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Part1
Item 1. Description of Business.

This annual report contains forward-looking statements within the meaning of Section 27A of the Securities Act and
Section 21E of the Securities Exchange Act. These statements relate to future events or our future financial
performance. In some cases, you can identify forward-looking statements by terminology such as “may”, “should”,
“expects”, “plans”, “anticipates”, “believes”, “estimates”, “predicts”, “potential” or “continue” or the negative of these term
comparable terminology. These statements are only predictions and involve known and unknown risks, uncertainties

and other factors, including the risks in the section entitled “Risk Factors”, that may cause our or our industry’s 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 these forward-looking statements.

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity, performance or achievements. Except as required by applicable law,
including the securities laws of the United States, we do not intend to update any of the forward-looking statements to
conform these statements to actual results.

Our financial statements are stated in United States dollars and are prepared in accordance with United States
generally accepted accounting principles.

In this annual report, unless otherwise specified, all dollar amounts are expressed in United States dollars and, unless

otherwise indicated, all references to “we”, “us”, “our” and “The Company” means Convergence Ethanol, Inc. and ou
wholly-owned subsidiaries.

CORPORATE OVERVIEW

We were incorporated in the State of Nevada on April 12, 2002. On November 29, 2006, we incorporated a
wholly-owned Nevada subsidiary for the sole purpose of effecting a name change of our company through a merger
with our subsidiary. On December 5, 2006, we merged our subsidiary with into our company, with our company
carrying on as the surviving corporation under the name Convergence Ethanol, Inc. Our name change was effected
with NASDAQ on December 13, 2006 and our ticker symbol on the OTC Bulletin Board was changed to “CETH”.

California-based Convergence Ethanol, Inc. is comprised of three wholly owned subsidiaries, California MEMS USA,
Inc., bda Convergence Ethanol Corp. (“CA MEMS”) a California corporation, Bott Equipment Company, Inc. (“Bott™)
and Gulfgate Equipment, Inc. (“Gulfgate”), Texas corporations, and a fourth majority-owned subsidiary, Hearst Ethanol
One, Inc., a Federal Canadian Corporation (“HEO”).

CURRENT BUSINESS SUMMARY

We are a renewable energy company with a mission to support the energy industry’s production of cleaner burning
fuels, through the development of profitable, bio-renewable energy refineries and through the engineering, fabrication
and sale of environmentally focused refinery systems and equipment.
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Our subsidiary, Hearst Ethanol One Inc. (HEO), is working on plans for a woodwaste-to-ethanol refinery to be built in
Hearst Ontario Canada. The company owns 87% of HEO. We intend that the refinery will use modern catalytic
processing, as used in oil refineries, to synthetically convert cellulosic woodwaste into ethanol. Given the high and
rising price of corn, we believe that the conversion of low-cost woodwaste will be important in future ethanol
production. Our plan of operation is to focus in geographic areas which offer abundant supplies of cellulosic
woodwaste, superior transportation infrastructure, expedited permitting processes, high local demand for Ethanol and
favorable, provincial and federal tax incentives. The Company's ability to complete this project is wholly dependent,
however, on the successful fulfillment of several conditions, including receipt of all necessary environmental and
other permits and the acquisition of capital for the development and construction of the plant.

OUR OPERATING SUBSIDIARIES:

HEO
The Company is currently developing a project that is expected to produce 120 million gallons a year of
bio-renewable fuel-grade alcohol/ethanol. In December 2005, the Company incorporated Hearst Ethanol One, Inc., a
Federal Canadian Corporation (“HEO”). HEO, which owns 720 acres in Hearst, Ontario, Canada and nearly 1.5 million
metric tons of woodwaste.

HEO plans to build an ecologically sound woodwaste refinery to produce bio-renewable, fuel-grade alcohol or
ethanol. Organic woodwaste (organic chips or fiber), the raw material for fuel-grade alcohol/ethanol, is an
overabundant waste stream of the Canadian forest products industries. The proposed refinery will use modern
catalytic processing, as used in oil refineries, to synthetically convert organic woodwaste into fuel-grade alcohol or
ethanol. We believe the convergence of technologies will enable the continuous production of bio renewable
fuel-grade alcohol in high volume, at low cost. Currently, HEO is 87% owned by parent.

