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CALCULATION OF REGISTRATION FEE

Proposed Proposed
Dollar amount maximum maximum Amount of
Title of each class of securities to be to be offering price aggregate registration
registered registered per unit offering price fee
Common Stock, 0.0001 par value
issuable upon exercise of Warrants $ 21, 359,080 $ 7.3652)% 21,359,080 $ 840

(I Estimated solely for purposes of calculating the registration fee in accordance with Rule 457(c)
and Rule 457(g) under the Securities Act of 1933.
(@) Calculated in accordance with Rule 457(g)(1).

The registrant hereby amends this registration statement on such date or dates as may be necessary to delay its
effective date until the registrant shall file a further amendment which specifically states that this registration
statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of 1933 or until the
registration statement shall become effective on such date as the Securities and Exchange Commission, acting
pursuant to said Section 8(a), may determine.
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THE INFORMATION IN THIS PROSPECTUS IS NOT COMPLETE AND MAY BE CHANGED. THE
SELLING STOCKHOLDERS MAY NOT SELL THESE SECURITIES UNTIL THE REGISTRATION
STATEMENT IS FILED WITH THE SECURITIES AND EXCHANGE COMMISSION AND BECOMES
EFFECTIVE. THIS PROSPECTUS IS NOT AN OFFER TO SELL THESE SECURITIES AND IS NOT
SOLICITING AN OFFER TO BUY THESE SECURITIES IN ANY STATE WHERE THE SALE IS NOT
PERMITTED.

SUBJECT TO COMPLETION, DATED MARCH 14, 2008

PROSPECTUS
CHINA NATURAL GAS, INC.
2,900,000 SHARES OF COMMON STOCK

This prospectus relates to the resale by the selling stockholders identified in this prospectus of up to 2,900,000 shares
of common stock issuable upon the exercise of warrants. All of the shares, when sold, will be sold by these selling
stockholders. The selling stockholders may sell these shares from time to time in the open market at prevailing prices
or in individually negotiated transactions, through agents designated from time to time or through underwriters or
dealers. We will not control or determine the price at which the selling stockholders decide to sell their shares. The
selling stockholders may be deemed underwriters of the shares of common stock, which they are offering. We will
pay the expenses of registering these shares.

We are not selling any shares of common stock in this offering and therefore will not receive any proceeds from the
sale of common stock hereunder. We may receive proceeds from any exercise of outstanding warrants. The warrants
may also be exercised by surrender of the warrants in exchange for an equal value of shares in accordance with the
terms of the warrants.

Our common stock is listed on the Over-The-Counter Bulletin Board under the symbol “CHNG.” The last reported sales
price per share of our common stock as reported by the Over-The-Counter Bulletin Board on March 13, 2008, was
$5.25.

Investing in these securities involves significant risks. See “Risk Factors” beginning on page 5.

No underwriter or person has been engaged to facilitate the sale of shares of common stock in this offering. None of
the proceeds from the sale of stock by the selling stockholders will be placed in escrow, trust or any similar account.

We may amend or supplement this prospectus from time to time by filing amendments or supplements as required.
You should read the entire prospectus and any amendments or supplements carefully before you make your
investment decision.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR DETERMINED IF
THIS PROSPECTUS IS TRUTHFUL OR COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS
A CRIMINAL OFFENSE.

The date of this prospectus is , 2008.
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PROSPECTUS SUMMARY

The following summary highlights selected information contained in this prospectus. This summary does not contain

all the information you should consider before investing in the securities. Before making an investment decision, you

should read the entire prospectus carefully, including the "risk factors" section, the financial statements and the notes

to the financial statements. As used throughout this prospectus, the terms “China Natural Gas,” “CHNG,” the “Company,”
“we,” “us,” and “our” refer to China Natural Gas, Inc., its subsidiary, Shaanxi Xilan Natural Gas Equipment Co., Ltd., and
its 100% variable interest entities, Xian Xilan Natural Gas Co., Ltd. (“Xian Xilan Natural Gas” ), Shaanxi Jingbian

Liquefied Natural Gas Co., Ltd., and Xian Xilan Auto Bodyshop.
OUR COMPANY

We are principally engaged in the transmission, distribution and sale of natural gas to commercial, industrial and
residential customers and the distribution and sale of compressed natural gas (CNG) as vehicular fuel through our own
and third party-owned filling stations.

