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Securities Act  (British Columbia)





MATERIAL CHANGE REPORT UNDER SECTION 85(1) OF THE SECURITIES ACT





Item 1.	Reporting Issuer





The full name, address, telephone number and the principal office in Canada of the Reporting Issuer is:





Hedong Energy Inc.


Registered Office:


Penthouse 1, 945 Marine Drive


West Vancouver, B.C.  V7T 1A8


Telephone: (604) 926-1120





Item 2.	Date of Material Change





July 16, 1999





Item 3.	News Release





A news release issued pursuant to Section 85(1) of the Act announcing the material change described below was obtained for filing to the Vancouver Stock Exchange (Market Surveillance and Corporate Finance Services Dept.) and for additional dissemination to Vancouver Stockwatch, The George Cross Newsletter and Market News Publishing Inc. on April 26, 1999.





Item 4.	Summary of Material Change





The issuer has announced the following:





Share Sale Agreement





Item 5.	Full Description of Material Change





The directors of Hedong Energy Inc. (“Hedong”) wish to announce that they have entered into a Share Sale Agreement (“Agreement”) with Molopo Australia N.L. (“Molopo”), a company listed on the Australian Stock Exchange, whereby Hedong will sell its 100% owned subsidiary, Lowell Petroleum N.L. (“Lowell”), for Molopo shares.  Lowell holds the company’s interest in the Liulin coalbed methane project in China, and the company’s investment in Petro-Russo that has oil interests in Russia’s Komi Republic.





Molopo is an Australian natural resources company with copper interests in Mongolia and gold interests in Australia.





The Agreement calls for Molopo to pay Hedong 10,000,000 Molopo ordinary shares after approval has been received from shareholders of both companies.  In addition, and only if Lowell’s Liulin Contract is extended or converted into a Production Sharing Contract (“PSC”) with the Chinese authorities, a further 30,000,000 Molopo ordinary shares and 20,000,000 Molopo shares with A$0.06 unpaid will be issued to Hedong, also after approval has been received from shareholders of both companies.  Under the Agreement, Hedong has until December 31st 1999 to secure the extension of the Liulin Contract or have it converted to a PSC.





In addition, Molopo Australia N.L. has advised that it has entered into a Heads of Agreement (“Heads”) with the directors of Yak 50 Gold Mining N.L. (“YAK”), an unlisted Australian public company, to acquire all the issued capital of YAK.





YAK has gold interests in the Democratic Peoples Republic of North Korea and also in Australia.





Under the terms of the Heads, the directors of YAK have accepted Molopo’s offer for their personal interests and will recommend the offer to all other YAK shareholders.





The Agreement calls for Molopo to allot 30,000,000 Molopo ordinary shares for all the issued capital in Yak after approval has been received from shareholders of both companies.





Both acquisitions represents an expansion of Molopo’s natural resource activities in north Asia, where the company already has a significant copper project in Mongolia. 





At the date of both Agreements, Molopo had a share price of A$0.04 and 34,108,998 shares on issue.





Molopo is looking to raise significant equity by way of a Prospectus to finance the projects that it has offered to acquire.





Molopo’s acquisition of Lowell Petroleum NL - Share Sale Agreement





The Agreement is conditional and will not become fully operative until several conditions precedent are met including, among others, obtaining regulatory approvals in both Australia and Canada, completing satisfactory due diligence and obtaining an extension to the Liulin Contract or its conversion to a PSC on terms satisfactory to Molopo.





Molopo, through the acquisition of Lowell, will be acquiring Lowell’s interest in the Liulin Contract in China and will be assuming A$219,649 in liabilities, as at June 30, 1999, associated with the project.  Molopo will also be acquiring Lowell’s indirect interest in oil reserves in Russia’s Komi Republic.





In addition, the holder of a 10% redeemable debenture in Lowell has agreed to convert the A$100,000 debenture plus accrued interest of approximately A$13,000 into ordinary fully paid shares in Molopo at 80% of the average market price of shares as at the date approval is given by Molopo shareholders.  This will facilitate Molopo acquiring 100% control of Lowell.