Fuel-grade alcohol/ethanol is the world's most used alternative liquid fuel. Worldwide demand is more than double
production capacity and grows at over 25% per year. Next year’s market for fuel-grade alcohol/ethanol in Canada is
eight times greater than last year’s production capability.

The Province of Ontario where our HEO facility will be located has mandated that all motor gasoline sold in Ontario
must contain at least 5% ethanol by 2007, with the goal of 10% by 2010. We believe this will provide an assured
market for fuel-grade alcohol/ethanol. HEO, owns 720 acres in Hearst, Ontario, has obtained forest resources,
acquired construction permits, acquired a quarry for construction aggregate and owns a woodwaste repository
containing nearly 1.5 million tons of woodwaste. We believe that the existing woodwaste on site will be sufficient to
run the future plant for more than one year for production of 120 million gallons of fuel-grade alcohol/ethanol.

Formation of HEO

In December 2005, the Company incorporated Hearst Ethanol One, Inc., an Ontario corporation (“HEQO”) for the
purpose of building, owning and operating an ethanol production facility in Canada. On December 21, 2005, HEO
entered into a land purchase agreement with C. Villeneuve Construction Company, Ltd. The transaction closed on

April 7, 2006 and the Company owns 87% of HEO.

-
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CA MEMS

Our CA MEMS subsidiary engineers, designs and oversees the construction of “Intelligent Filtration Systems” (“IFS™”) for
the gas and oil industry. These systems are utilized to filter wastes from oil or water streams. Our IFS™ systems are
fully integrated and are composed of a “Smart Backflush Filtration System” with an integral electronic decanting
system, a carbon bed filter and an ion-exchange resin bed system. This equipment will purify the amine fluid by
removing particulate, chemical contaminants, and heat stable salts to allow the amine to more effectively remove
carbon dioxide and sulfur compounds during refining. Unlike a typical canister filter system, such as the oil filter in an
automobile, which needs to be periodically replaced and disposed of, the filters utilized in Intelligent Filtration
Systems can last for decades. Furthermore, the filter system is self cleaning. Once the system recognizes that its filter

is becoming clogged by debris filtered from the fluid flow, it turns the fluid flow through the filter off and “back
flushes” the debris caked on the filter into a collection decanter. The system then turns the fluid flow through the
system back on through the freshly cleaned filter. The filter cleaning process takes only seconds to complete and
repeats as necessary to assure optimum filtration. A facility utilizing [FS™ technology needn’t dispose of contaminated
filters, but only need dispose of the contaminate itself. Thus, while a filtration system based upon IFS™ technology
typically requires a greater capital investment on the part of the purchaser, these costs are offset in the long run by
savings in filter replacement and disposal costs.

The U.S. EPA and California CARB requirements for cleaner burning fuels have opened up additional opportunities

for our IFS™. We believe our IFS™ product can help our customers achieve lower operating costs and minimize wastes
while enhancing their ability to meet the more stringent government requirements for cleaner burning fuels. The
system dramatically reduces hazardous waste disposal costs.

The Company anticipates that it may be able to utilize its intelligent filtration systems as an integral part of any
ethanol production facility that it may design. The Company is presently aware of three competitors offering similar
technologies to CA MEMS IFS™ technology.

GULFGATE

Our Gulfgate subsidiary engineers, designs, fabricates and commissions eco-focused energy systems including

particulate filtration equipment for the oil and power industries. Gulfgate also makes and sells vacuum dehydration

and coalescing systems that remove water from turbine engine oils. These same systems are used by electric power

generation facilities to remove water from transformer oils. To help meet its customers’ diverse needs, Gulfgate
maintains and operates a rental fleet of filtration and dehydration systems. All Convergence Ethanol is ISO

9001:2000 certified and is a qualified international vendor to the oil and gas industries. Gulfgate has served customers

throughout the energy sector since 1952; we acquired Gulfgate in 2004.

BOTT

Our Bott subsidiary is a stocking distributor for premier lines of industrial pumps, compressors, flow meters, valves

and instrumentation. Bott specializes in the construction of aviation refueling systems for helicopter refueling on oil

rigs throughout the world. Bott and Gulfgate have a combined direct sales force as well as commissioned sales

representatives that sell their products. Gulfgate also constructs refueling systems that Bott sells for commercial

marine vessels. Bott’s customers include chemical manufacturers, refineries, power plants and other industrial
customers.

Bott has served customers throughout the energy sector since 1952; we acquired Bott in 2004.