We own and operate a network of approximately 120 km of high pressure pipelines in Shaanxi Province

servicing 84,500 residential, industrial and commercial customers. We also distribute and sell CNG as a vehicular fuel
directly to customers through our own and third-party owned CNG filling stations located in Shaanxi and Henan
Provinces. As of December 31, 2007, we owned and operated 16 CNG filling stations in Shaanxi Province and eight
CNG filling stations in Henan Province.

Our principal executive offices are located at 19t Floor, Building B, Van Metropolis, No. 35 Tanyan Road, High Tech
Zone, Xi’an 710065, Shaanxi Province, The People’s Republic of China, and our telephone number at that address is
011 86-29-88323325. We maintain Internet websites at www.xltrg.com (Chinese language) and
www.naturalgaschina.com (English language). Information on our websites is not part of this prospectus.

3
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ABOUT THIS OFFERING

This prospectus relates to the resale by the selling stockholders identified in this prospectus of up to 2,900,000 shares
of common stock, issuable upon the exercise of common stock purchase warrants. All of the shares, when sold, will be
sold by these selling stockholders. The selling stockholders may sell their shares of common stock from time to time
at prevailing market prices. We will not receive any proceeds from the sale of the shares of common stock by the
selling stockholders.

Common Stock Offered: Up to 2,900,000 shares of common stock,

issuable upon the exercise of common stock purchase warrants at an exercise price
of $7.3652 per share.

Common Stock Outstanding at 29,200,304
March 13, 2008:

Use of Proceeds: We will not receive any proceeds from the sale of the 2,900,000 shares of common
stock subject to sale by the selling stockholders under this prospectus. However,
we may receive the sale price of any common stock we sell to the selling
stockholders upon exercise of the outstanding warrants. Any net proceeds we
receive from the Selling Stockholders through the exercise of warrants will be
used for general corporate purposes.

OTC Bulletin Board Symbol: CHNG

4
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RISK FACTORS

An investment in our common stock is speculative and involves a high degree of risk and uncertainty. You should
carefully consider the risks described below, together with the other information contained in this prospectus,
including the consolidated financial statements and notes thereto of our Company, before deciding to invest in our
common stock. The risks described below are not the only ones facing our Company. Additional risks not presently
known to us or that we presently consider immaterial may also adversely affect our Company. If any of the following
risks occur, our business, financial condition and results of operations and the value of our common stock could be
materially and adversely affected.

Risks Related to Our Business

Prices of natural gas can be subject to significant fluctuations, which may affect our ability to provide supplies
to our customers.

We obtain most of our supplies of natural gas from a government owned entity and our supply contracts are subject to
review every six months. However, our costs for natural gas are strictly controlled by the government and have
remained stable over the past 3 years. Management does not expect any difficulty in continuing to renew the supply
contracts during the next 12 months. The price of natural gas can fluctuate in response to changing national or
international market forces. Accordingly, price levels of natural gas may rise or fall significantly over the short to
medium term due to political events, OPEC actions and other factors, industry economics over the long term.

We are dependent on supplies of natural gas to deliver to our customers.

With the exception of certain compressed and liquid natural gas supplies, we obtain our supplies of natural gas from
one supplier, which is a government owned entity. The ability to deliver our product is dependent on a sufficient
supply of natural gas and if we are unable to obtain a sufficient natural gas supply, it could prevent us making
deliveries to our customers. While we have supply contracts, we do not control the government owned or other
suppliers, nor are we able to control the amount of time and effort they put forth on our behalf. It is possible that our
suppliers will not perform as expected, and that they may breach or terminate their agreements with us. It is also
possible that, after a semi-annual review of our primary supply contract, they will choose to provide services to a
competitor. Any failure to obtain supplies of natural gas could prevent us from delivering such to our customers and
could have a material adverse affect on our business and financial condition.

Our business operations are subject to a high degree of risk and insurance may not be adequate to cover
liabilities resulting from accidents or injuries that may occur.

Our operations are subject to potential hazards incident to the gathering, processing, separation and storage of natural
gas, such as explosions, product spills, leaks, emissions and fires. These hazards can cause personal injury and loss of
life, severe damage to and destruction of property and equipment, and pollution or other environmental damage, and
may result in curtailment or suspension of our operations.

The occurrence of a significant event for which we are not fully insured or indemnified, and/or the failure of a party to
meet its indemnification obligations, could materially and adversely affect our operations and financial condition.
Moreover, no assurance can be given that we will be able to maintain adequate insurance in the future at rates it
considers reasonable. To date, however, we have maintained adequate coverage at reasonable rates and have
experienced no material uninsured losses.

Changes in the regulatory atmosphere could adversely affect our business.



