for steel manufacturing. China has exacting national standards for coke, based upon a variety of
metrics, including most importantly, ash content, volatilization, caking qualities, sulfur content, mechanical strength
and abrasive resistance. Typically, metallurgical coke must have more than 80% fixed carbon, less than 15% ash
content, less than 0.8% sulfur content and less than 1.9% volatile matter. Our metallurgical coke is typically 85%
fixed carbon, less than 12% ash, less than 1.9% volatile matter and less than 0.7% sulfur.

According to national standards, metallurgical coke is classified into three grades – Grade I, Grade II and Grade III,
with Grade I being the highest quality. Generally, our customers do not have specific content requirements, but we
may make certain adjustments, such as to moisture content, upon request. The amount of each grade of coke that we
produce is based on market demands, although historically our customers have mostly required Grade II coke which
has higher profit margin than other types of coke. For the fiscal years ended June 30, 2014 and 2015, we only
produced Grade II coke.
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We currently have two plants: the Baofeng plant, which we own, and the Hongfeng plant, which we have leased from
Pingdingshan Hongfeng Coal Processing and Coking, Ltd. since April 2013. At the Baofeng plant, we produced coke
from a series of three WG-86 Type coke ovens lined up in a row with an annual capacity of 250,000 metric tons.
Starting in July 2014, the Baofeng plant has been temporarily closed as its old facilities cannot comply with the new
coking industry entry standards of the country. It is now pending for upgrade in order to better assist the UCG project
development in the future. The Hongfeng plant has an annual capacity of 200,000 metric tons and is approximately 3
miles from the Baofeng plant. We commenced production in August 2013. We believe that the skills we gain from
operating its ZN-43 type coke ovens will be invaluable for operating our 900,000 metric ton facility still under
construction (see “New Coking Facility” below).

After being processed at our coal-washing facility, coal is sent to a coal blending room (either the Baofeng plant,
which has been temporarily closed since July 2014, or the Hongfeng plant), where it is crushed and blended to achieve
an optimal coking mixture. Samples are taken from the coal blend and tested for moisture, chemical composition and
other properties. The crushed and blended coal is next tamped, or packed, prior to being transported by conveyor to a
coal bin to be fed into the waiting oven below. This tamping process allows the use of lower quality washed coal
without affecting the quality of the coke produced. After processing through temperature-controlled ovens at
temperature of 1,200° C (2,192° F), hot coke is pushed out of the oven chamber onto a waiting coke cart, transported
to an adjacent quench tower where it is cooled with water spray, and hauled to a platform area adjacent to our private
rail line to be air-dried. Coke samples are taken at several stages during the process and analyzed in our testing
facility, and data is recorded daily and kept by technicians. After drying, the coke is sorted according to size to meet
customer requirements.
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Our coking productions were closed in December 2015 due to stricter environmental requirements from the
government, a decline in selling prices and a decline in demand for coke.

For the fiscal years ended June 30, 2016 and 2015, we produced the following volumes of metallurgical coke:

Annual Production
Fiscal Year (metric tons)

2016 65,090
2015 176,734

Since the mining moratorium and the cessation of our mining operations, we had largely relied on purchased coal to
make coke.

Coke Emissions Recycling

In the coke oven, coal’s volatile contents, including water and coal tar, are driven off in gaseous forms, which we
capture and recycle. We pipe coal gas into a cooling tower to separate coal tar by condensation, which we sold as a
fuel byproduct (see “Coal Byproducts” below). We burned the remaining purified coal gas to generate steam that drives
steam-powered turbines to produce electricity (see “Electricity Generation” below).

Coking Byproducts

Coal tar is an ingredient of coal tar pitch used in the aluminum industry, and can be further refined to create chemicals
and additives such as fine phenol, fine naphthalene and modified pitch that can be used as raw material in making
concrete sealant, wood treatment compounds, agricultural pesticides and other chemical products.

Our annual production volumes of coal tar for the years ended June 30, 2016 and 2015 are as follows:

Annual Production
Fiscal Year (metric tons)
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2016 -
2015 6,909

Both the Baofeng and Hongfeng plants produced sulfur and ammonia sulfate, but only the Hongfeng plant produced
other byproducts such as crude benzol, benzene, sulfur-based chemicals and methanol. Starting in July 2014, the
Baofeng plant has been temporarily closed as its old facilities cannot comply with China’s new coking industry entry
standards. It is now pending for upgrade in order to better assist the UCG project development in the future.

New Coking Facility

On March 3, 2010, we commenced construction of a new state-of-the-art coking plant on a 460,000 square meter site
adjacent to the Baofeng plant. As of the date of this Report, we have completed construction of the shallow
foundation, an underground workshop and the furnace and chimney rack, and are in the process of installing the coal
preparation, cooling, recycling, and auxiliary systems, as well as framing the coal blending structure and coal yard.
Originally anticipated to be completed at the end of December 2011, we have halted construction in light of ongoing
weak demand for coke. If the coke market improves and stabilizes and we have resources to do so, we will evaluate
restarting construction.

When completed as designed, this new plant is expected to have an estimated coke-producing capacity of up to
900,000 metric tons per year, as well as the ability to generate power, distill chemicals such as crude benzol, sulfur
and ammonium sulfate from the coking process and produce purified coal gas. Our plans to provide the coal gas as a
fuel source to local residents through the state-owned gas grid have received approval from the authorities of Daying
County, and we currently plan to offer the coal gas at a price per thermal equivalent unit that is estimated to be 20%
less than the current price of liquid natural gas, a competing alternative. Hongrun Coking will operate the new plant.
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Electricity Generation

As Hongguang Power mainly uses the gas produced during coking from Baofeng plant to generate electricity, it has
been temporarily closed when Baofeng plant closed in July 2014. There was no electricity generated for the fiscal year
ended June 30, 2016 and for the fiscal year ended June 30, 2015. We will resume our operations in the future at
Hongguang Power to generate electricity to better assist the UCG project.