MARKETING
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CA MEMS, Bott and Gulfgate have a combined direct sales force as well as commissioned sales representatives that
sell their products.
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Former Subsidiary

We created Can Am to manufacture, own and operate one ethanol production facility in British Columbia Canada. In
June 2005, the Company and its Canadian counterpart each made a CN$25,000 at risk deposit to open escrow toward
purchase of 2,150 acres of land intended to serve as a plant site in British Columbia, Canada.

Subsequently, the Company paid an additional at-risk deposit of CN$50,000 for an extension of the closing date of the
purchase agreement. This project was discontinued.

Company History:

We were incorporated in the State of Nevada on April 12, 2002. Prior to the reverse acquisition described below, our
corporate name was Lumalite Holdings, Inc. and we had not generated significant revenues and were considered a
development stage company as defined in Statement of Financial Accounting Standards No. 7.

Pursuant to a Merger Agreement and Plan of Reorganization dated January 28, 2004 between us and MEMS USA,
Inc., a California corporation (“CA MEMS”), we acquired all of the outstanding capital shares of CA MEMS in
exchange for 10 million shares of our common stock. Since the stockholders of CA MEMS acquired approximately
75% of our issued and outstanding shares and the CA MEMS management team and board of directors became our
management team and board of directors, according to FASB Statement No. 141 - "Business Combinations," this
acquisition has been treated as a recapitalization for accounting purposes, in a manner similar to reverse acquisition
accounting. In accounting for this transaction:

- CA MEMS is deemed to be the purchaser and surviving company for accounting purposes. Accordingly, its net
assets are included in our consolidated balance sheet at their historical book values and the results of operations of
CA MEMS have been presented for all prior periods; and

- Control of the net assets and business of our company were acquired effective February 18, 2004. This transaction
has been accounted for as a purchase of our assets and liabilities by CA MEMS. The historical cost of the net
liabilities assumed was $-0-.

Pursuant to the transaction described above, we changed our name from Lumalite Holdings, Inc to MEMS USA, Inc.
As described above, in 2006, we merged into a wholly owned subsidiary to change our name to Convergence Ethanol,
Inc.

On October 26, 2004 (“Closing Date”), effective October 1, 2004, the Company purchased 100% of the outstanding
shares of two Texas corporations, Bott Equipment Company, Inc. (“Bott”) and Gulfgate Equipment, Inc. (“Gulfgate”)
from their president and sole shareholder, Mr. Mark Trumble.

On December 15, 2005, the Company assumed Weisdorn Sr.’s obligation to purchase 165,054 shares from Mr.
Trumble at $1.86 per share.

4-
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ITEM 1A. Cautionary Statement Regarding Future Results, Forward-Looking Information and Certain
Important Factors

We make written and oral statements from time to time regarding our business and prospects, such as projections of
future performance, statements of management’s plans and objectives, forecasts of market trends, and other matters
that are forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E

of the Securities Exchange Act of 1934. Statements containing the words or phrases “will likely result,” “are expected to,”
“will continue,” “is anticipated,” “estimates,” “projects,” “believes,” “expects,” “anticipates,” “intends,” “target,” “goal,” “p!
“should” or similar expressions identify forward-looking statements, which may appear in documents, reports, filings

with the Securities and Exchange Commission, news releases, written or oral presentations made by officers or other
representatives made by us to analysts, stockholders, investors, news organizations and others, and discussions with

management and other representatives of us.

EEINT3 EEINT3 EEINT3 99 ¢

Our future results, including results related to forward-looking statements, involve a number of risks and uncertainties.
No assurance can be given that the results reflected in any forward-looking statements will be achieved. Any
forward-looking statement made by or on behalf of us speaks only as of the date on which such statement is made.
Our forward-looking statements are based upon assumptions that are sometimes based upon estimates, data,
communications and other information from suppliers, government agencies and other sources that may be subject to
revision. Except as required by law, we do not undertake any obligation to update or keep current either (i) any
forward-looking statement to reflect events or circumstances arising after the date of such statement, or (ii) the
important factors that could cause our future results to differ materially from historical results or trends, results
anticipated or planned by us, or which are reflected from time to time in any forward-looking statement which may be
made by or on behalf of us.