Edgar Filing: China Natural Gas, Inc. - Form S-1

The distribution of natural gas and operations of filling stations are highly regulated requiring registrations for the
issuance of licenses required by various governing authorities in China. In addition, various standards must be met for
filling stations including handling and storage of natural gas, tanker handling, and compressor operation which are
regulated. The costs of complying with regulations in the future may harm our business. Furthermore, future changes
in environmental laws and regulations could result in stricter standards and enforcement, larger fines and liability, and
increased capital expenditures and operating costs, any of which could have a material adverse effect on our financial
condition or results of operations.

5
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We depend on our senior management's experience and knowledge of the industry and would be adversely
affected by the loss of any of our senior managers.

We are dependent on the continued efforts of our senior management team. We do not currently have employment
contracts with our senior executives. If, for any reason, our senior executives do not continue to be active in
management, our business, or the financial condition of our Company, our results of operations could be adversely
affected. In addition, we do not maintain life insurance on our senior executives and other key employees.

We may need to raise capital to fund our operations, and our failure to obtain funding when needed may force
us to delay, reduce or eliminate acquisitions and business development plans.

If in the future, we are not capable of generating sufficient revenues from operations and our capital resources are
insufficient to meet future requirements, we may have to raise funds to continue the development, commercialization
and marketing of our business.

We cannot be certain that funding will be available. To the extent that we raise additional funds by issuing equity
securities, our stockholders may experience significant dilution. Any debt financing, if available, may involve
restrictive covenants that impact our ability to conduct our business. If we are unable to raise additional capital if
required or on acceptable terms, we may have to delay, scale back, discontinue our planned acquisitions or business
development plans or obtain funds by entering into agreements on unattractive terms.

Risks Related to the People’s Republic of China
China’s economic policies could affect our business.

Substantially all of our assets are located in China and substantially all of our revenue is derived from our operations
in China. Accordingly, our results of operations and prospects are subject, to a significant extent, to the economic,
political and legal developments in China.

While China's economy has experienced a significant growth in the past twenty years, growth has been irregular, both
geographically and among various sectors of the economy. The Chinese government has implemented various
measures to encourage economic growth and guide the allocation of resources. Some of these measures benefit the
overall economy of China, but may also have a negative effect on us. For example, our operating results and financial
condition may be adversely affected by the government control over capital investments or changes in tax regulations.

The economy of China has been transitioning from a planned economy to a more market-oriented economy. In recent
years the Chinese government has implemented measures emphasizing the utilization of market forces for economic
reform and the reduction of state ownership of productive assets and the establishment of corporate governance in
business enterprises; however, a substantial portion of productive assets in China are still owned by the Chinese
government. In addition, the Chinese government continues to play a significant role in regulating industry
development by imposing industrial policies. It also exercises significant control over China's economic growth
through the allocation of resources, controlling payment of foreign currency-denominated obligations, setting
monetary policy and providing preferential treatment to particular industries or companies.

Capital outflow policies in The People's Republic of China may hamper our ability to remit income to the
United States.

The PRC government imposes controls on the convertibility of Renminbi into foreign currencies and, in certain cases,
the remittance of currency outside of the PRC. We receive substantially all of our revenues in Renminbi. Under our

current structure, our income is primarily derived from payments from Xian Xilan Natural Gas Co. Shortages in the

10



Edgar Filing: China Natural Gas, Inc. - Form S-1

availability of foreign currency may restrict the ability of Xian Xilan Natural Gas to remit sufficient foreign currency
to pay dividends or other payments to us, or otherwise satisfy its foreign currency denominated obligations. Under
existing PRC foreign exchange regulations, payments of current account items, including profit distributions, interest
payments and expenditures from trade-related transactions, can be made in foreign currencies without prior approval
from the PRC State Administration of Foreign Exchange by complying with certain procedural requirements.
However, approval from appropriate government authorities is required in those cases in which Renminbi is to be
converted into foreign currency and remitted out of the PRC to pay capital expenses, such as the repayment of bank
loans denominated in foreign currencies. The PRC government also may at its discretion restrict access in the future to
foreign currencies for current account transactions. If the foreign exchange control system prevents us from obtaining
sufficient foreign currency to satisfy our currency demands, we may not be able to pay dividends in foreign currencies
to our shareholders.

11
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Although we do not import goods into or export goods out of The People's Republic of China, fluctuation of the
RMB may indirectly affect our financial condition by affecting the volume of cross-border money flow.

