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FORM 10-Q

☒   QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended June 30, 2017

OR

☐   TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from                      to                     
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(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

12/F, Tower A

Chang An International Building

No. 88 Nan Guan Zheng Jie

Xi’an City, Shaanxi Province, China

(Address of Principal Executive Offices, Zip Code)

Registrant’s Telephone Number, Including Area Code: + 86-29-8765-1097

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

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
(§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

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

Large accelerated filer ☐ Accelerated filer ☐
Non-accelerated filer ☐ Smaller reporting company ☒
Emerging growth company ☐

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

The number of shares outstanding of the registrant’s Common Stock, as of August 9, 2017 was 8,310,198. 
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PART I – FINANCIAL INFORMATION

Item 1. Financial Statements

CHINA RECYCLING ENERGY CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

AS OF JUNE 30, 2017 (UNAUDITED) AND DECEMBER 31, 2016

2017 2016
ASSETS

CURRENT ASSETS
Cash and equivalents $46,976,023 $47,752,353
Notes receivable 797,119 -
Accounts receivable 12,895,607 12,593,340
Current portion of investment in sales-type leases, net 12,552,397 9,385,453
Interest receivable on sales type leases 7,695,920 4,621,491
Prepaid expenses 112,741 682,781
Other receivables 2,352,878 560,468

Total current assets 83,382,685 75,595,886

NON-CURRENT ASSETS
Investment in sales-type leases, net 100,624,407 101,706,978
Long term investment 745,863 641,897
Long term deposit - 61,564
Property and equipment, net 12,089 12,558
Construction in progress 90,167,194 86,493,182

Total non-current assets 191,549,553 188,916,179

TOTAL ASSETS $274,932,238 $264,512,065

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts payable $2,213,480 $1,506,924
Taxes payable 1,179,032 1,202,677
Accrued liabilities and other payables 1,573,460 1,596,580
Due to related parties 41,775 44,059
Loans payable - current - 720,773
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Interest payable on entrusted loans 4,004,557 224,090
Current portion of entrusted loan payable 48,712,801 47,570,996

Total current liabilities 57,725,105 52,866,099

NONCURRENT LIABILITIES
Deferred tax liability, net 9,233,587 8,900,979
Refundable deposit from customers for systems leasing 1,048,063 1,023,497
Entrusted loan payable 295,229 288,309

Total noncurrent liabilities 10,576,879 10,212,785

Total liabilities 68,301,984 63,078,884

CONTINGENCIES AND COMMITMENTS

STOCKHOLDERS' EQUITY
Common stock, $0.001 par value; 20,000,000 shares authorized, 8,310,198 shares
issued and outstanding 8,310 8,310

Additional paid in capital 111,793,813 111,789,166
Statutory reserve 14,736,982 14,473,924
Accumulated other comprehensive income (5,911,991 ) (10,544,426 )
Retained earnings 86,319,512 85,838,638

Total Company stockholders' equity 206,946,626 201,565,612

Noncontrolling interest (316,372 ) (132,431 )

Total equity 206,630,254 201,433,181

TOTAL LIABILITIES AND EQUITY $274,932,238 $264,512,065

The accompanying notes are an integral part of these consolidated financial statements.

1
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CHINA RECYCLING ENERGY CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME (LOSS)

(UNAUDITED)

SIX MONTHS ENDED
JUNE 30,

THREE MONTHS
ENDED
JUNE 30,

2017 2016 2017 2016

Revenue
Sales of systems $- $- $- $-
Contingent rental income - 6,759 - -

Total revenue - 6,759 - -

Cost of sales
Cost of systems and contingent rental income - 8,125 - -

Gross profit (loss) - (1,366 ) - -

Interest income on sales-type leases 4,331,011 8,659,829 2,202,995 3,778,299

Total operating income 4,331,011 8,658,463 2,202,995 3,778,299

Operating expenses
General and administrative 339,301 854,784 230,240 365,371

Total operating expenses 339,301 854,784 230,240 365,371

Income from operations 3,991,710 7,803,679 1,972,755 3,412,928

Non-operating income (expenses)
Interest income 70,877 63,502 34,844 31,814
Interest expense (2,722,742) (3,381,989) (1,365,532) (2,032,419)
Loss on sale of construction in progress of Xuzhou Zhongtai - (2,822,679) - -
Loss on systems repurchase from Yida - (417,952 ) - (417,952 )
Other income 7,798 76,418 3,275 74,091