In addition to other matters identified or described by us from time to time in filings with the SEC, there are several
important factors that could cause our future results to differ materially from historical results or trends, results
anticipated or planned by us, or results that are reflected from time to time in any forward-looking statement that may
be made by or on behalf of us. Some of these important factors, but not necessarily all important factors, include the
following:

We are an emerging growth company with limited operating history, accordingly there is limited historical
information available upon which you can judge the merits of an investment in our company.

We have generated net losses since inception, which may continue for the foreseeable future as we try to grow
our business, which means that you may be unable to realize a return on your investment for a long period of
time, if ever. Our present business operations commenced in February 2004. From inception through September 30,
2006, incurred a cumulative net loss of $16,473,023 which included non-cash net asset impairment charges of
$10,900,000. We expect to continue incurring operating losses until we are able to derive meaningful revenues from
our proposed business relating to ethanol production, energy generation and supply.

We have limited available working capital and require significant additional capital in order to sustain our
operations, and if we cannot obtain additional financing we might cease to continue. As of September 30, 2006,
we had total current assets of $ 3,990,546 and a working capital deficit of $507,500 before including a liability for
common stock subscribed of $1,194,376. We believe that we require a minimum of $1,800,000 in order to fund our
planned operations over the next 12 months, in addition to the capital required for the establishment of any ethanol
production facilities. We plan to obtain the additional working capital through private placement sales of our equity
securities. We have not received any funds, nor can there be any assurance that such funds will be forthcoming.
Should we be unable to raise the required funds, our ability to finance our continued operations will be materially
adversely affected.
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Our independent auditors' report raises substantial doubt about our ability to continue as a going concern. Our
independent auditors have prepared their report on our 2006 financial statements assuming that we will continue as a
going concern. Their report has an explanatory paragraph stating that our recurring losses from operations since
inception, limited operating revenue and limited capital resources raise substantial doubt about our ability to continue
as a going concern. Realization of a major portion of the assets reflected on the accompanying balance sheet is
dependent upon continued operations of the Company which, in turn, is dependent upon the Company's ability to meet
its financing requirements and succeed in its future operations. Management believes that actions presently being
taken to revise the Company's operating and financial requirements provide them with the opportunity for the
Company to continue as a going concern.

The accompanying financial statements have been prepared in conformity with accounting principles generally
accepted in the United States of America, which contemplate continuation of the Company as a going concern. The
financial statements do not include any adjustments relating to the recoverability and classification of recorded asset
amounts, or amounts and classification of liabilities that might be necessary, should the Company be unable to
continue as a going concern.

Because we have few proprietary rights, others can provide products and services substantially equivalent to
ours. We hold a provisional patent application relating to our MEMS operations, however we hold no patents or
patents applications relating to our energy generation and supply business or our proposed ethanol production
business. We believe that most of the technology used in the design and building of ethanol production facilities and
in the area of the energy generation and supply business is generally known and available to others. Consequently,
others will be able to compete with us in these areas. We rely on a combination of confidentiality agreements and
trade secret law to protect our confidential information. In addition, we restrict access to confidential information on a
“‘need to know’’ basis. However, there can be no assurance that we will be able to maintain the confidentiality of our
proprietary information. If our proprietary rights are violated, or if a third party claims that we violate their trademark
or other proprietary rights, we may be required to engage in litigation. Proprietary rights litigation tends to be costly
and time consuming. Bringing or defending claims related to our proprietary rights may require us to redirect our
human and monetary resources to address those claims.

We may not be able to compete effectively or competitive pressures faced by us may materially adversely affect
our business, financial condition, and results of operations. We expect to face significant competition in our
ethanol production, energy generation and supply and MEMS operations. Virtually all of our competitors have greater
marketing and financial resources than us and, accordingly, there can be no assurance that we will be able to compete
effectively or that competitive pressures faced by us will not materially adversely affect our business, financial
condition, and results of operations.

We are dependent upon our key personnel. Our performance is substantially dependent on the continued services
and on the performance of our senior management and other key personnel. We plan to obtain “key person” life
insurance for our key personnel, however, at this time, no such policies are in effect. Our performance will also
depend upon our ability to retain and motivate other officers and key employees. The loss of the services of any of our
executive officers or other key employees could have a material adverse effect on our business, prospects, financial
condition and results of operations. Our future success also depends on our ability to identify, attract, hire, train, retain
and motivate other highly skilled technical and managerial personnel. Competition for such personnel is intense, and
there can be no assurance that we will be able to successfully attract, assimilate or retain sufficiently qualified
personnel. The failure to retain and attract the necessary technical, and managerial personnel could have a material
adverse effect on our business, prospects, financial condition and results of operations.

