
CHINA YILI PETROLEUM CO
Form 10-Q
November 14, 2008

U. S. Securities and Exchange Commission
Washington, D. C. 20549

       FORM 10-Q

[X]QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

                For the quarterly period ended September 30, 2008

[  ] TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from _____ to _____

Commission File No. 1-51554

CHINA YILI PETROLEUM COMPANY
(Name of Small Business Issuer in its Charter)

Nevada 20-2934409
(State or Other Jurisdiction of (I.R.S. Employer I.D. No.)
incorporation or organization)

c/o American Union Securities, Inc., 100 Wall Street, 15th Floor, New York, NY 10005
(Address of Principal Executive Offices)

Issuer's Telephone Number: (212) 232-0120

Indicate  by check mark  whether the  Registrant  (1) has filed all reports required to be filed by Sections 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 X                    No  __

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  ____     Small reporting company  _X_

Edgar Filing: CHINA YILI PETROLEUM CO - Form 10-Q

1



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

APPLICABLE ONLY TO CORPORATE ISSUERS:  Indicate the number of shares outstanding of each of the
Registrant's classes of common stock, as of the latest practicable date:
November 14, 2008
Common Stock: 22,139,994 shares

Edgar Filing: CHINA YILI PETROLEUM CO - Form 10-Q

2



CHINA YILI PETROLEUM COMPANY AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

September
30,

December
31,

2008 2007
(Unaudited)

                                                                                                                                                                                                    ASSETS
CURRENT ASSETS:
  Cash $ 23,767 $ 47,091
  Due from affiliated company 70,451 266,804
  Other sundry current assets 899 32,504
     TOTAL CURRENT ASSETS 95,117 346,399

PROPERTY AND EQUIPMENT, NET OF ACCUMULATED DEPRECIATION 8,937,361 8,383,267

TOTAL ASSETS $ 9,032,478 $ 8,729,666

LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:
  Accounts payable $ 1,543,075 $ 1,480,197
  Note payable – stockholders 1,361,519 1,302,043
  Due to stockholders 385,283 261,520
  Accrued expenses 301,323 175,365
  Deferred revenue - 50,603
     TOTAL CURRENT LIABILITIES 3,591,200 3,269,728

STOCKHOLDERS’ EQUITY:
  Common stock, $0.001 par value
      100,000,000 shares authorized,
      22,440,045 and 300,051 shares issued and outstanding
       at September 30, 2008 and December 31, 2007, respectively 22,440 300
  Preferred stock, $0.001 par value,
        4,700,000 shares authorized,
        0 shares issued and outstanding - -
  Preferred stock, Series A, $0.001 par value,
        300,000 shares authorized,
        77,507 and 300,000 shares issued and outstanding
        at September 30, 2008 and December 31, 2007, respectively 78 300
  Additional paid-in capital 5,561,351 5,583,269
  Accumulated deficit (1,045,762) (580,489)
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  Accumulated other comprehensive income 903,171 456,558
     TOTAL STOCKHOLDERS’ EQUITY 5,441,278 5,459,938

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 9,032,478 $ 8,729,666

See  notes to financial statements
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CHINA YILI PETROLEUM COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

THREE MONTHS
ENDED NINE MONTHS ENDED 

September 30, September 30,
2008 2007 2008 2007 

REVENUE $ 357,663 $ 508,612 $ 624,964 $ 508,612

COSTS AND EXPENSES:
  Cost of sales 266,453 345,866 516,684 345,866
  General and administrative 147,098 165,339 467,348 444,161
  Interest expense, net 34,121 13,215 106,205 12,493
      TOTAL COSTS AND EXPENSES 447,672 524,420 1,090,237 802,520

NET LOSS (90,009) (15,808) (465,273) (293,908)

OTHER COMPREHENSIVE INCOME:
   Foreign currency translation adjustments 19,429 188,084 446,613 182,704

TOTAL COMPREHENSIVE INCOME (LOSS) $ (70,580) $ 172,276 $ 18,660 $ (111,204)

Basic and diluted loss per common share $ (0.03)  $ 0.02 $ (0.08)  $ (0.01)

Weighted average number of shares outstanding 22,139,994 8,701,480 21,582,039 8,701,480
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See notes to financial statements
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CHINA YILI PETROLEUM COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