Total non-operating expenses, net (2,644,067) (6,482,700) (1,327,413) (2,344,466)

Income before income tax 1,347,643 1,320,979 645,342 1,068,462
Income tax expense (benefit) 781,966 (972,768 ) 365,663 (1,183,539)

Income before noncontrolling interest 565,677 2,293,747 279,679 2,252,001
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Less: income attributable to noncontrolling interest (178,255 ) (147,205 ) (89,832 ) (95,925 )

Net income attributable to China Recycling Energy
Corporation 743,932 2,440,952 369,511 2,347,926

Other comprehensive items
Foreign currency translation gain (loss) attributable to China
Recycling Energy Corporation 4,632,435 (4,499,312) 3,526,451 (5,568,969)

Foreign currency translation gain (loss) attributable to
noncontrolling interest (5,686 ) 21,556 (5,132 ) 21,021

Comprehensive income (loss) attributable to China
Recycling Energy Corporation $5,376,367 $(2,058,360) $3,895,962 $(3,221,043)

Comprehensive loss attributable to noncontrolling interest $(183,941 ) $(125,649 ) $(94,964 ) $(74,904 )

Basic and diluted weighted average shares outstanding 8,310,198 8,310,159 8,310,198 8,310,159

Basic and diluted earnings per share $0.09 $0.29 $0.04 $0.28

The accompanying notes are an integral part of these consolidated financial statements.

2
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CHINA RECYCLING ENERGY CORPORATION AND SUBSIDIARIES

 CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)

SIX MONTHS ENDED
JUNE 30,
2017 2016

CASH FLOWS FROM OPERATING ACTIVITIES:
Income including noncontrolling interest $565,677 $2,293,747
Adjustments to reconcile income including noncontrolling interest to net cash provided
by (used in) operating activities:
Depreciation and amortization 760 3,156
Stock option expense 4,647 -
Investment income (87,331 ) (105,975 )
Changes in deferred tax 117,315 (1,878,676 )
Loss on sales of construction in progress of Xuzhou Zhongtai - 2,822,679
Changes in assets and liabilities:
Interest receivable on sales type leases (2,922,393 ) (957,028 )
Collection of principal on sales type leases 574,006 19,668,078
Prepaid expenses 578,292 794,023
Accounts receivable - (19,809,197)
Other receivables (1,692,112 ) (181,410 )
Notes receivable (786,061 ) -
Construction in progress (1,575,823 ) 22,051,212
Accounts payable 661,102 271,044
Taxes payable (51,783 ) 128,935
Interest payable on entrusted loan 3,722,719 (24,299 )
Accrued liabilities and other payables (291,187 ) (1,014,498 )

Net cash provided by (used in) operating activities (1,182,172 ) 24,061,791

CASH FLOWS FROM INVESTING ACTIVITIES:
Changes of restricted cash - 572,715

Net cash provided by investing activities - 572,715

CASH FLOWS FROM FINANCING ACTIVITIES:
Repayment of loans (727,834 ) (22,755,463)
Advance from related parties - 274

Net cash used in financing activities (727,834 ) (22,755,189)

Edgar Filing: CHINA RECYCLING ENERGY CORP - Form 10-Q

9



EFFECT OF EXCHANGE RATE CHANGE ON CASH AND EQUIVALENTS 1,133,676 (891,989 )

NET INCREASE (DECREASE) IN CASH AND EQUIVALENTS (776,330 ) 987,328
CASH AND EQUIVALENTS, BEGINNING OF PERIOD 47,752,353 41,749,388

CASH AND EQUIVALENTS, END OF PERIOD $46,976,023 $42,736,716

Supplemental cash flow data:
Income tax paid $1,128,756 $697,232
Interest paid $14,363 $5,944,795

The accompanying notes are an integral part of these consolidated financial statements.