We had no electricity generated for the years ended June 30, 2016 and 2015.

Synthetic Gas

New Synthetic Gas Facility

In May 2014, we commenced plans to further extend our coal and coke operations into the clean-burning synthetic gas
field. In July 2014, we started an investment plan of approximately $7.8 million or RMB 48 million to build a coke
gasification facility for the conversion of coke into a clean-burning syngas. The facility, termed our “Stage I facility,”
was completed at the end of September 2014 and commenced its production in October 2014. The Stage I facility has
a designed annual capacity of 219,000,000 cubic meters of syngas or 25,000 cubic meters of syngas per hour. In
November 2014, with one month’s operating experience at running the Stage I facility, we conducted a technique
upgrade on the Stage I facility to increase the designed capacity of the facility (a “Stage II facility”). The upgrade was
fully completed in July 2015. With the completion of the technique upgrade, the Stage II facility’s designed annual
coke gasification capacity was expanded to 438,000,000 cubic meters of syngas or 50,000 cubic meters of syngas per
hour.

On August 28, 2014, we entered into a cooperative agreement with the North China Institute of Science and
Technology regarding underground coal gasification technique (“UCG”) development to refine and implement advanced
techniques to convert our coal into syngas. Our ultimate target is to build a UCG facility with an annual production
capacity of 7,708,800,000 cubic meters of syngas or 880,000 cubic meters of syngas per hour in all four of our coal
mines. The UCG project was approved by the Science and Technology Bureau of Baofeng County as a local Scientific
and Technological Practical Project, and it was granted the privilege to refine the coal under Baofeng Coking Factory,
which may have coal materials of approximately 216,200 tons shown on our primarily test, as a trial project for UCG
technique development. We entered into a construction agreement on June 16, 2015 to build a UCG facility and
commenced the construction of the trial project of the Scientific and Technological Practical Project at the end of June
2015. This UCG trial project is under the joint supervision of the Science and Technology Bureau of Baofeng County
and North China Institute of Science and Technology (“Supervisors”) and requires further tests and approval from the
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Supervisors upon our completion of construction and equipment installation. Since commencement through June 30,
2016, we had invested an aggregate of $30,070,699 (RMB 199,000,000) in the construction of this UCG trial project.
The recorded net amount is $18,945,020 due to impairment reserve. This UCG trial project is divided into several
stages and each stage requires a periodical acceptance test conducted by the Supervisors. The first stage of the
construction was completed in July 2015 and is in the process of the Supervisors’ examination. The basis of the UCG
trial project is consolidation of the coal mines in Pingdingshan city. Because the personnel change of the local
government has postponed the consolidation process, this UCG trial project has been halted. At this point, we do not
know when the periodical acceptance test will be finished . After the Supervisors provide their approval we would be
able to proceed to our next stage of project development. We also do not know when the construction of this trial
project will be completed. It is estimated to cost up to $5 million. Once the construction is completed, it requires
another 6 months of preliminary operations for final testing which will be monitored by the Supervisors. With the
final approval from the Supervisors, we will be able to implement our UCG techniques in our coal mines.
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Syngas is a clean energy alternative which consists primarily of hydrogen and carbon monoxide. Syngas is usually a
product of gasification and the main application is electrical generation. It can also be used as a fuel of internal
combustion engines or used in the Fischer-Tropsch process to produce diesel or converted into methane, methanol and
dimethyl ether in catalytic processes.

Sales and Marketing

We enter into non-binding annual letters of intent that set forth current year supply quantities, suggested pricing, and
monthly delivery schedules with our customers for both coal and coke products at the beginning of each calendar year.
The terms of the letters of intent are usually negotiated during the Annual National Coal Trading Convention
organized by the China Coal Transport and Distribution Association.  A significant portion of our sales are made
through attendance at this convention. Changes in delivery quantity and pricing, which is based on open market
pricing at the time of delivery, must be documented in a final written contract on a 30-day advance notice submitted
by the party making the change and accepted by the other party. All of our current customers are generally required to
make payment upon delivery of each shipment. In pricing our products, we consider factors such as the prices offered
by competitors, the quality and grade of the product, the volume in national and regional coal inventory build-up and
forecasted future trends for coal and coke prices. The remaining portion of our sales is derived from purchase orders
placed by customers throughout the year when they require additional coal and coke products.

We have a flexible credit policy, and adjust credit terms for different types of customers. Depending on the customer,
we may allow open accounts, or require acceptance bills or cash on delivery. We consider the creditworthiness and the
requested credit amount of each customer when determining the appropriate payment arrangements and credit terms,
which generally do not exceed a period over 90 days. We evaluate the creditworthiness of potential new customers
before entering into sales contracts and reassesses customer creditworthiness on an annual basis. We require
immediate settlement of accounts upon delivery for customers without an established history.

Generally, our selling prices are driven by a number of factors, including the particular composition and quality of the
coal or coke we sell, their prevailing market prices locally and throughout China, as well as in the global marketplace,
timing of sales, delivery terms, and our relationships with our customers and our negotiations of their purchase orders.
The selling prices of all coke products and coal products decreased over fiscal years 2016 and 2015 resulting from the
oversupply of coke and coal products through the whole year of 2016 in the market.
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