NINE MONTHS
ENDED SEPTEMBER
30,
2008 2007

OPERATING ACTIVITIES:
  Net loss $ (465,273) $ (293,908)
  Adjustments to reconcile net loss to net
    cash used in operating activities:
      Depreciation of property and equipment 30,543 65,521
  Changes in operating assets and liabilities:
      Sundry current assets 33,685 (61,596) 
      Accounts payable (33,957) (745,641)
      Accrued expenses 121,208 (21,738) 
      Deferred revenue (50,603) -
NET CASH USED IN OPERATING ACTIVITIES (364,397) (1,057,362)

INVESTING ACTIVITIES:
  Acquisition of property and equipment (22,083) (25,980)
NET CASH USED IN INVESTING ACTIVITIES (22,083) (25,980)

FINANCING ACTIVITIES:
  Proceeds from notes payable – stockholders 59,477 134,830
  Proceeds from (repayment of) stockholder loan 106,214 (416,517)
  Payment received from related party 196,353 -
NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES 362,044 (281,687) 
EFFECT OF EXCHANGE RATE ON CASH 1,112 47,584

DECREASE IN CASH (23,324) (1,317,445)

CASH – BEGINNING OF PERIOD 47,091 1,418,646

CASH – END OF PERIOD $ 23,767 $ 101,201

Supplemental disclosures of cash flow information:
  Cash paid during the period for:
  Interest $ 97,012 $ 63,696
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  Non-cash financing activities:
  Loan receivable from affiliated company paid by stockholder $ 289,693 $ -

See notes to financial statements
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CHINA YILI PETROLEUM COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SEPTEMBER 30, 2008
(Unaudited)

1            Basis of Presentation

The accompanying unaudited consolidated financial statements of China Yili Petroleum Company and subsidiaries
(the "Company") reflect all material adjustments consisting of only normal recurring adjustments which, in the
opinion of management, are necessary for a fair presentation of results for the interim periods. Certain information and
footnote disclosures required under accounting principles generally accepted in the United States of America have
been condensed or omitted pursuant to the rules and regulations of the Securities and Exchange Commission, although
the Company believes that the disclosures are adequate to make the information presented not misleading. These
consolidated financial statements should be read in conjunction with the consolidated financial statements and notes
there to included in the Company's Annual Report on Form 10-KSB for the year ended September 30, 2007 as filed
with the Securities and Exchange Commission.

The preparation of financial statement in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reportd amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.
Estimates that are particularly susceptible to change include assumptions used in determining the fair value of
securities owned and non-readily marketable securities.

The results of operation for the nine months ended September 30, 2008 are not necessarily indicative of the results to
be expected for the entire year or for any other period.

2           MERGER TRANSACTION AND REVERSE SPLIT

On August 13, 2007 ASAP Show, Inc. (“ASAP Show”) acquired the outstanding capital stock of Sino-American
Petroleum Group, Inc., a Delaware Corporation (“Sino-American Petroleum”).  Sino-American Petroleum is a holding
company that owns all of the registered capital of Tongliao Yili Asphalt Co. (“Yili Asphalt”), a corporation organized
under the laws of the People’s Republic of China (“PRC”).  Yili Asphalt is engaged in the business of refining heavy oil
into asphalt, fuel oil and lubricants.  All of Yili Asphalt’s business is currently in China.

In connection with the closing of the acquisition (the “Merger”) on August 13, 2007, the following took place:

•           ASAP Show issued to the stockholders of Sino-American Petroleum 200,000 shares of Series A Preferred
Stock, which will be convertible into 569,348,000 shares of common stock after the distribution of the ASAP Expo
Shares discussed below.

•           ASAP Show issued 100,000 shares of Series A Preferred Stock for $600,000.  The 100,000 shares will be
convertible into 284,674,000 shares of common stock after the distribution of the ASAP Expo shares discussed
below.  The three purchasers assigned their interest in most of the Series A Preferred shares to other individuals, none
of whom acquired sufficient shares to be a controlling stockholder of ASAP Show.
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•           Prior to the Merger, ASAP Show assigned all of its pre-Merger business and assets to ASAP Expo, Inc., its
wholly-owned subsidiary, and ASAP Expo, Inc. assumed responsibility for all of the liabilities of ASAP Show that
existed prior to the merger.  At the same time, ASAP Show entered into a management agreement with Frank Yuan,
its previous CEO, and ASAP Expo, Inc.  The management agreement provides that Mr. Yuan will manage ASAP
Expo, Inc. within his discretion, provided that his actions or inactions do not threaten material injury to ASAP
Show.  The management agreement further provides that Mr. Yuan will cause ASAP Expo, Inc, to file a registration
statement with the Securities and Exchange Commission that will, when declared effective, permit ASAP Show to
distribute all of the outstanding shares of ASAP Expo, Inc. to the holders of its common stock.  After the registration
statement is declared effective, the Board of Directors of ASAP Show will fix a record date, and stockholders of
record on that date will receive the shares of ASAP Expo, Inc. in proportion to their ownership of ASAP Show
common stock. On October 22,2007, ASAP Show, Inc. changes its corporate name to China Yili Petroleum Company
("the Company") and announced a 1-29 reverse spilt

The above merger was accounted for as a reverse merger, since the former shareholders of Sino-American Petroleum
and its wholly-owned subsidiary, Yili Asphalt, effectively control the Company and, accordingly, Sino-American
Petroleum is considered to be the surviving entity.