3
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CHINA RECYCLING ENERGY CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2017 (UNAUDITED) AND DECEMBER 31, 2016

1. ORGANIZATION AND DESCRIPTION OF BUSINESS

China Recycling Energy Corporation (the “Company” or “CREG”) was incorporated on May 8, 1980 as Boulder Brewing
Company under the laws of the State of Colorado. On September 6, 2001, the Company changed its state of
incorporation to the Nevada. In 2004, the Company changed its name from Boulder Brewing Company to China
Digital Wireless, Inc. and on March 8, 2007, again changed its name from China Digital Wireless, Inc. to its current
name, China Recycling Energy Corporation. The Company, through its subsidiaries, provides energy saving solutions
and services, including selling and leasing energy saving systems and equipment to customers, project investment,
investment management, economic information consulting, technical services, financial leasing, purchase of financial
leasing assets, disposal and repair of financial leasing assets, consulting and ensuring of financial leasing transactions
in the Peoples Republic of China (“PRC”).

Erdos TCH – Joint Venture

On April 14, 2009, the Company formed a joint venture (the “JV”) with Erdos Metallurgy Co., Ltd. (“Erdos”) to recycle
waste heat from Erdos’ metal refining plants to generate power and steam to be sold back to Erdos. The name of the JV
was Inner Mongolia Erdos TCH Energy Saving Development Co., Ltd. (“Erdos TCH”) with a term of 20 years. Total
investment for the project was estimated at $79 million (RMB 500 million) with an initial investment of $17.55
million (RMB 120 million). Erdos contributed 7% of the total investment of the project, and Xi’an TCH Energy
Technology Co., Ltd. (“Xi’an TCH”) contributed 93%. According to the parties’ agreement on profit distribution, Xi’an
TCH and Erdos will receive 80% and 20%, respectively, of the profit from the JV until Xi’an TCH receives the
complete return of its investment. Xi’an TCH and Erdos will then receive 60% and 40%, respectively, of the profit
from the JV. On June 15, 2013, Xi’an TCH and Erdos entered into a share transfer agreement, pursuant to which Erdos
sold its 7% ownership interest in the JV to Xi’an TCH for $1.29 million (RMB 8 million), plus certain accumulated
profits as described below. Xi’an TCH paid the $1.29 million in July 2013 and, as a result, became the sole stockholder
of the JV. In addition, Xi’an TCH paid Erdos accumulated profits from inception up to June 30, 2013 in accordance
with a supplementary agreement entered on August 6, 2013. In August 2013, Xi’an TCH paid 20% of the accumulated
profit (calculated under PRC GAAP) of $226,000 to Erdos. Erdos TCH currently has two power generation systems in
Phase I with a total of 18 MW power capacity, and three power generation systems in Phase II with a total of 27 MW
power capacity. On April 28, 2016, Erdos TCH and Erdos entered a supplemental agreement, effective on May 1,
2016, Erdos TCH cancelled monthly minimum lease payments from Erdos, and charges Erdos based on actual
electricity sold at RMB 0.30 / KWH. The selling price of each KWH will be determined annually based on prevailing
market conditions.
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Pucheng Biomass Power Generation Projects

On June 29, 2010, Xi’an TCH entered into a Biomass Power Generation (“BMPG”) Project Lease Agreement with
PuchengXinHeng Yuan Biomass Power Generation Co., Ltd. (“Pucheng”), a limited liability company incorporated in
China. Under this lease agreement, Xi’an TCH leased a set of 12 MW BMPG systems to Pucheng at a minimum of
$279,400 (RMB 1,900,000) per month for 15 years.

On September 11, 2013, Xi’an TCH entered into a BMPG Asset Transfer Agreement (the “Pucheng Transfer
Agreement”) with Pucheng. The Pucheng Transfer Agreement provided for the sale by Pucheng to Xi’an TCH of a set
of 12 MW BMPG systems with completion of system transformation for RMB 100 million ($16.48 million) in the
form of 8,766,547 shares of common stock of the Company at $1.87 per share. These shares were issued to Pucheng
on October 29, 2013. Also on September 11, 2013, Xi’an TCH entered into a BMPG Project Lease Agreement with
Pucheng (the “Pucheng Lease”). Under the Pucheng Lease, Xi’an TCH leases this same set of 12 MW BMPG system to
Pucheng, and combined this lease with the lease for the 12 MW BMPG station of Pucheng Phase I project, under a
single lease to Pucheng for RMB 3.8 million ($0.63 million) per month (the “Pucheng Phase II Project”). The term for
the combined lease is from September 2013 to June 2025. The lease agreement for the 12 MW station from Pucheng
Phase I project terminated upon the effective date of the Pucheng Lease. The ownership of two 12 MW BMPG
systems will transfer to Pucheng at no additional charge when the Pucheng Lease expires.