The value of the RMB fluctuates and is subject to changes in the People's Republic of China political and economic
conditions. Since July 2005, the conversion of RMB into foreign currencies, including USD, has been based on rates
set by the People's Bank of China which are set based upon the interbank foreign exchange market rates and current
exchange rates of a basket of currencies on the world financial markets. As of September 30, 2007, the exchange rate
between the RMB and the United States dollar was 7.50 RMB to every one USD.

We may face obstacles from the communist system in The People's Republic of China.

Foreign companies conducting operations in The People's Republic of China face significant political, economic and
legal risks. The Communist regime in The People's Republic of China, including a stifling bureaucracy may hinder
Western investment.

We may have difficulty establishing adequate management, legal and financial controls in The People's
Republic of China.

The People's Republic of China historically has been deficient in Western style management and financial reporting
concepts and practices, as well as in modern banking, computer and other control systems. We may have difficulty in
hiring and retaining a sufficient number of qualified employees to work in The People's Republic of China. As a result
of these factors, we may experience difficulty in establishing management, legal and financial controls, collecting
financial data and preparing financial statements, books of account and corporate records and instituting business
practices that meet Western standards.

Because our assets and operations are located in China, you may have difficulty enforcing any civil liabilities
against us under the securities and other laws of the United States or any state.

We are a holding company, and all of our assets are located in the Republic of China. In addition, our directors and
officers are non-residents of the United States, and all or a substantial portion of the assets of these non-residents are
located outside the United States. As a result, it may be difficult for investors to effect service of process within the
United States upon these non-residents, or to enforce against them judgments obtained in United States courts,
including judgments based upon the civil liability provisions of the securities laws of the United States or any state.

There is uncertainty as to whether courts of the Republic of China would enforce:

Judgments of United States courts obtained against us or these non-residents based on the
civil liability provisions of the securities laws of the United States or any state; or

In original actions brought in the Republic of China, liabilities against us or non-residents
predicated upon the securities laws of the United States or any state. Enforcement of a
foreign judgment in the Republic of China also may be limited or otherwise affected by
applicable bankruptcy, insolvency, liquidation, arrangement, moratorium or similar laws
relating to or affecting creditors' rights generally and will be subject to a statutory
limitation of time within which proceedings may be brought.

The PRC legal system embodies uncertainties, which could limit law enforcement availability.

The PRC legal system is a civil law system based on written statutes. Unlike common law systems, decided legal
cases have little precedence. In 1979, the PRC government began to promulgate a comprehensive system of laws and

12
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regulations governing economic matters in general. The overall effect of legislation over the past 27 years has
significantly enhanced the protections afforded to various forms of foreign investment in China. Each of our PRC
operating subsidiaries and affiliates is subject to PRC laws and regulations. However, these laws and regulations
change frequently and the interpretation and enforcement involve uncertainties. For instance, we may have to resort to
administrative and court proceedings to enforce the legal protection that we are entitled to by law or contract.
However, since PRC administrative and court authorities have significant discretion in interpreting statutory and
contractual terms, it may be difficult to evaluate the outcome of administrative court proceedings and the level of law
enforcement that we would receive in more developed legal systems. Such uncertainties, including the inability to
enforce our contracts, could affect our business and operation. In addition, intellectual property rights and
confidentiality protections in China may not be as effective as in the United States or other countries. Accordingly, we
cannot predict the effect of future developments in the PRC legal system, particularly with regard to the industries in
which we operate, including the promulgation of new laws. This may include changes to existing laws or the
interpretation or enforcement thereof, or the preemption of local regulations by national laws. These uncertainties
could limit the availability of law enforcement, including our ability to enforce our agreements with the government
entities and other foreign investors.

7
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The admission of China into the World Trade Organization could lead to increased foreign competition.

Provincial and central government authorities regulate the natural gas industry for safety and ensure that all areas
receive natural gas service. However, as a result of China becoming a member of the World Trade Organization
(WTO), restrictions on foreign investment in the industry may be reduced. With China's need to meet growth in
natural gas demand and the WTO's requirement for a reduction of restrictions on foreign investment as a condition of
membership, such events could lead to increased competition in the natural gas industry.

PRC laws and regulations governing our businesses and the validity of certain of our contractual arrangements
are uncertain. If we are found to be in violation, we could be subject to sanctions. In addition, changes in such
PRC laws and regulations may materially and adversely affect our business.