3           BUSINESS DESCRIPTION

Tongliao Yili Asphalt is engaged in the business of refining heavy oil into asphalt, fuel oil and lubricants. ASAP
Expo, Inc. is engaged in the business of organizing trade-shows and innovative means of financing international
trade.  All revenue included in the financial statements come from ASAP.

4           SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of consolidation

The accompanying consolidated financial statements include the accounts of China Yili Petroleum Company and its
wholly-owned subsidiaries.  All significant inter-company balances and transactions have been eliminated in
consolidation.

Foreign currency translation

The assets and liabilities of the Company’s subsidiary, using the local currency as its functional currency, are translated
to U.S. Dollars based on the current exchange rate prevailing at each balance sheet date and any resulting translation
adjustments are included in Accumulated Other Comprehensive Income (Loss).  The Company’s revenues and
expenses are translated into U.S. Dollars using the average exchange rates prevailing for each period presented.

                New accounting pronouncements

In July 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes, an interpretation of
FASB Statement No. 109,” (“FIN 48”), which seeks to reduce the diversity in practice associated with the accounting and
reporting for uncertainty in income tax positions.  This interpretation prescribes a comprehensive model for the
financial statement recognition, measurement, presentation and disclosure of uncertain tax positions taken or expected
to be taken in income tax returns.  An uncertain tax position will be recognized if it is determined that it is more likely
than not to be sustained upon examination.  The tax position is measured as the largest amount of benefit that is
greater than fifty percent likely of being realized upon ultimate settlement.

The cumulative effect of applying the provisions of this interpretation is to be reported as a separate adjustment to the
opening balance of retained earnings in the year of adoption.  FIN 48 is effective for fiscal years beginning after
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December 15, 2006.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”. The objective of SFAS 157 is to
increase consistency and comparability in fair value measurements and to expand disclosures about fair value
measurements. SFAS 157 defines fair value, establishes a framework for measuring fair value in generally accepted
accounting principles, and expands disclosures about fair value measurements. SFAS 157 applies under other
accounting pronouncements that require or permit fair value measurements and does not require any new fair value
measurements. The provisions of SFAS No. 157 are effective for fair value measurements made in fiscal years
beginning after November 15, 2007. The adoption of this statement is not expected to have a material effect on the
Company's future reported financial position or results of operations.

In February 2007, the Financial Accounting Standards Board (FASB) issued SFAS No. 159, “The Fair Value Option
for Financial Assets and Financial Liabilities - Including an Amendment of FASB Statement No. 115”. This statement
permits entities to choose to measure many financial instruments and certain other items at fair value. Most of the
provisions of SFAS No. 159 apply only to entities that elect the fair value option. However, the amendment to SFAS
No. 115 “Accounting for Certain Investments in Debt and Equity Securities” applies to all entities with
available-for-sale and trading securities. SFAS No. 159 is effective as of the beginning of an entity’s first fiscal year
that begins after November 15, 2007. Early adoption is permitted as of the beginning of a fiscal year that begins on or
before November 15, 2007, provided the entity also elects to apply the provision of SFAS No. 157, “Fair Value
Measurements”. The adoption of this statement did not have a material effect on the Company's financial statements.

In December 2007, the Financial Accounting Standards Board (FASB) issued SFAS No. 160, “Non-controlling
Interests in Consolidated Financial Statements – an amendment of ARB No. 51”.  This statement improves the
relevance, comparability, and transparency of the financial information that a reporting entity provides in its
consolidated financial statements by establishing accounting and reporting standards that require the ownership
interests in subsidiaries held by parties other than the parent and the amount of consolidated net income attributable to
the parent and to the non-controlling interest be clearly identified and presented on the face of the consolidated
statement of income, changes in a parent’s ownership interest while the parent retains its controlling financial interest
in its subsidiary be accounted for consistently, when a subsidiary is deconsolidated, any retained non-controlling
equity investment in the former subsidiary be initially measured at fair value, entities provide sufficient disclosures
that clearly identify and distinguish between the interests of the parent and the interests of the non-controlling
owners.  SFAS No. 160 affects those entities that have an outstanding non-controlling interest in one or more
subsidiaries or that deconsolidate a subsidiary.  SFAS No. 160 is effective for fiscal years, and interim periods within
those fiscal years, beginning on or after December 15, 2008. Early adoption is prohibited. The adoption of this
statement is not expected to have a material effect on the Company's financial statements.