4
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Shenqiu Yuneng Biomass Power Generation Projects

On May 25, 2011, Xi’an TCH entered into a Letter of Intent with ShenqiuYuNeng Thermal Power Co., Ltd. (“Shenqiu”)
to reconstruct and transform a Thermal Power Generation System owned by Shenqiu into a 75T/H BMPG System for
$3.57 million (RMB 22.5 million). The project commenced in June 2011 and was completed in the third quarter of
2011. On September 28, 2011, Xi’an TCH entered into a BMPG Asset Transfer Agreement with Shenqiu (the “Shenqiu
Transfer Agreement”). Pursuant to the Shenqiu Transfer Agreement, Shenqiu sold Xi’an TCH a set of 12 MW BMPG
systems (after Xi’an TCH converted the system for BMPG purposes). As consideration for the BMPG systems, Xi’an
TCH agreed to pay Shenqiu $10,937,500 (RMB 70 million) in cash in three installments within six months upon the
transfer of ownership of the systems. By the end of 2012, all the consideration was paid. On September 28, 2011, Xi’an
TCH and Shenqiu also entered into a BMPG Project Lease Agreement (the “2011 Shenqiu Lease”). Under the 2011
Shenqiu Lease, Xi’an TCH agreed to lease a set of 12 MW BMPG systems to Shenqiu at a monthly rental rate of
$286,000 (RMB 1,800,000) for 11 years. Upon expiration of the 2011 Shenqiu Lease, ownership of this system will
transfer from Xi’an TCH to Shenqiu at no additional cost. In connection with the 2011 Shenqiu Lease, Shenqiu paid
one month’s rent as a security deposit to Xi’an TCH, in addition to providing personal guarantees.

On October 8, 2012, Xi’an TCH entered into a Letter of Intent for technical reformation of Shenqiu Project Phase II
with Shenqiu for technical reformation to enlarge the capacity of the Shenqiu Project Phase I (the “Shenqiu Phase II
Project”). The technical reformation involved the construction of another 12 MW BMPG system. After the
reformation, the generation capacity of the power plant increased to 24 MW. The project commenced on October 25,
2012 and was completed during the first quarter of 2013. The total cost of the project was $11.1 million (RMB 68
million). On March 30, 2013, Xi’an TCH and Shenqiu entered into a BMPG Project Lease Agreement (the “2013
Shenqiu Lease”). Under the 2013 Shenqiu Lease, Xi’an TCH agreed to lease the second set of 12 MW BMPG systems
to Shenqiu for $239,000 (RMB 1.5 million) per month for 9.5 years. When the 2013 Shenqiu Lease expires,
ownership of this system will transfer from Xi’an TCH to Shenqiu at no additional cost.

Yida Coke Oven Gas Power Generation Projects

On June 28, 2014, Xi’an TCH entered into an Asset Transfer Agreement (the “Transfer Agreement”) with Qitaihe City
Boli Yida Coal Selection Co., Ltd. (“Yida”), a limited liability company incorporated in China. The Transfer Agreement
provided for the sale to Xi’an TCH of a 15 MW coke oven gas power generation station, which had been converted
from a 15 MW coal gangue power generation station from Yida. As consideration for the Transfer Asset, Xi’an TCH
was to pay to Yida RMB 115 million ($18.69 million) in the form of the common stock shares of the Company at the
average closing price per share of the Stock for the 10 trading days prior to the closing date of the transaction ($2.27
per share). The exchange rate between the US Dollar and Chinese RMB in connection with the stock issuance is the
rate equal to the middle rate published by the People’s Bank of China on the closing date of the assets transfer.
Accordingly, the Company issued 8,233,779 shares (the “Shares”) for the Yida 15 MW coke oven gas power generation
station, the fair value of 8,233,779 shares was $14.49 million based on the stock price at the agreement date ($1.76 per
share), and was the cost of the power generation station.
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On June 28, 2014, Xi’an TCH also entered into a Coke Oven Gas Power Generation Project Lease Agreement (the
“Lease Agreement”) with Yida. Under the Lease Agreement, Xi’an TCH leased the Transfer Asset to Yida for RMB 3
million ($0.49 million) per month, and the term of the lease is from June 28, 2014 to June 27, 2029. Yida provided an
RMB 3 million ($0.49 million) security deposit (without interest) for the lease. Xi’an TCH will transfer the Transfer
Asset back to Yida at no cost at the end of the lease term. 