-6-
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Because we are smaller and have fewer financial and other resources than many ethanol producers, we may
not be able to successfully compete in the very competitive ethanol industry. Ethanol is a commodity. There is
significant competition among existing ethanol producers. Our business faces competition from a number of producers
that can produce significantly greater volumes of ethanol than we can or expect to produce, producers that can
produce a wider range of products than we can, and producers that have the financial and other resources that would
enable them to expand their production rapidly if they chose to. These producers may be able to achieve substantial
economies of scale and scope, thereby substantially reducing their fixed production costs and their marginal
productions costs. If these producers are able to substantially reduce their marginal production costs, the market price
of ethanol may decline and we may be not be able to produce ethanol at a cost that allows us to operate profitably.
Even if we are able to operate profitably, these other producers may be substantially more profitable than us, which
may make it more difficult for us to raise any financing necessary for us to achieve our business plan and may have a
materially adverse effect on the market price of our common stock.

Competition from large producers of petroleum-based gasoline additives and other competitive products may
impact our profitability. Our success depends substantially upon continued demand for ethanol from major oil
refiners. There are other gasoline additives that have octane and oxygenate values similar to those of ethanol but
which currently cannot be produced at a cost that makes them competitive. The major oil refiners have significantly
greater financial, technological and personal resources than we have to reduce the costs of producing these alternative
products or to develop other alternative products that may be produced at lower cost. The major oil refiners also have
significantly greater resources than we have to influence legislation and public perception of ethanol. If the major oil
refiners are able to produce ethanol substitutes at a cost that is lower than the cost of ethanol production, the demand
for ethanol may substantially decrease. A substantial decrease in the demand for ethanol will reduce the price of
ethanol, adversely affect our profitability and decrease the value of your stock.

If ethanol and gasoline prices drop significantly, we will also be forced to reduce our prices, which potentially
may lead to losses. Prices for ethanol products can vary significantly over time and decreases in price levels could
adversely affect our profitability and viability. The price of ethanol has some relation to the price of gasoline. The
price of ethanol tends to increase as the price of gasoline increases, and the price of ethanol tends to decrease as the
price of gasoline decreases. Any lowering of gasoline prices will likely also lead to lower prices for ethanol and
adversely affect our operating results. We cannot assure you that we will be able to sell our ethanol profitably, or at
all.

Lax enforcement of environmental and energy policy regulations may adversely affect the demand for ethanol.
Our success will depend, in part, on effective enforcement of existing environmental and energy policy regulations.
Many of our potential customers are unlikely to switch from the use of conventional fuels unless compliance with
applicable regulatory requirements leads, directly or indirectly, to the use of ethanol. Both additional regulation and
enforcement of such regulatory provisions are likely to be vigorously opposed by the entities affected by such
requirements. If existing emissions-reducing standards are weakened, or if governments are not active and effective in
enforcing such standards, our business and results of operations could be adversely affected. Even if the current trend
toward more stringent emissions standards continues, our future prospects will depend on the ability of ethanol to
satisfy these emissions standards more efficiently than other alternative technologies. Certain standards imposed by
regulatory programs may limit or preclude the use of our products to comply with environmental or energy
requirements. Any decrease in the emission standards or the failure to enforce existing emission standards and other
regulations could result in a reduced demand for ethanol. A significant decrease in the demand for ethanol will reduce
the price of ethanol, adversely affect our profitability and decrease the value of your stock.

-
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Price increases or interruptions in needed energy supplies could cause loss of customers and impair our
profitability. Ethanol production requires a constant and consistent supply of energy. If there is any interruption in
our supply of energy for whatever reason, such as availability, delivery or mechanical problems, we may be required
to halt production. If we halt production for any extended period of time, it will have a material, adverse effect on our
business. Natural gas and electricity prices have historically fluctuated significantly. We purchase significant amounts
of these resources as part of our ethanol production. Increases in the price of natural gas or electricity would harm our
business and financial results by increasing our energy costs.