- 4 -
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5 PROPERTY AND EQUIPMENT

Yili Asphalt acquired a 50 year land lease from the PRC.   The amount is being amortized over the life of the lease.

A summary of property and equipment and the estimated lives used in the computation of depreciation and
amortization are as follows:

Amount         Life

Right to use land $ 246,531
     50
years

B u i l d i n g  a n d
b u i l d i n g
improvements 1,766,995

     39
years

M a c h i n e r y  a n d
equipment 4,727,254

     7
years

Office equipment
and furniture 60,733

     7
years

Automobiles 153,671
     7
years

6,955,183
A c c u m u l a t e d
depreciat ion and
amortization 94,195

6,860,989
C o n s t r u c t i o n  i n
progress 2,076,372

$ 8,937,361

6            NOTE PAYABLE - STOCKHOLDERS

              ASAP Expo, Inc., a subsidiary of the Company, has an unsecured revolving line of credit (the "Line") from
Frank Yuan, the Company's Chief Executive Officer and certain family members, which expires on August 1, 2009
and provides for borrowings up to a maximum of $1,600,000, as amended. The Line carries an interest rate of 10.0%
per annum. The balance as of September 30, 2008 was $1,361,519 and the accrued and unpaid interest was $34,055.

7           DUE TO STOCKHOLDERS

             Amounts due to certain stockholders of Yili Asphalt are non-interest bearing and are due on demand.

8           BUSINESS SEGMENTS

NINE MONTHS ENDED SEPTEMBER 30, 2008
Yili

Asphalt 
ASAP
Expo Total 

Statement of income (loss):
  Revenue $ - $ 624,964 $ 624,964
  Expenses 167,887 922,350 1,090,237
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      Net income (loss)  $ (167,887)  $ (297,386)  $ (465,273)

Balance sheet:
  Cash $ 290 $ 23,477 $ 23,767
  Sundry current assets 336 71,015 71,351
  Property and equipment 8,937,360 - 8,937,360
     Total assets $ 8,937,986 $ 94,492 $ 9,032,478

Current liabilities $ 2,006,646 $ 1,584,553 $ 3,591,199
Stockholders’ equity (deficiency) 6,931,340 (1,490,061) 5,441,279
   Total liabilities and stockholders’ equity $ 8,937,986 $ 94,492 $ 9,032,478

9              EARNINGS PER SHARE

Outstanding shares prior to August 13, 2007, the date of the Merger, are indeterminable.  The total shares issued are
therefore used as the average shares outstanding.

10 RISK FACTORS

Vulnerability due to Operations in PRC

The Company’s operations may be adversely affected by significant political, economic and social uncertainties in the
PRC.  Although the PRC government has been pursuing economic reform policies for more than 20 years, no
assurance can be given that the PRC government will continue to pursue such policies or that such policies may not be
significantly altered, especially in the event of a change in leadership, social or political disruption or unforeseen
circumstances affecting the PRC’s political, economic and social conditions.  There is also no guarantee that the PRC
government’s pursuit of economic reforms will be consistent or effective.

Substantially all of the Company’s businesses are transacted in RMB, which is not freely convertible.  The People’s
Bank of China or other banks are authorized to buy and sell foreign currencies at the exchange rates quoted by the
People’s Bank of China.  Approval of foreign currency payments by the People’s Bank of China or other institutions
requires submitting a payment application form together with suppliers’ invoices, shipping documents and signed
contracts.

Since the Company has its primary operations in the PRC, the majority of its revenues will be settled in RMB, not
U.S. Dollars. Due to certain restrictions on currency exchanges that exist in the PRC, the Company’s ability to use
revenue generated in RMB to pay any dividend payments to its shareholders may be limited.

Environmental concerns

The refining of petroleum involves the production of pollutants.  In addition, the transportation of petroleum products
entails a risk of spills that may result in long-term damage to the environment. There is increasing concern in China,
however, over the degradation of the environment that has accompanied its recent industrial growth.  It is likely that
additional government regulation will be introduced in order to protect the environment.  Compliance with such new
regulations could impose substantial additional costs to the Company.