The Liulin Contract is Lowell’s major undertaking and is a fully approved coalbed methane (“CBM”) exploration, appraisal and development joint venture contract with the North China Bureau of Petroleum Geology (“NCB”).  The Liulin Contract of 219 sq. kms (“Liulin”) is in a mature coal mining area in Shanxi Province, some  500 kms southwest of Beijing. 





Hedong has had significant difficulties in accessing finance under its present structure.  Without finance the company continues to risk losing its project in China and would continue to accept dilution of its Russian investment.  The sale of Lowell will shift the financing obligation of Hedong’s projects to Molopo, which the directors believe has a greater chance of accessing capital to advance those projects. 





Since October 1995, Hedong has been a holding company for Lowell.  If the proposed sale of Lowell is successful the company will effectively become a holding company having as its major asset an investment in Molopo shares received from the sale.  Molopo will then have, as its principal assets, Lowell’s Liulin CBM project and investment in oil reserves in Russia, copper interests in Mongolia and the YAK gold interests.





Following the completion of a comprehensive technical and commercial review of all available data associated with the initial exploration program, Lowell elected to enter into the second exploration (appraisal) phase of the Liulin Contract.  As part of the appraisal programme Lowell fractured and placed the first of the three exploration wells on a 6 month production test in November 1998.  After a successful fracture of the coal seam, gas production steadily increased as anticipated.  However, mechanical difficulties caused damage to the well, forcing a suspension of the production test before meaningful well flow data could be obtained.  The test did, however, demonstrate good fluid conductivity from the seam under test.  Lowell and the NCB are now assessing the methods used in the well test to determine if an alternative completion technology should be used in future.





�
Under the Liulin Contract, Lowell has funded 70% of an agreed two phase exploration and appraisal (pilot development) program in return for a 50% contributing and participating interest in any commercial development.  The balance of the interests are held by the NCB.   Since entering the Liulin Contract the Chinese Government has created a new organisation called China United Coalbed Methane Company Ltd (“CUCBM”) with exclusive rights for co-operation with foreign enterprises for the exploration and exploitation of CBM resources in China.  CUCBM has recently invited Lowell to transfer the Liulin Contract into a new standard form PSC.





Lowell has therefore entered into a Memorandum of Understanding with CUCBM dated June 30, 1999 whereby Lowell and CUCBM have agreed to co-operate for the further exploration and appraisal of the Liulin block.





Terms of the PSC will seek to ‘respect the history’ of the Liulin Contract within the framework of a standard PSC.  While Lowell expects to maintain a net 50% interest at Liulin, other terms are currently under negotiation.





Molopo’s acquisition of Yak 50 Gold Mining NL - Heads of Agreement





YAK 50 Gold Mining N.L. (ACN 075 137 218) (“YAK”) is a public unlisted Australian company.  YAK has an interest in several gold projects in the Democratic Peoples Republic of Korea (DPRK) through a 50% interest of the KUMSAN Joint Venture Company (JVC), a registered DPRK company.


 


The KUMSAN JVC is owned equally by Korea Hungsong Trading and YAK 50 Gold Mining N.L..  Korea Hungsong Trading is a wholly owned subsidiary of the Korea Hungsong Economic Group, a conglomerate involved with gold and base metal mining and production. The KUMSAN JVC has the rights to conduct exploration and produce gold from selected project areas in the DPRK. 





YAK also holds twelve Western Australian exploration tenements considered prospective for gold and base metals.





Molopo’s Australia NL - Projects





Copper Project - Surven Sukhait


In September 1994, the Ministry of Energy, Geology and Mining of Mongolia entered into an Agreement giving Molopo the exclusive rights to explore and develop the Tsagaan Suvraga copper deposit in southern Mongolia.





In October 1995, under the Agreement between Molopo and the Government of Mongolia, Molopo was granted an exploration licence (EL 122) in respect of an area of approximately 174 square kilometres.  This licence covers an established porphyry copper deposit named Surven Sukhait, and an additional twenty other significant copper occurrences which are collectively known as the Tsagaan Suvraga Project.  