There are substantial uncertainties regarding the interpretation and application of PRC laws and regulations, including,
but not limited to, the laws and regulations governing our business, or the enforcement and performance of our
contractual arrangements with our variable interest entity, XXNG, and its shareholders. We are considered a foreign
person or foreign invested enterprise under PRC law. As a result, we are subject to PRC law limitations on foreign
ownership of Chinese companies. These laws and regulations are relatively new and may be subject to change, and
their official interpretation and enforcement may involve substantial uncertainty. The effectiveness of newly enacted
laws, regulations or amendments may be delayed, resulting in detrimental reliance by foreign investors. New laws and
regulations that affect existing and proposed future businesses may also be applied retroactively.

The PRC government has broad discretion in dealing with violations of laws and regulations, including levying fines,
revoking business and other licenses and requiring actions necessary for compliance. In particular, licenses and
permits issued or granted to us by relevant governmental bodies may be revoked at a later time by higher regulatory
bodies. We cannot predict the effect of the interpretation of existing or new PRC laws or regulations on our
businesses. We cannot assure you that our current ownership and operating structure would not be found in violation
of any current or future PRC laws or regulations. As a result, we may be subject to sanctions, including fines, and
could be required to restructure our operations or cease to provide certain services. Any of these or similar actions
could significantly disrupt our business operations or restrict us from conducting a substantial portion of our business
operations, which could materially and adversely affect our business, financial condition and results of operations.

We may be adversely affected by complexity, uncertainties and changes in PRC regulation of natural gas
business and companies, including limitations on our ability to own key assets.

The PRC government regulates the natural gas industry including foreign ownership of, and the licensing and permit
requirements pertaining to, companies in the natural gas industry. These laws and regulations are relatively new and
evolving, and their interpretation and enforcement involve significant uncertainty. As a result, in certain circumstances
it may be difficult to determine what actions or omissions may be deemed to be a violation of applicable laws and
regulations. Issues, risks and uncertainties relating to PRC government regulation of the bio-pharmaceutical industry
include the following:

-we only have contractual control over XXNG. We do not own it due to the restriction of
foreign investment in Chinese businesses; and

14
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-uncertainties relating to the regulation of the natural gas business in China, including
evolving licensing practices, means that permits, licenses or operations at our company
may be subject to challenge. This may disrupt our business, or subject us to sanctions,
requirements to increase capital or other conditions or enforcement, or compromise
enforceability of related contractual arrangements, or have other harmful effects on us.

The interpretation and application of existing PRC laws, regulations and policies and possible new laws, regulations
or policies have created substantial uncertainties regarding the legality of existing and future foreign investments in,
and the businesses and activities of, natural gas businesses in China, including our business.

In order to comply with PRC laws limiting foreign ownership of Chinese companies, we conduct our natural
gas business through Xian Xilan Natural Gas by means of contractual arrangements. If the government of the
People’s Republic of China determines that these contractual arrangements do not comply with applicable
regulations, our business could be adversely affected.

The government of the People’s Republic of China restricts foreign investment in natural gas businesses in China.
Accordingly, we operate our business in China through Xian Xilan Natural Gas. Xian Xilan Natural Gas holds the
licenses and approvals necessary to operate our natural gas business in China. We have contractual arrangements with
Xian Xilan Natural Gas and its shareholders that allow us to substantially control Xian Xilan Natural Gas. We cannot
assure you, however, that we will be able to enforce these contracts.

Although we believe we comply with current regulations of the People’s Republic of China, we cannot assure you that
the government of the People’s Republic of China would agree that these operating arrangements comply with the
People’s Republic of China’s licensing, registration or other regulatory requirements, with existing policies or with
requirements or policies that may be adopted in the future. If the government of the People’s Republic of China
determines that we do not comply with applicable law, it could revoke our business and operating licenses, require us
to discontinue or restrict our operations, restrict our right to collect revenues, require us to restructure our operations,
impose additional conditions or requirements with which we may not be able to comply, impose restrictions on our
business operations or on our customers, or take other regulatory or enforcement actions against us that could be
harmful to our business.

Our contractual arrangements with Xian Xilan Natural Gas and its shareholders may not be as effective in
providing control over these entities as direct ownership.

Since the law of the People’s Republic of China limits foreign equity ownership in natural gas companies in China, we
operate our business through Xian Xilan Natural Gas. We have no equity ownership interest in XXNG and rely on
contractual arrangements to control and operate such businesses. These contractual arrangements may not be effective
in providing control over Xian Xilan Natural Gas as direct ownership. For example, Xian Xilan Natural Gas could fail
to take actions required for our business despite its contractual obligation to do so. If Xian Xilan Natural Gas fails to
perform under its agreements with us, we may have to incur substantial costs and resources to enforce such
arrangements and may have to rely on legal remedies under the law of the People’s Republic of China, which may not
be effective. In addition, we cannot assure you that Xian Xilan Natural Gas’ shareholders would always act in our best
interests.