On June 22, 2016, Xi’an TCH entered into a Coal Oven Gas Power Generation Project Repurchase Agreement (the
“Repurchase Agreement”) with Yida. Under the Repurchase Agreement, Xi’an TCH agreed to transfer to Yida all the
project assets for RMB 112,000,000 ($16.89 million) (the “Transfer Price”) with Yida’s retention of ownership of the
Shares. Yida agreed to make the following payments: (i) the outstanding monthly leasing fees for April and May 2016
in total of RMB 6,000,000 ($0.90 million) to Xi’an TCH within 5 business days from the execution of the Repurchase
Agreement; (ii) a payment of RMB 50,000,000 ($7.54 million) of the Transfer Price to Xi’an TCH within 5 business
days from the execution of the Repurchase Agreement; and (iii) a payment of the remaining RMB 62,000,000 ($9.35
million) of the Transfer Price to Xi’an TCH within 15 business days from the execution of the Repurchase Agreement.
Under the Repurchase Agreement, ownership of the project assets will transfer from Xi’an TCH to Yida within 3
business days after Xi’an TCH receives the full Transfer Price and the outstanding monthly leasing fees. In July 2016,
the Company received the full payment of the Transfer Price and title to the system was transferred at that time. The
Company recorded a $0.42 million loss from this transaction in 2016.

5
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The Fund Management Company

On June 25, 2013, Xi’an TCH and HongyuanHuifu Venture Capital Co. Ltd. (“HongyuanHuifu”) jointly established
Hongyuan Recycling Energy Investment Management Beijing Co., Ltd. (the “Fund Management Company”) with
registered capital of RMB 10 million ($1.45 million). Xi’an TCH made an initial capital contribution of RMB 4 million
($650,000) and has a 40% ownership interest in the Fund Management Company. With respect to the Fund
Management Company, voting rights and dividend rights are allocated 80% and 20% between HongyuanHuifu and
Xi’an TCH, respectively.

The Fund Management Company is the general partner of Beijing Hongyuan Recycling Energy Investment Center,
LLP (the “HYREF Fund”), a limited liability partnership established on July 18, 2013 in Beijing. The Fund
Management Company made an initial capital contribution of RMB 5 million ($830,000) to the HYREF Fund. An
initial total of RMB 460 million ($75 million) was fully subscribed by all partners for the HYREF Fund. The HYREF
Fund has three limited partners: (1) China Orient Asset Management Co., Ltd., which made an initial capital
contribution of RMB 280 million ($46.67 million) to the HYREF Fund and is a preferred limited partner; (2)
HongyuanHuifu, which made an initial capital contribution of RMB 100 million ($16.67 million) to the HYREF Fund
and is an ordinary limited partner; and (3) the Company’s wholly-owned subsidiary, Xi’an TCH, which made an initial
capital contribution of RMB 75 million ($12.5 million) to the HYREF Fund and is a secondary limited partner. The
term of the HYREF Fund’s partnership is six years from the date of its establishment, expiring July 18, 2019. The
current term is four years from the date of contribution for the preferred limited partner, and four years from the date
of contribution for the ordinary limited partner. The total size of the HYREF Fund is RMB 460 million ($76.66
million). The HYREF Fund was formed for the purpose of investing in Xi’an Zhonghong New Energy Technology
Co., Ltd., a 90% owned subsidiary of Xi’an TCH, for the construction of two coke dry quenching (“CDQ”) WHPG
stations with Jiangsu Tianyu Energy and Chemical Group Co., Ltd. (“Tianyu”) and one CDQ WHPG station with
Boxing County Chengli Gas Supply Co., Ltd. (“Chengli”).