- 5 -
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ITEM 2.MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Results of Operations

               All of the revenue and 85% of the expenses reported by the Company for the nine months ended September
30, 2008 were generated by ASAP Expo.  Similarly, during the first nine months of 2007, all of the revenue and 55%
of the expenses reported were generated by ASAP Expo.  These do not, however, reflect all of the revenue and
expenses of ASAP Expo for the first nine months of 2007.  Because the merger of Yili Asphalt into the Company on
August 13, 2007 is accounted for as a reverse merger, the historic financial statements of Yili Asphalt have replaced
the historic financial statements of the Company prior to the date of the reverse merger.  Only the results of operations
of ASAP Expo occurring after August 13, 2007 are consolidated in the financial results for the first nine months of
2007.  For this reason, although the financial results in this Report suggest that the operations of ASAP Expo have
expanded from 2007 to 2008, the opposite is, in fact, the case.  The business of ASAP Expo in 2007 produced
substantially more revenue than and were far more profitable than in 2008.

The $624,964 in revenue reported by ASAP Expo for the first nine months of 2008 arose primarily from its business
of selling exhibit space at trade shows.  Trade show business is seasonal, however, with revenue typically peaking at
the time of the ASAP Global Sourcing shows held in February and August each year.  In line with that trend, ASAP
Expo realized $240,161 in revenue in the three months ended March 31, 2008, then only $9,740 during the three
months ended June 30, 2008.  In the three months ended September 30, 2008, revenue again jumped to $357,663 as a
result of the August show.  The revenue reported in this Quarterly Report for the three and nine month periods ended
September 30, 2008, therefore, is not proportionate to the annual revenue that ASAP Expo will realize, since it will
realize little revenue in the three months ended December 31, 2008.

Of the $1,090,237 in expenses reported by the Company for the first nine months of 2008, $922,350 were attributable
to the operations of ASAP Expo, including $411,784 incurred during the three months ended March 31, 2008,
$93,208 incurred during the three months ended June 30, 2008 and $417,258 incurred during the three months ended
September 30, 2008.  These expenses generally involve production costs, marketing expenses, promotion costs and
travel expenses relating to the show staged in February and August respectively. The $167,887 in expenses
attributable to the operations of Yili Asphalt during the first nine months ended September 30, 2008 ($47,714 in
the three months ended September 30, 2008) primarily involved expenses related to its activities in completing its
factory, finalizing the development of its products, and securing the government licenses necessary for it to carry out
its business plan.  In addition, Yili Asphalt now incurs expenses resulting from its new status as a U.S. public
company and its efforts to enter into the U.S. capital market.

ASAP Expo realized a net loss of $297,386 for the nine months ended September 30, 2008, and a net loss of $42,295
for the three months ended September 30, 2008.  Yili Asphalt realized a net loss of $167,887 for the nine month
period and $47,714 for the three month period ended September 30, 2008.  The consolidated net loss for the Company
was $465,273 during the nine months ended September 30, 2008 and $90,009 during the three months
ended September 30, 2008.  In each case, the net loss was not materially different than the net loss recorded by the
Company for the corresponding quarters of 2007, as the reduction in loss by Yili Asphalt from 2007 to 2008 has been
offset by the losses recorded by ASAP Expo. The level of operations exhibited in this Report is likely to continue in
the immediate future until (a) the Company terminates its relationship with ASAP Expo and/or (b) Yili Asphalt
obtains the funds needed to commence commercial-scale production.

The business of Yili Asphalt operates primarily in Chinese Renminbi, but we report our results in our SEC filings in
U.S. Dollars.  The conversion of our accounts from RMB to Dollars results in translation adjustments, which are
reported on our Consolidated Statements of Operations as a middle step between net income and comprehensive
income.  The net income is added to the retained earnings on our balance sheet; while the translation adjustment is

Edgar Filing: CHINA YILI PETROLEUM CO - Form 10-Q

15



added to a line item on our balance sheet labeled “accumulated other comprehensive income,” since it is more reflective
of changes in the relative values of U.S. and Chinese currencies than of the success of our business.  In the first nine
months of 2008, the effect of converting our financial results to Dollars was to add $446,613 to our comprehensive
income.

Liquidity and Capital Resources

The Company’s agreement with the management of ASAP Expo provides that ASAP Expo will, after it is spun-off to
the Company’s shareholders, indemnify the Company against any liabilities that arose prior to August 13, 2007 or that
relate to the business of ASAP Expo. For this reason, the discussion of liquidity and capital resources below involves
the business plan and resources of Yili Asphalt only.