Risks Related to Corporate and Stock Matters

Our largest stockholder has significant influence over our management and affairs and could exercise this
influence against your best interests.

15
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At March 13, 2008, Mr. Qinan Ji, our founder, Chairman of the Board and Chief Executive Officer and our largest
stockholder, beneficially owned approximately 20.4% of our outstanding shares of common stock. As a result,
pursuant to our Bylaws and applicable laws and regulations, our controlling shareholder and our other executive
officers and directors are able to exercise significant influence over our Company, including, but not limited to, any
stockholder approvals for the election of our directors and, indirectly, the selection of our senior management, the
amount of dividend payments, if any, our annual budget, increases or decreases in our share capital, new securities
issuance, mergers and acquisitions and any amendments to our Bylaws. Furthermore, this concentration of ownership
may delay or prevent a change of control or discourage a potential acquirer from making a tender offer or otherwise
attempting to obtain control of us, which could decrease the market price of our shares. The limited prior public
market and trading market may cause volatility in the market price of our common stock.

9
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The limited trading volume in our stock may cause volatility in the market price of our common stock.

Our common stock is currently traded on a limited basis on the OTCBB under the symbol, "CHNG.OB" The
quotation of our common stock on the OTCBB does not assure that a meaningful, consistent and liquid trading market
currently exists, and in recent years, such market has experienced extreme price and volume fluctuations that have
particularly affected the market prices of many smaller companies like us. Our common stock is thus subject to
volatility. In the absence of an active trading market:

-investors may have difficulty buying and selling or obtaining market quotations;
-market visibility for our common stock may be limited; and

-a lack of visibility for our common stock may have a depressive effect on the market for
our common stock.

If our stock is a penny stock, trading of our stock may be restricted by the SEC's penny stock regulations which
may limit a stockholder's ability to buy and sell our stock.

If our stock trades below $5.00 per share our stock would be a penny stock. The SEC has adopted Rule 15g-9 which
generally defines "penny stock” to be any equity security that has a market price (as defined) less than $5.00 per share
or an exercise price of less than $5.00 per share, subject to certain exceptions. Our securities are covered by the penny
stock rules, which impose additional sales practice requirements on broker-dealers who sell to persons other than
established customers and "accredited investors". The term "accredited investor" refers generally to institutions with
assets in excess of $5,000,000 or individuals with a net worth in excess of $1,000,000 or annual income exceeding
$200,000 or $300,000 jointly with their spouse. The penny stock rules require a broker-dealer, prior to a transaction in
a penny stock not otherwise exempt from the rules, to deliver a standardized risk disclosure document in a form
prepared by the SEC which provides information about penny stocks and the nature and level of risks in the penny
stock market. The broker-dealer also must provide the customer with current bid and offer quotations for the penny
stock, the compensation of the broker-dealer and its salesperson in the transaction and monthly account statements
showing the market value of each penny stock held in the customer's account. The bid and offer quotations, and the
broker-dealer and salesperson compensation information, must be given to the customer orally or in writing prior to
effecting the transaction and must be given to the customer in writing before or with the customer's confirmation. In
addition, the penny stock rules require that prior to a transaction in a penny stock not otherwise exempt from these
rules, the broker-dealer must make a special written determination that the penny stock is a suitable investment for the
purchaser and receive the purchaser's written agreement to the transaction. These disclosure requirements may have
the effect of reducing the level of trading activity in the secondary market for the stock that is subject to these penny
stock rules. Consequently, these penny stock rules may affect the ability of broker-dealers to trade our securities. We
believe that the penny stock rules discourage investor interest in and limit the marketability of our common stock.

NASD sales practice requirements may also limit a stockholder's ability to buy and sell our stock.

Section 15(g) of the Securities Exchange Act of 1934, as amended, and Rule 15g-2 promulgated thereunder by the
SEC require broker-dealers dealing in penny stocks to provide potential investors with a document disclosing the risks
of penny stocks and to obtain a manually signed and dated written receipt of the document before effecting any
transaction in a penny stock for the investor's account.