Chengli Waste Heat Power Generation Projects

On July 19, 2013, Xi’an TCH formed a new company, “Xi’an Zhonghong New Energy Technology Co., Ltd.”
(“Zhonghong”), with registered capital of RMB 30 million ($4.85 million). Xi’an TCH paid RMB 27 million ($4.37
million) and owns 90% of Zhonghong. Zhonghong is engaged to provide energy saving solution and services,
including constructing, selling and leasing energy saving systems and equipment to customers.

On July 24, 2013, Zhonghong entered into a Cooperative Agreement of CDQ and CDQ WHPG Project with Boxing
County Chengli Gas Supply Co., Ltd. (“Chengli”). The parties entered into a supplement agreement on July 26, 2013.
Pursuant to these agreements, Zhonghong will design, build and maintain a 25 MW CDQ system and a CDQ WHPG
system to supply power to Chengli, and Chengli will pay energy saving fees (the “Chengli Project”). Chengli will
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contract the operation of the system to a third-party contractor that is mutually agreed to by Zhonghong. In addition,
Chengli will provide the land for the CDQ system and CDQ WHPG system at no cost to Zhonghong. The term of the
Agreements is for 20 years. The first 800 million watt hours generated by the Chengli Project will be charged at RMB
0.42 ($0.068) per kilowatt hour (excluding tax); thereafter, the energy saving fee will be RMB 0.20 ($0.036) per
kilowatt hour (excluding tax). The operating time shall be based upon an average 8,000 hours annually. If the
operating time is less than 8,000 hours per year for either Xuzhou Tian’an or Xuzhou Huayu due to a reason
attributable to Chengli, then time charged shall be 8,000 hours a year, and if it is less than 8,000 hours due to a reason
attributable to Zhonghong, then it shall be charged at actual operating hours. The construction of the Chengli Project
was completed in the second quarter of 2015 and the project successfully completed commissioning tests in the first
quarter of 2017. The Chengli Project is now operational, but will not begin operations until the Company receives the
required power generating license, which the Company anticipates receiving in the third quarter of 2017. When
operations begin, Chengli shall ensure its coking production line works properly and that working hours for the CDQ
system are at least 8,000 hours per year, and Zhonghong shall ensure that working hours for the CDQ WHPG system
are at least 7,200 hours per year.

6
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On July 22, 2013, Zhonghong entered into an Engineering, Procurement and Construction (“EPC”) General Contractor
Agreement for the Boxing County Chengli Gas Supply Co., Ltd. CDQ Power Generation Project (the “Huaxin Project”)
with Xi’an Huaxin New Energy Co., Ltd. (“Huaxin”). Zhonghong, as the owner of the Huaxin Project, contracted EPC
services for a CDQ system and a 25 MW CDQ WHPG system for Chengli from Huaxin. Huaxin shall provide
construction, equipment procurement, transportation, installation and adjustment, test run, construction engineering
management and other necessary services to complete the Huaxin Project and ensure the CDQ system and CDQ
WHPG system for Chengli meet the inspection and acceptance requirements and work normally. The Huaxin Project
is a turn-key project where Huaxin is responsible for monitoring the quality, safety, duration and cost of the Chengli
Project. The total contract price is RMB 200 million ($33.34 million), which includes all the materials, equipment,
labor, transportation, electricity, water, waste disposal, machinery and safety costs.