In 1997 the Mongolian government introduced a new Minerals Law(1997) which was initiated as part of program of co-operation between the Mongolian Government and the World Bank to stimulate the mining industry in Mongolia, and introduced many of the western standards required for a stable and secure system of tenements into Mongolia. This resulted in an influx of western companies into Mongolia.  Molopo’s exploration license (EL 122) was re-registered under the new law on 14 August 1997.





As also provided in the Agreement, once the feasibility study on the project has been completed, the Government undertakes to grant a Mining License with various tax and operational concessions including:


a five year tax holiday followed by a further five years when tax would be levied at half of the prevailing rate;


no import duty on plant, equipment and materials used in the project;


no export duty on production and no restrictions on taking earnings out of Mongolia; and 


no restrictions on the use of foreigners in the workforce.





The grant of this Mining License also establishes the joint venture with the government. A joint venture company will be formed in which the ownership will be:-


Molopo Australia 	65%


Government Party	35%





Under the terms of the Agreement each party is required to contribute its share of the development and operational capital requirements under the joint venture and Molopo has the right to manage the project for a minimum period of 5 years from the grant of the Mining License.





Since having been granted the original exploration licence in 1995, Molopo has undertaken a programme to evaluate these deposits, in particular the Surven Sukhait deposit, with a view to establishing a viable project.





The Surven Sukhait deposit had been extensively explored during the 1970’s and 1980’s by a joint venture between the Russians and the Mongolians and the results from that exploration activity led the joint venture to report a resource as follows:


Sulphide ores


240 million tonnes @ 0.53% Copper and 0.018% Molybdenum


Oxidised ores


10 million tonnes @ 0.42% Copper





These figures for the Surven Sukhait deposit represent the second largest known copper deposit in Mongolia, with the largest deposit being the resource for the Erdenet copper mine.





Should copper prices return to historical levels, the Surven Sukhait resources offer the potential for creating an economic project to supply the rapidly expanding market for copper that is developing in China.  The deposit is approximately 150 kilometres from the Chinese/Mongolian border. Molopo has considered two types of developments for the deposits:


in the upper 10 to 30 metres of the Tsagaan Suvraga deposits, there is a high degree of oxidation that offers the potential for an oxide resource, in excess of 10 million tonnes, that is acid leachable and could form the basis for a small to medium scale operation using Solvent Extraction-Electrowinning as a process to produce copper cathodes for sale to China; and


the larger sulphide resource, which has not previously been evaluated in the light of western technology, is believed to contain the potential for higher grade zones on which early production may commence.  This larger sulphide resource offers scope for the production of a copper concentrate to sell to one of several smelters in China.





On the basis of recent metallurgical tests, a Feasibility Study was completed for the development of the oxide resources at Tsagaan Suvraga.





Reserves for the project recently increased from 3,200,000 tonnes averaging 0.65% Cu to 4,800,000 tonnes averaging 0.57% Cu as a result of the feasibility study that, under the revised development plan, showed operating costs were lower than had been predicted in the preliminary study.  This reduced the economic cut off grade from 0.5% Cu to 0.4% Cu for the assessment of reserves.  There also remains significant potential for expanding reserves further at Surven Sukhait, and in the Tsagaan Suvraga region as a whole.





The feasibility study concluded that a viable project was possible on the basis of known reserves and a production rate of 10 tonnes of cathode copper per day at the then prevailing copper price of US$0.85/lb Cu. Copper prices have since fallen from an average of US$1.03/lb of copper in 1997 to the current level of US$0.65lb of copper.  At these levels, the project still produces a positive return, although the returns are much less attractive.  Molopo has made the decision to progress the project in order to refine the design work and review ways that may improve the economics so that once the copper prices have stabilised at a more attractive level a decision can be taken to proceed with the development and commercialisation of this resource. 





In January/February 1998, Molopo presented its final report and feasibility study to the Mongolian Government.  This report was accepted by the government fulfilling Molopo’s commitments under the 1994 Agreement with the Mongolian Government.





Molopo is now progressing the project to allow the grant of the Mining License to occur over the Tsagaan Suvraga copper deposit thus allowing Molopo to maintain this project until such time as favourable economic conditions permit its development.