Our common stock may be thinly traded, so you may be unable to sell at or near ask prices or at all if you need
to sell your shares to raise money or otherwise desire to liquidate your shares. Our common stock is thinly traded
and we will be required to undertake efforts to develop market recognition for us and support for our shares of
common stock in the public market. The price and volume for our common stock that will develop cannot be assured.

The number of persons interested in purchasing our common stock at or near ask prices at any given time may be
relatively small or non-existent. This situation may be attributable to a number of factors, including the fact that we
are a small company which is relatively unknown to stock analysts, stock brokers, institutional investors and others in
the investment community that generate or influence sales volume, and that even if we came to the attention of such
persons, they tend to be risk-averse and would be reluctant to follow an unproven company such as ours or purchase
or recommend the purchase of our shares until such time as we became more seasoned and viable. As a consequence,
there may be periods of several days, weeks, months, or more when trading activity in our shares is minimal or
non-existent, as compared to a seasoned issuer which has a large and steady volume of trading activity that will
generally support continuous sales without an adverse effect on share price. We cannot give you any assurance that a
broader or more active public trading market for our common stock will develop or be sustained. While we are trading
on the OTC Bulletin Board, the trading volume we will develop may be limited by the fact that many major
institutional investment funds, including mutual funds, as well as individual investors follow a policy of not investing
in Bulletin Board stocks and certain major brokerage firms restrict their brokers from recommending Bulletin Board
stocks because they are considered speculative, volatile and thinly traded.

Our common stock is subject to the “penny stock” rules which could limit the trading and liquidity of the
common stock, adversely affect the market price of our common stock and increase your transaction costs to
sell those shares. The trading price of our common stock is below $5 per share; and therefore, the open-market
trading of our common stock will be subject to the “penny stock” rules, unless we otherwise qualify for an exemption
from the “penny stock” definition. The “penny stock” rules impose additional sales practice requirements on certain
broker-dealers who sell securities to persons other than established customers and accredited investors (generally
those with assets in excess of $1,000,000 or annual income exceeding $200,000 or $300,000 together with their
spouse). These regulations, if they apply, require the delivery, prior to any transaction involving a penny stock, of a
disclosure schedule explaining the penny stock market and the associated risks. Under these regulations, certain
brokers who recommend such securities to persons other than established customers or certain accredited investors
must make a special written suitability determination regarding such a purchaser and receive such purchaser’s written
agreement to a transaction prior to sale. These regulations may have the effect of limiting the trading activity of our
common stock, reducing the liquidity of an investment in our common stock and increasing the transaction costs for
sales and purchases of our common stock as compared to other securities.

_8-
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The market price for our common stock may be particularly volatile given our status as a relatively unknown
company with a small and thinly traded public float and lack of history as a public company which could lead
to wide fluctuations in our share price. The market for our common stock may be characterized by significant price
volatility when compared to seasoned issuers, and we expect that our share price could continue to be more volatile
than a seasoned issuer for the indefinite future. The potential volatility in our share price is attributable to a number of
factors. First, as noted above, our shares of common stock may be sporadically and thinly traded. As a consequence of
this lack of liquidity, the trading of relatively small quantities of shares by our stockholders may disproportionately
influence the price of those shares in either direction. The price for our shares could, for example, decline
precipitously in the event that a large number of our shares of common stock are sold on the market without
commensurate demand, as compared to a seasoned issuer which could better absorb those sales without adverse
impact on its share price. Many of these factors will be beyond our control and may decrease the market price of our
common shares, regardless of our operating performance. We cannot make any predictions or projections as to what
the prevailing market price for our common stock will be at any time.

In addition, the market price of our common stock could be subject to wide fluctuations in response to:
quarterly variations in our revenues and operating expenses;
announcements of new products or services by us;
fluctuations in interest rates;
significant sales of our common stock, including “short” sales;
the operating and stock price performance of other companies that investors may deem comparable to us; and
news reports relating to trends in our markets or general economic conditions

The stock market, in general, and the market prices for penny stock companies in particular, have experienced
volatility that often has been unrelated to the operating performance of such companies. These broad market and
industry fluctuations may adversely affect the price of our stock, regardless of our operating performance.