Management anticipates that Yili Asphalt will commence revenue-producing operations in the coming months.  In
order to do so, however, Yili Asphalt will have to obtain approximately $500,000 in working capital to fund the
initiation of operations.  Management plans to approach a Chinese bank in order to borrow those funds from a Chinese
bank on a secured basis, since Yili Asphalt has $8.9 million in capital assets on its books that are currently free of
liens.  To date, however, it has not obtained a commitment for the funds.  If there is a delay in securing the necessary
funds, the date for initiation of revenue-producing operations will be likewise delayed.

Because the Company’s refining process yields three different end products (asphalt, diesel fuel, lubricants), the
Company’s initial operations will entail a sudden increase in working capital demands.  Among the more significant
funding demands will be:

•  Inventory.  Yili Asphalt will have to fund the carrying cost of a large inventory of products, including the
investment in raw petroleum, the cost of storage, and the cost of transportation.

•  Marketing.  Yili Asphalt intends to engage in direct marketing of all products lines.  Management expects that its
direct marketing program will prove to be more efficient over the long term than a distribution network.  However,
the initial burden on its working capital will be considerable, as Yili Asphalt will have to carry the full cost of a
sales staff, the expenses of their marketing activities, such as travel, entertainment, and promotion, and the expenses
attendant to sales accounting.

•  Potentially Inefficient Use of Facilities.  To optimize the utilization of our refinery, we will have to generate sales
of our products in the proportions in which the refinery is designed to produce them:  roughly 6:3:2 for fuel, asphalt
and lubricants respectively.  It is unlikely that sales will occur naturally in those proportions.  If sales in one or two
of the categories lag the other(s), management will face the Hobson’s choice of delaying production in the faster
selling category, thus losing the benefit of the demand for that category, or tolerating excess inventories of the
slower selling categories.  This situation would result in additional demands on our working capital.

In addition to our need for working capital to initiate production, our business plan calls for substantial capital
investment over the next twelve months.  The primary purposes for which we anticipate a need for capital are:

•  Additional Working Capital for Growth.  We believe there is a high demand for our products in Inner Mongolia and
the neighboring provinces.  If we are correct, then demand could enable us to quickly expand our operations to full
capacity.  Growth at that rapid rate would require a commitment of many millions of Dollars for working
capital.  Our management will have to assess the value of the market opportunities that present themselves, and
weight them against the cost of such capital as may be made available to us.

•  Construction of Dedicated Rail Line.  The government of Inner Mongolia has committed to construct a rail line that
will have a siding at our refinery.  Construction is scheduled in 2008.  The benefit to us in terms of reduced
transportation costs would be substantial.  The government’s proposal, however, contemplates that Yili Asphalt will
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make a substantial capital contribution toward the construction project.  The amount of the contribution has not
been determined.

•  Acquisition of Refinery.  Chunshi Li, our Chairman, has committed to purchase Mongolia Kailu Yili
Asphalt Co., Ltd., an asphalt company with a production capacity of 100,000 tons. He intends to assign
his rights in Mongolia Kailu to Yili Asphalt if we are able to fund the cost.  The purchase price will be 20
million RMB (approximately $2.7 million).  In addition, Mongolia Kailu is currently unproductive due to
deterioration of its facilities.  In order to bring it back online, we will have to fund the construction of a
waterproof coiled material production line at its plant, which will entail an investment of several million
more Renminbi.

At the present time, we have received no commitments for the funds required for our planned capital
investments.  Obtaining those funds, if we can do so, will require that we issue substantial amounts of equity securities
or incur significant debts.  We believe that the expected return on those investments will justify the cost.  However,
our plan, if accomplished, will significantly increase the risks to our liquidity.

Off-Balance Sheet Arrangements

The Company has no off-balance sheet arrangements that have or are reasonably likely to have a current or future
effect on its financial condition or results of operations.
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                Risk Factors That May Affect Future Results

You should carefully consider the risks described below before buying our common stock.  If any of the risks
described below actually occurs, that event could cause the trading price of our common stock to decline, and you
could lose all or part of your investment.

Because we have not yet commenced our petroleum production operations, unexpected factors may hamper our efforts
to implement our business plan.

We will not record our first sale of petroleum products until we secure working capital.  Our business plan
contemplates that we will engage in a three-pronged marketing operation, involving production and sales of diesel
fuel, asphalt as well as lubricants.  Implementation of that business plan will also entail complex production
operations and an active sales force.  Because these are areas in which we have limited experience, problems may
occur with production or marketing that we have not anticipated, which would interfere with our business, and prevent
us from achieving profitability.

Our profits will be limited unless we are able to secure a sufficient supply of heavy oil.