Tianyu Waste Heat Power Generation Project

On July 19, 2013, Zhonghong entered into a Cooperative Agreement (the “Tianyu Agreement”) for Energy Management
of CDQ and CDQ WHPG Project with Jiangsu Tianyu Energy and Chemical Group Co., Ltd. (“Tianyu”). Pursuant to
the Tianyu Agreement, Zhonghong will design, build, operate and maintain two sets of 25 MW CDQ systems and
CDQ WHPG systems for two subsidiaries of Tianyu – Xuzhou Tian’an Chemical Co., Ltd. (“Xuzhou Tian’an”) and
Xuzhou Huayu Coking Co., Ltd. (“Xuzhou Huayu”) – to be located at Xuzhou Tian’an and Xuzhou Huayu’s respective
locations (the “Tianyu Project”). Upon completion of the Tianyu Project, Zhonghong will charge Tianyu an energy
saving fee of RMB 0.534 ($0.087) per kilowatt hour (excluding tax). The operating time will be based upon an
average 8,000 hours annually for each of Xuzhou Tian’an and Xuzhou Huayu. If the operating time is less than 8,000
hours per year due to a reason attributable to Tianyu, then time charged will be 8,000 hours a year. The term of the
Tianyu Agreement is 20 years. The construction of the Xuzhou Tian’an Project is anticipated to be completed by the
third quarter of 2017. Xuzhou Tian’an will provide the land for the CDQ and CDQ WHPG systems for free. Xuzhou
Tian’an also guarantees that it will purchase all the power generated by the CDQ WHPG systems. The Xuzhou Huayu
Project is currently on hold due to a conflict between Xuzhou Huayu Coking Co., Ltd. and local residents on certain
pollution-related issues. The local government has acted in its capacity to coordinate the resolution of this issue. The
local residents were requested to move from the hygienic buffer zone of the project location with compensatory
payments from the government. Xuzhou Huayu was required to stop production and implement technical innovations
to mitigate pollution discharge including sewage treatment, dust collection, noise control, and recycling of coal gas.
Currently, some local residents have moved. Xuzhou Huayu has completed the implementation of the technical
innovations of sewage treatment, dust collection, and noise control, and the Company is waiting for local
governmental agencies to approve these technical innovations so that we can resume construction. We expect to
complete the recycling of coal gas in the first half of 2018. Once Huayu obtains the government’s acceptance and
approval of the technical innovations, the project will resume.

On July 22, 2013, Zhonghong entered into an EPC General Contractor Agreement for the Tianyu Project with Xi’an
Huaxin New Energy Co., Ltd. (“Huaxin”). Zhonghong, as the owner of the Tianyu Project, contracted EPC services for
two CDQ systems and two 25 MW CDQ WHPG systems for Tianyu to Huaxin. Huaxin shall provide construction,
equipment procurement, transportation, installation and adjustment, test run, construction engineering management
and other necessary services to complete the Tianyu Project and ensure the CDQ and CDQ WHPG systems for Tianyu
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meet the inspection and acceptance requirements and work normally. The Tianyu Project is a turn-key project where
Huaxin is responsible for monitoring the quality, safety, duration and cost of the project. The total contract price is
RMB 400 million ($66.68 million), which includes all the materials, equipment, labor, transportation, electricity,
water, waste disposal, machinery and safety costs.

Zhongtai Waste Heat Power Generation Energy Management Cooperative Agreement

On December 6, 2013, Xi’an entered into a CDQ and WHPG Energy Management Cooperative Agreement (the
“Zhongtai Agreement”) with Xuzhou Zhongtai Energy Technology Co., Ltd. (“Zhongtai”), a limited liability company
incorporated in Jiangsu Province, China.

Pursuant to the Zhongtai Agreement, Xi’an TCH will design, build and maintain a 150 ton per hour CDQ system and a
25 MW CDQ WHPG system and sell the power to Zhongtai, and Xi’an TCH will also build a furnace to generate
steam from the waste heat of the smoke pipeline and sell the steam to Zhongtai. 

7
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The construction period of the Project is expected to be 18 months from the date when conditions are ready for
construction to begin. Zhongtai will start to pay an energy saving service fee from the date when the WHPG station
passes the required 72-hour test run. The payment term is 20 years. For the first 10 years, Zhongtai shall pay an
energy saving fee at RMB 0.534 ($0.089) per kilowatt hour (KWH) (including value added tax) for the power
generated from the system. For the second 10 years, Zhongtai shall pay an energy saving fee at RMB 0.402 ($0.067)
per KWH (including value added tax). During the term of the contract the energy saving fee shall be adjusted at the
same percentage as the change of local grid electricity price. Zhongtai shall also pay an energy saving fee for the
steam supplied by Xi’an TCH at RMB 100 ($16.67) per ton (including value added tax). Zhongtai and its parent
company will provide guarantees to ensure Zhongtai will fulfill its obligations under the Agreement. Upon the
completion of the term, Xi’an TCH will transfer the systems to Zhongtai at RMB 1 ($0.16). Zhongtai shall provide
waste heat to the systems for no less than 8,000 hours per year and waste gas volume no less than 150,000 Normal
Meter Cubed (Nm3) per hour with a temperature no less than 95

Edgar Filing: CHINA RECYCLING ENERGY CORP - Form 10-Q

19