Stockholders should be aware that, according to SEC Release No. 34-29093, the market for penny stocks has suffered
in recent years from patterns of fraud and abuse. Such patterns include (1) control of the market for the security by one
or a few broker-dealers that are often related to the promoter or issuer; (2) manipulation of prices through prearranged
matching of purchases and sales and false and misleading press releases; (3) boiler room practices involving
high-pressure sales tactics and unrealistic price projections by inexperienced sales persons; (4) excessive and
undisclosed bid-ask differential and markups by selling broker-dealers; and (5) the wholesale dumping of the same
securities by promoters and broker-dealers after prices have been manipulated to a desired level, along with the
resulting inevitable collapse of those prices and with consequent investor losses. Our management is aware of the
abuses that have occurred historically in the penny stock market. Although we do not expect to be in a position to
dictate the behavior of the market or of broker-dealers who participate in the market, management will strive within
the confines of practical limitations to prevent the described patterns from being established with respect to our
securities. The occurrence of these patterns or practices could increase the volatility of our share price.
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Limitations on director and officer liability and indemnification of our officers and directors by us may
discourage stockholders from bringing suit against a director. Our bylaws provide, with certain exceptions as
permitted by governing state law, that a director or officer shall not be personally liable to us or our stockholders for
breach of fiduciary duty as a director, except for acts or omissions which involve intentional misconduct, fraud or
knowing violation of law, or unlawful payments of dividends. These provisions may discourage stockholders from
bringing suit against a director for breach of fiduciary duty and may reduce the likelihood of derivative litigation
brought by stockholders on our behalf against a director. In addition, our articles of incorporation and bylaws may
provide for mandatory indemnification of directors and officers to the fullest extent permitted by governing state law.

We do not expect to pay dividends for the foreseeable future, and we may never pay dividends. We currently
intend to retain any future earnings to support the development and expansion of our business and do not anticipate
paying cash dividends in the foreseeable future. Our payment of any future dividends will be at the discretion of our
board of directors after taking into account various factors, including but not limited to our financial condition,
operating results, cash needs, growth plans and the terms of any credit agreements that we may be a party to at the
time. In addition, our ability to pay dividends on our common stock may be limited by state law. Accordingly,
investors must rely on sales of their common stock after price appreciation, which may never occur, as the only way to
realize their investment.

Our management owns 29.7% and an investment group may own a significant percentage of our outstanding
common stock, which may limit your ability and the ability of our other shareholders, whether acting alone or
together, to propose or direct the management or overall direction of our Company. Such concentrated control
of the Company may adversely affect the price of our common stock. Our principal stockholders may be able to
control matters requiring approval by our shareholders, including the election of directors, mergers or other business
combinations. Such concentrated control may also make it difficult for our shareholders to receive a premium for their
shares of our common stock in the event we merge with a third party or enter into different transactions which require
shareholder approval. These provisions could also limit the price that investors might be willing to pay in the future
for shares of our common stock. Accordingly, if all of our officers and directors exercise outstanding option this
shareholder together with our directors and executive officers could have the power to control the election of our
directors and the approval of actions for which the approval of our shareholders is required. If you acquire shares, you
may have no effective voice in the management of the Company.

Future sales of our equity securities could put downward selling pressure on our securities, and adversely affect
the stock price. There is a risk that this downward pressure may make it impossible for an investor to sell his
securities at any reasonable price, if at all. Future sales of substantial amounts of our equity securities in the public
market, or the perception that such sales could occur, could put downward selling pressure on our securities, and
adversely affect the market price of our common stock.

Item 2. Description of Property

Our executive offices are located in Westlake Village, California and consist of approximately 9,100 square feet. The
lease has an initial term of five years ending on December 31, 2008, subject to one five year renewal option.

We also maintain two separate facilities in Houston, Texas from which we conduct the operations of our subsidiaries,
Bott and Gulfgate. We own both facilities in fee simple. The Bott facility consists of approximately 91,000 square feet
of real estate and 61,000 square feet of buildings. The Gulfgate facility consists of approximately 67,500 square feet
of real estate and 34,000 square feet of buildings.
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Our HEO subsidiary owns 720 acres of land in Hearst, Ontario which includes a significant wood waste repository, an
agate rock quarry, a small forest area and certain structures. We intend to use this property to build an ethanol plant.

Item 3. Legal Proceedings.

As a normal incident of the businesses in which the Company is engaged, various claims, charges and litigation are
asserted or commenced from time to time against the Company. The Company believes that final judgments, if any,
which might be rendered against the Company in current litigation are adequately reserved, covered by insurance, or
would not have a material adverse effect on its financial statements. In addition, we are subject to the following
proceedings:

On December 12, 2006, the Company filed a Form 8-K with the United States Securities and Exchange Commission
disclosing the resignation and termination of Daniel Moscaritolo as a director and officer of the Company.