On the basis of a Pre-Feasibility Study completed in 1997 for the development of the sulphide resource at Tsagaan Suvraga, additional work was completed on alternate development options, including site generation of power using Mongolian crude oil.  A review of the economic implications of these options has shown an improvement in the potential economics of this project.  However, similar to the Oxide Project, this development will require a higher copper price to justify proceeding to development and so the Company focused its main attention on the smaller Oxide Project that is simpler and quicker to develop following any improvement in metal prices.  





Molopo plans the following program over the next 1-2 years:-


A review of alternate development options, in particular detailed costings of power generation using alternate crude oil sources in Mongolia, different acid plant configurations, further metallurgical testing  and the consideration of alternate SX-EW plant designs.


An assessment of water resources possibly involving some additional exploratory drilling.


An application for a mining license and obtaining environmental approvals.


Undertake site testing of the foundations for the plant site and the heap leach pads;


Continue the process of gathering economic data for reviewing development options and economic data.





A review of alternatives will include the possibility of finding a joint venture partner to develop this substantial resource.





Gold Royalties


Molopo has two royalties on gold deposits located in Australia.


Royalty over the Peak Hill Gold Mine, New South Wales


As part of the agreement between the Company and its former joint venture partner Alkane Exploration N.L. (“Alkane") dated November 21, 1991, in respect of the sale of the Company's interest in its joint venture at Peak Hill in New South Wales, Alkane has a contingent liability to Molopo to pay a royalty on gold produced from mining on the Peak Hill tenements.  Molopo is entitled to receive a payment of A$5.00 per ounce of gold based on 50 percent of the total gold production of any gold production up to a maximum amount of A$250,000.  Any such payments would be made by Alkane quarterly in arrears.  The mine is currently producing at an annual rate of around 20-25,000 ounces of gold per annum and has resulted in payments for production up to 30th June 1999 of $143,458.  Operations continue and it is expected that Molopo will receive the remaining A$106,542 payable under this agreement in the next 2 years.


Royalty over the Moyagee Project, Western Australia


As part of the agreement between the Company and its former joint venture partner Perilya Mines N.L. ("Perilya") dated June 29, 1994, in respect of the sale of the Company's interest in its joint venture at Moyagee in Western Australia, Perilya is obliged to pay Molopo a royalty from any commercial gold production from the Moyagee tenements. The royalty is to be calculated on the basis of A$10.00 per ounce on 25 percent of the ounces of fine gold won from the tenements as they existed on June 29, 1994.  Any such payments would be made to Molopo by Perilya quarterly in arrears.  In October, 1996 Perilya announced an inferred resource of 840,000 tonnes averaging 9.5 grams of gold per tonne, representing a resource of 257,000 ounces of gold in the Lena deposit located on these tenements. Perilya is undertaking additional drilling and work to evaluate the commercial potential of this resource.





The directors of Hedong believe that the transaction will enable the retention and development of the Liulin CBM project more so than if it were to remain in Hedong, and hence by the issue of Molopo shares, this will add value to Hedong and its shareholders.





.





For further information contact either David King (61 2) 9299-1131 or Andrew Metcalfe (61 3) 9670-2166 in Australia.





Item 6.	Reliance on Section 85(2) of the Act





The Report is not being filed on a confidential basis in reliance on Section 85(2) of the Act.





Item 7.	Omitted Information





No information has been omitted from this Report on the basis that the Reporting Issuer believes that such information should remain confidential.





Item 8.	Senior Officers





The name and business telephone number of a senior officer of the Reporting Issuer who is knowledgeable about the material change and this Report is:





	Dr. David King


	President


	Hedong Energy Inc.


	Telephone:  (international) 61 2 9299.1131 or Fax 61 2 9299.1161.





Item 9.	Statement of Senior Officer





The foregoing accurately discloses the material change referred to herein.








DATED July 16, 1999














“Andrew Metcalfe” (signed)


_____________________________________


Andrew W. Metcalfe, Corporate Secretary


HEDONG ENERGY INC.
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