Potential investors in our common stock are urged to obtain and read such disclosure carefully before purchasing any
shares that are deemed to be "penny stock." Moreover, Rule 15g-9 requires broker-dealers in penny stocks to approve
the account of any investor for transactions in such stocks before selling any penny stock to that investor. This
procedure requires the broker-dealer to (i) obtain from the investor information concerning his or her financial
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situation, investment experience and investment objectives; (ii)reasonably determine, based on that information, that
transactions in penny stocks are suitable for the investor and that the investor has sufficient knowledge and experience
as to be reasonably capable of evaluating the risks of penny stock transactions; (iii) provide the investor with a written
statement setting forth the basis on which the broker-dealer made the determination in (ii) above; and (iv) receive a
signed and dated copy of such statement from the investor, confirming that it accurately reflects the investor's
financial situation, investment experience and investment objectives. Compliance with these requirements may make
it more difficult for holders of our common stock to resell their shares to third parties or to otherwise dispose of them
in the market or otherwise.

10
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Shares eligible for future sale may adversely affect the market price of our Common stock, as the future sale of
a substantial amount of our restricted stock in the public marketplace could reduce the price of our common
stock.

From time to time, certain of our stockholders may be eligible to sell all or some of their shares of common stock by
means of ordinary brokerage transactions in the open market pursuant to Rule 144, promulgated under the Securities
Act ("Rule 144"), subject to certain limitations. In general, pursuant to Rule 144, a stockholder (or stockholders whose
shares are aggregated) who has satisfied a one-year holding period may, under certain circumstances, sell within any
three-month period a number of securities which does not exceed the greater of 1% of the then outstanding shares of
common stock or the average weekly trading -volume of the class during the four calendar weeks prior to such sale.
Rule 144 also permits, under certain circumstances, the sale of securities, without any limitations, by a non-affiliate of
our company that has satisfied a two-year holding period. Any substantial sale of common stock pursuant to Rule 144
or pursuant to any resale prospectus may have an adverse effect on the market price of our securities.

If we or our independent registered public accountants cannot attest our adequacy in the internal control measures
over our financial reporting, as required by Section 404 of the U.S. Sarbanes-Oxley Act, for the fiscal year ending
December 31, 2007, we may be adversely affected.

As a public company, we are subject to report our internal control structure and procedures for financial reporting in
our annual reports on Form 10-KSB, as a requirement of Section 404 of the U.S. Sarbanes-Oxley Act of 2002 by the
U.S. Securities and Exchange Commission (the "SEC"). The report must contain an assessment by management about
the effectiveness of our internal controls over financial reporting. Moreover, the independent registered public
accountants of our Company must attest to and report on management's assessment of the same. Even if our
management attests to our internal control measures to be effective, our independent registered public accountants
may not be satisfied with our internal control structure and procedures. We cannot guarantee the outcome of the report
and it could result in an adverse impact on us in the financial marketplace due to the loss of investor confidence in the
reliability of our financial statements, which could negative influence to our stock market price.

Stockholders should have no expectation of any dividends.

The holders of our common stock are entitled to receive dividends when declared by the Board of Directors out of
funds available. To date, we have not declared nor paid any cash dividends. The Board of Directors does not intend to
declare any dividends in the near future, but instead intends to retain all earnings, if any, for use in our business
operations.

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Some of the statements under “Prospectus Summary,” “Risk Factors,” “Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” “Business,” and elsewhere in this prospectus constitute forward-looking

statements. These statements involve risks known to us, significant uncertainties, and other factors which may cause

our actual results, levels of activity, performance, or achievements to be materially different from any future results,

levels of activity, performance, or achievements expressed or implied by those forward-looking statements.

You can identify forward-looking statements by the use of the words “may,” “will,” “should,” “could,” “expects,” “plans,”
“anticipates,” “believes,” “estimates,” “predicts,” “intends,” “potential,” “proposed,” or “continue” or the negative of those terr
statements are only predictions. In evaluating these statements, you should specifically consider various factors,

including the risks outlined above. These factors may cause our actual results to differ materially from any

forward-looking statement.

EEINT3 LT3
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Although we believe that the exceptions reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity, performance or achievements.

11
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USE OF PROCEEDS

We will not receive any proceeds from the sale of our common stock by the Selling Stockholders. However, we may
receive the sale price of any common stock we sell to the selling stockholder upon exercise of outstanding warrants.

Unless otherwise indicated in the applicable prospectus supplement, we anticipate that any net proceeds from the sale
of securities that we offer under this prospectus and any accompanying prospectus supplement will be used for general
corporate purposes. Such general purposes may include acquisitions, investments, repayment of debt, capital
expenditures, repurchase of our capital stock and any other purposes that we may specify in any prospectus
supplement. We may invest the net proceeds temporarily until we use them for their stated purpose.

MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Our shares began trading on the OTC Bulletin Board on March 17, 2004. Prior to that date, there was no public
market for our common stock.

Our common stock is traded on the OTC Bulletin Board under the symbol “CHNG.” Prior to December 19, 2005, the
date on which our reverse acquisition of Xian Xilan Natural Gas was consummated, our common stock was traded on
the OTC Bulletin Board under the symbol “CVNI.”

The following table contains information about the range of high and low bid prices for our common stock for each
full quarterly period since our shares began publicly trading and for the first three fiscal quarters of 2007, based upon
reports of transactions on the OTC Bulletin Board. The source of this information for Fiscal Year 2006 and 2005 is
Yahoo Finance and for Fiscal Year 2007 is Bloomberg L.P. The quotations represent inter-dealer prices without retail
markup, markdown or commission, and may not necessarily represent actual transactions.

Quarter High Low
Fiscal Year 2007

Fourth Quarter $ 1495 $ 6.50
Third Quarter $ 739 $ 4.46
Second Quarter $ 485 $ 1.88
First Quarter $ 313 $ 1.81
Fiscal Year 2006

Fourth Quarter $ 315 % 3.08
Third Quarter $ 3.05 $ 2.82
Second Quarter $ 255 $ 2.35
First Quarter $ 449 $ 4.40
Fiscal Year 2005

Fourth Quarter $ 340 $ 3.30
Third Quarter $ 300 $ 3.00
Second Quarter $ 550 $ 5.50
First Quarter $ 135 $ 1.35

Holders
As of March 13, 2008, there were approximately 43 holders of record of our common stock.

Dividends

21



Edgar Filing: China Natural Gas, Inc. - Form S-1

We have never paid any cash dividends on our common stock. We currently anticipate that we will retain any future

earnings for use in our business. Consequently, we do not anticipate paying any cash dividends in the foreseeable
future.

The payment of dividends in the future will depend upon our results of operations, as well as our short-term and
long-term cash availability, working capital, working capital needs and other factors, as determined by our board of
directors. Currently, except as may be provided by applicable laws, there are no contractual or other restrictions on our
ability to pay dividends if we were to decide to declare and pay them.

The Company has no securities authorized for issuance under any equity compensation plan.

12

22



Edgar Filing: China Natural Gas, Inc. - Form S-1

SELECTED CONSOLIDATED FINANCIAL DATA

The following sets forth selected financial data as of September 30, 2007 and 2006, December 31, 2006, 2005 and
2004 and July 31, 2003 and 2002 and for the nine months ended September 30, 2007 and 2006 and years ended
December 31, 2006, 2005, and 2004 and July 31, 2003 and 2002. The data as of December 31, 2006, 2005 and 2004
and July 31, 2003 and 2002 and for the years ended December 31, 2006, 2005, and 2004 and July 31, 2003 and 2002
are derived from our audited financial statements, which are included elsewhere in this prospectus. We believe that all
material adjustments, consisting only of normal recurring adjustments necessary for the fair presentation of our
interim results, have been included. Results of operations for any interim period are not necessarily indicative of the
results of operations for the entire year due to the seasonal nature of our business. The data set forth below should be
read in conjunction with our consolidated financial statements and related notes included elsewhere in this prospectus
and with “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

Nine months ended September 30 Year ended December 31 Year ended July 31
2007 2006 2006 2005 2004 2003 2002
STATEMENT OF
OPERATIONS:
Revenue
Natural gas revenue 19,243,968 8,580,236 13,713,145 1,687,154 306,306 237,312
Construction /
installation and other 4,851,006 3,445,452 5,115,645 3,163,545 578,107 1,334,981
Total revenue 24,094,974 12,025,688 18,828,790 4,850,699 884,413 1,572,293 2,678
Cost of revenue
Natural gas cost 9,975,932 4,862,202 7,663,060 1,293,585 226,944 94,617
Construction /
installation and other 2,138,734 1,368,825 2,054,940 1,110,452 287,102 963,775
12,114,666 6,231,027 9,718,000 2,404,037 514,046 1,058,392
Gross profit 11,980,308 5,794,661 9,110,790 2,446,662 370,367 513,902 2,678
Operating expenses
Selling expenses 2,216,048 923,960 1,308,464 474,855 387,768 344,242 5,064
General and
administrative expenses 1,710,459 693,141 1,287,735 500,228 142,449 143,476 56,964

Total operating expenses 3,926,507 1,617,101 2,596,199 975,083 530,217 487,718 62,028
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