We manufacture our products by refining petroleum.  The price of petroleum on both the Chinese market and the
international market is much higher today than it was five years ago, and our expectation is that the price will remain
high for the foreseeable future.  Particularly in China, which has experienced unprecedented industrial growth in the
past twenty years, the demand for petroleum exceeds the supply.  Therefore, in order to achieve efficient operations, it
will be necessary for us to develop redundant sources of heavy oil, as we cannot rely on one or two relationships to
provide the steady flow of oil that we will need.  If we are unable to achieve that redundancy and have interruptions in
our petroleum supplies, our profitability will be limited.

Fluctuations in oil prices could impede our efforts to achieve profitability.

The market price of crude oil fluctuates dramatically, driven by economic, political and geological factors that are
completely outside our control.  We do not intend to engage in hedging against changes in crude oil prices.  As a
result, a sudden increase in the cost of our raw material – i.e. oil – could reduce or eliminate our profit margin.  Although
we could respond to the increase by a proportionate increase in our price list, competitive forces might prevent us
from doing so – in particular competition from asphalt and diesel fuel producers that are themselves oil producers and
are thus shielded from the full effect of increased oil prices.

The capital investments that we plan for the next two years may result in dilution of the equity of our present
shareholders.

Our business plan contemplates that we will invest at least 30 million RMB ($3.8 million) in working capital and
acquisitions during the next twelve months, and an undetermined amount in the development of a rail line to our
refinery.  We intend to raise a portion of the necessary funds by selling equity in our company.  At present we have no
commitment from any source for those funds.  We cannot determine, therefore, the terms on which we will be able to
raise the necessary funds.  It is possible that we will be required to dilute the value of our current shareholders’ equity
in order to obtain the funds.  If, however, we are unable to raise the necessary funds, our growth will be limited, as
will our ability to compete effectively.

A recession in China could significantly hinder our growth.

The growing demand for petroleum products in China has been swelled, in large part, by the recent dramatic increases
in industrial production in China.  The continued growth of our market will depend on continuation of recent
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improvements in the Chinese economy.  If the Chinese economy were to contract and investment capital became
limited, construction projects would be delayed or abandoned, and the demand for our asphalt would be
reduced.  Many financial commentators expect a recession to occur in China in the near future.  The occurrence of a
recession could significantly hinder our efforts to implement our business plan.

Increased environmental regulation could diminish our profits.

The refining of petroleum involves the production of pollutants.  In addition, the transportation of petroleum products
entails a risk of spills that may result in long-term damage to the environment.  At the present time we estimate that
our compliance with applicable government regulations designed to protect the environment will cost us 1 million
RMB (approximately $125,000) per year.  There is increasing concern in China, however, over the degradation of the
environment that has accompanied its recent industrial growth.  It is likely that additional government regulation will
be introduced in order to protect the environment.  Compliance with such new regulations could impose on us
substantial costs, which would reduce our profits.

Our business and growth will suffer if we are unable to hire and retain key personnel that are in high demand.

Our future success depends on our ability to attract and retain highly skilled petroleum engineers, production
supervisors, transportation specialists and marketing personnel.  In general, qualified individuals are in high demand
in China, and there are insufficient experienced personnel to fill the demand.  In a specialized scientific field, such as
ours, the demand for qualified individuals is even greater.  If we are unable to successfully attract or retain the
personnel we need to succeed, we will be unable to implement our business plan.

We may have difficulty establishing adequate management and financial controls in China.

The People’s Republic of China has only recently begun to adopt the management and financial reporting concepts and
practices that investors in the United States are familiar with.  We may have difficulty in hiring and retaining
employees in China who have the experience necessary to implement the kind of management and financial controls
that are expected of a United States public company.  If we cannot establish such controls, we may experience
difficulty in collecting financial data and preparing financial statements, books of account and corporate records and
instituting business practices that meet U.S. standards.

Government regulation may hinder our ability to function efficiently.

The national, provincial and local governments in the People’s Republic of China are highly bureaucratized.  The
day-to-day operations of our business require frequent interaction with representatives of the Chinese government
institutions.  The effort to obtain the registrations, licenses and permits necessary to carry out our business activities
can be daunting.  Significant delays can result from the need to obtain governmental approval of our activities.  These
delays can have an adverse effect on the profitability of our operations.  In addition, compliance with regulatory
requirements applicable to petroleum refining may increase the cost of our operations, which would adversely affect
our profitability.

Capital outflow policies in China may hamper our ability to pay dividends to shareholders in the United States.