On December 13, 2006, Mr. Moscaritolo presented management with a purported action by written consent of the
shareholders of the Company indicating that the shareholders had elected to remove the current board of directors and
elect Daniel Moscaritolo and Thomas Hemingway as directors in their place. Mr. Moscaritolo also presented
management with two separate purported actions by written consent of the new purported board of directors indicating
that the Company's current officers, James A. Latty and Richard W. York, were terminated and that Mr. Moscaritolo
was elected to serve as Secretary of the Company and Mr. Hemingway was elected to serve as President and Chief
Executive Officer of the Company. The Company rejected the purported shareholder action on the grounds that, on its
face, the purported action showed an insufficient number of votes had been obtained to approve the requested action,
and on the further grounds that the consenting shareholders had violated the proxy rules set forth in Section 14 of the
Securities Exchange Act of 1934, as amended (the “Act”). In light of the invalidity of the purported shareholder action,
the Company also rejected the actions of the new purported board of directors terminating and replacing the officers of
the Company.

On December 14, 2006, the Company filed a lawsuit in the United States District Court, Central District of California,
Western Division (Case No.: CV06-07971) against Daniel Moscaritolo for violations of the Act, declaratory relief,
breach of fiduciary duty, intentional interference with contract, and conversion (the “Company Action”). Specifically,
the Company alleged that Mr. Moscaritolo's actions to wrest control of the Board of Directors were invalid and
unlawful.

On December 15, 2006, Mr. Moscaritolo and Mr. Hemingway, individually, and purporting to act derivatively on
behalf of the shareholders of the Company, filed a lawsuit in Nevada State Court, County of Washoe (Case No.:
CV0603002) against Mr. Latty and Mr. York for injunctive relief, declaratory relief, receivership, and accounting
relating to the failed effort to remove them from the Board of Directors of the Company and seeking a court order
approving their removal (the “Moscaritolo Action”). The Moscaritolo action has been dismissed, but on January 10,
2007 Mr. Moscaritolo and Charles L. Christensen filed a second lawsuit in Nevada District Court against the
Company, Dr. Latty, and Mr. Newsom for injunctive relief to hold Annual Shareholders Meeting.

The Company intends to pursue the claims set forth in the Company Action and to oppose the claims set forth in the
Moscaritolo Action.

Item 4. Submission of Matters to a Vote of Security Holders.

There were no matters submitted to our security holders during the fourth quarter of the fiscal year ended September
30, 2006.
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Part I1

Item 5. Market for Common Equity and Related Shareholder Matters.

Market Information

Our common stock is listed on the OTC Bulletin Board under the symbol “CETH.OB.” Set forth below are high and low
closing prices for our common stock for each quarter during the two fiscal years ended September 30, 2006. We

consider our common stock to be thinly traded and that any reported bid or sale prices may not be a true market-based
valuation of the common stock.

Quarter Ended High Low
December 31, 2005 $1.80 $0.87
March 31, 2006 $1.80 $0.95
June 30, 2006 $3.50 $1.02

September 30, 2006 $1.91 $0.82

December 31, 2004 $2.32 $1.51
March 31, 2005 $3.30 $2.10
June 30, 2005 $2.59 $1.70
September 30, 2005 $2.45 $1.50

Holders

As of December 14, 2006, there were 3,361 record holders of our common stock.
Dividends

We have not declared or paid any cash dividends on our common stock since our inception and do not contemplate
paying dividends in the foreseeable future. It is anticipated that earnings, if any, will be retained for the operation of
our business.

TRANSFER AGENT

Our transfer agent is Interwest Stock Transfer Company who is located at 1981 E. Murray Holladay Rd. #1, Salt Lake
City, UT 84117 and can be reached at 801 272-9294.

Sales of Unregistered Securities

During the fiscal year ended September 30, 2006, we sold unregistered shares of our securities in the following
transactions which were not previously reported:

Exemption from the registration provisions of the Securities Act of 1933 for the transactions described above is
claimed under Section 4(2) of the Securities Act of 1933, among others, on the basis that such transactions did not
involve any public offering and the purchasers were sophisticated or accredited with access to the kind of information
registration would provide.
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