The People’s Republic of China has adopted currency and capital transfer regulations. These regulations require that
we comply with complex regulations for the movement of capital. Although Chinese governmental policies were
introduced in 1996 to allow the convertibility of RMB into foreign currency for current account items, conversion of
RMB into foreign exchange for capital items, such as foreign direct investment, loans or securities, requires the
approval of the State Administration of Foreign Exchange. We may be unable to obtain all of the required conversion
approvals for our operations, and Chinese regulatory authorities may impose greater restrictions on the convertibility
of the RMB in the future. Because most of our future revenues will be in RMB, any inability to obtain the requisite
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approvals or any future restrictions on currency exchanges will limit our ability to pay dividends to our shareholders.

Currency fluctuations may adversely affect our operating results.

Yili Asphalt generates revenues and incurs expenses and liabilities in Renminbi, the currency of the People’s Republic
of China.  However, as a subsidiary of the Company, it will report its financial results in the United States in U.S.
Dollars.  As a result, our financial results will be subject to the effects of exchange rate fluctuations between these
currencies.  From time to time, the government of China may take action to stimulate the Chinese economy that will
have the effect of reducing the value of Renminbi.  In addition, international currency markets may cause significant
adjustments to occur in the value of the Renminbi.  Any such events that result in a devaluation of the Renminbi
versus the U.S. Dollar will have an adverse effect on our reported results.  We have not entered into agreements or
purchased instruments to hedge our exchange rate risks.

We have limited business insurance coverage.

The insurance industry in China is still at an early stage of development. Insurance companies in China offer limited
business insurance products, and do not, to our knowledge, offer business liability insurance. As a result, we do not
have any business liability insurance coverage for our operations. Moreover, while business disruption insurance is
available, we have determined that the risks of disruption and cost of the insurance are such that we do not require it at
this time. Any business disruption, litigation or natural disaster might result in substantial costs and diversion of
resources.

The Company is not likely to hold annual shareholder meetings in the next few years.

Management does not expect to hold annual meetings of shareholders in the next few years, due to the expense
involved.  The current members of the Board of Directors were appointed to that position by the previous directors.  If
other directors are added to the Board in the future, it is likely that the current directors will appoint them.  As a result,
the Company’s shareholders will have no effective means of exercising control over the Company’s operations.
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ITEM 3.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

                Not applicable.

ITEM 4.  CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures.  Our Chief Executive Officer and Chief Financial Officer carried
out an evaluation of the effectiveness of our disclosure controls and procedures as of September 30, 2008.  Pursuant to
Rule13a-15(e) promulgated by the Securities and Exchange Commission pursuant to the Securities Exchange Act of
1934, “disclosure controls and procedures” means controls and other procedures that are designed to insure that
information required to be disclosed by China Yili Petroleum in the reports that it files with the Securities and
Exchange Commission is recorded, processed, summarized and reported within the time limits specified in the
Commission’s rules.  “Disclosure controls and procedures” include, without limitation, controls and procedures designed
to insure that information China Yili Petroleum is required to disclose in the reports it files with the Commission is
accumulated and communicated to our Chief Executive Officer and Chief Financial Officer as appropriate to allow
timely decisions regarding required disclosure.  Based on his evaluation, our Chief Executive Officer and Chief
Financial Officer concluded that China Yili Petroleum’s system of disclosure controls and procedures was effective as
of September 30, 2008 for the purposes described in this paragraph.

Changes in Internal Controls.  There was no change in internal controls over financial reporting (as defined in Rule
13a-15(f) promulgated under the Securities Exchange Act or 1934) identified in connection with the evaluation
described in the preceding paragraph that occurred during China Yili Petroleum’s third fiscal quarter that has
materially affected or is reasonably likely to materially affect China Yili Petroleum’s internal control over financial
reporting.

PART II   -   OTHER INFORMATION

Item 2.  Changes in Securities and Small Business Issuer Purchase of Equity Securities

(a) Unregistered sales of equity securities

None.

(b) Purchases of equity securities

The Company did not repurchase any of its equity securities that were registered under Section 12 of the Securities
Exchange Act during the 3rd quarter of fiscal 2008.

Item 6.                 Exhibits

      31 Rule 13a-14(a) Certification
      32              Rule 13a-14(b) Certification

SIGNATURES

Pursuant to the  requirements  of the Securities  Exchange Act of 1934, the Registrant  has
duly  caused  this  Report  to be  signed  on its  behalf by the undersigned thereunto duly authorized.

CHINA YILI PETROLEUM COMPANY

Date: November 14, 2008 By: /s/ Chunshi Li
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Chunshi Li,
Chief Executive Officer and Chief Financial Officer
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