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PART |
FORWARD-LOOKING STATEMENTS: NO ASSURANCES INTENDED

In addition to historical information, this AnnuRleport contains forwaréboking statements, which are generally identiféaby use «
the words “believes,” “expects,” “intends,” “antigbates,” “plans to,” “estimates,” “projects,” or sinilar expressions. These forward-looking
statements represent Management's belief as ttutbee of Huayue Electronics, Inc. Whether thoskelis become reality will depend on
many factors that are not under Management's contkdany risks and uncertainties exist that couddise actual results to differ materially
from those reflected in these forwrlooking statements. Factors that might cause sudliference include, but are not limited to, those
discussed in Section 1A of this Report, entitleKAFactors.” Readers are cautioned not to placdumreliance on these forward-looking

statements. We undertake no obligation to revigaublicly release the results of any revision testh forward-looking statements.
ITEM 1. BUSINESS

Huayue Electronics, Inc. is a Delaware corporatiat, through a subsidiary, owns all of the regesiecapital of Changzhou Huayue
Electronic Co., Ltd. (“Changzhou Huayue”). Chamyziiuayue was organized in 1999 under the lawkePeople’s Republic of China
(“PRC"). Changzhou Huayue is engaged in the bssie® of developing, producing and selling two mpjoduct lines:

. energy efficient lights including high frequencylirction lights and LED lights; and
. electrolytic capacitors.

While revenues in fiscal year 2014 (which ended/aly 31, 2014) were split approximately 87% - 13%itween these business lines,
we anticipate that our future growth will be dedvarimarily from the lighting business.

History of Changzhou Huayue

Changzhou Huayue was founded in November, 199%asparation under the laws of the PRC by Mr. SimgdBan. Initially,
Changzhou Huayue was engaged in the business elogdévg, producing and selling electrolytic caparst In 2008, Changzhou Huayue's
management team decided to expand the companywitiastby entering the business of producing agltirgy high frequency induction
lights. Towards this end, Changzhou Huayue leasedoutfitted a production facility in Changzhow2ip09.

Following its entry into the induction lighting busss, Changzhou Huayue obtained the required RRErgment certificates and a
patent for induction lamps in March, 2009. Durthg first half of 2010, the company met certificatrequirements for compliance with
international and European Community standardsanGbhou Huayue participated in the drafting ofetm&the PRC National Induction
Lighting Efficiency Standards and acted as theqipal drafter of two of them. China’s StandardiaatAdministration finally approved three
induction standards in late 2012, which meansegllitated corporations and government entities canpgrocure induction lighting from listed
companies. Changzhou Huayue, as one of the prindiplfters, was listed on all three and ranked reurilibn one of them.

In 2011, Changzhou Huayue added a full line of LiEBducts to further meet global lighting demand.




History of Lighting

Both LED lights and high frequency induction lighépresent the fourth generation of lighting prdaducThe first three generations
were incandescent lights, fluorescent lamps andggreaving lights:

. The incandescent light bulb, invented by Thomas&din 1879, creates light by heating a filamesida the tube. The heat
makes the filament white hot, producing visibléntig Because light is created through heat, ab@i 6f the energy these
lamps produce is in the form of heat or infrarediation.

. In the early 20" Century, conventional fluorescent lights were pegen In these lamps, mercury vapor or another ofgms
in the tube, when excited by an electrode, prodirngsible ultraviolet light. These light waved kine white powder coating
on the inside of the tube, called phosphors, wttielm produces white visible light. This methogadducing light is more
energy efficient than incandescent lighting, pradgonly about 30% of the hei

. Energysaving lamps, such as compact fluorescent lightsewleveloped to replace standard incandescerg, tpriiducing th
same amount of light with reduced power use antl ddswever, the presence of electrodes in conwgratifluorescent lights
imposes many restrictions on lamp design and padace and limits lamp lif

In contrast to traditional lamps, induction liglatsd LED lights involve neither filaments nor electes, and no electrical connection
goes on inside the glass tube. Instead, for immludights, energy is transferred through the glabe solely by electromagnetic
induction. Power to create the light is transférfrem outside the glass tube by means of a magfiekil. As with a conventional fluorescent
lamp, the power excites mercury or a mercury alpsgducing ultraviolet light which hits the phospdoesulting in visible light.

“LED” is the acronym for light emitting diode, tledement of LED lighting that transforms electrigreunt into light. Engineers create
diodes by pairing a negatively charged semicondu¥@ihen electric power is connected to the diode,semiconductors are forced into
imbalance and release light as electrons jumpdifferent energy level.

Types of Induction Lamps and Our Edge

There are two basic types of induction lights: eexal induction lamps and internal induction lampsan external induction lamp,
electromagnets are wrapped around a part of thee tukhe tube contains mercury atoms which areigeavby a pellet of mercury
amalgam. High frequency energy from the ballaseist through wires which are wrapped in a coiliatba ferrite inductor. This creates a
powerful magnetic force, which excites the mercatigms. As with the other forms of fluorescentiigy, the mercury emits ultraviolet light
which hits the phosphors and produces visible light

Internal induction lamps resemble incandescentdighshape. The bulb contains inert gas, a petlet a mercury amalgam or alloy,
phosphors coating the interior, and a glass tulbeneing from bottom of the bulb to form a cavityhis test tube-like cavity contains an
induction coil wound around a ferrite shaft. Thductor is excited by high frequency electric pofvem an external ballast. This causes a
magnetic field to penetrate the glass and excéarthrcury atoms, which emit ultraviolet light. Beevaves are converted to visible light by
phosphor coating.

The induction technology developed by Huayue ersalrdeto make all our induction lamps internal. Eheme no stand-alone power
components attached. In addition, we have achiewecersal adaptability in our induction lamps,csstomers can simply replace conventi
bulbs without changing any part of their electgistem.




Huayue LED lightsand Our Edge

The development of LED lighting by Changzhou Huawaes premised on our expectation that the globstl cbdiodes will decline as
demand widens, so that competition in the LED miptiee will be based on the ability of the lamp mfacturer to efficiently assemble high
quality lamps. Our research and development efftinerefore, were focused on techniques to recharifacturing cost while maintaining
product quality. Changzhou Huayue is not a manufaadf the actual light emitting diodes; but oupesience in the capacitor industry has
provided us the relationships that allow us to pase high quality diodes at competitive prices.i¢erporate these diodes into our proprie
product design to achieve a balance of high quality low cost.

Advantages of LED and I nduction Lighting

LED lamps and high frequency induction lamps haneirmber of advantages over other types of lighting:

Longer Life Span. Electrodes in incandescent and conventional ésment lamps decay, producing less light over tand,
are generally the limiting factor in the lives b&tlight. The average life span of a traditiomahp is no more than one
year. By avoiding the use of electrodes, induclkzonps and LED lamps can have life spans of u{06@ hours. As a resu
we are able to offer five year warranties on owdpicts. The extended life reduces the frequendycast of replacement. It
also makes our lamps particularly suitable for tmres or structures where servicing and light rephaent are difficult

High Luminous Efficiency. Electrodes in incandescent or conventional fluaestighting give rise to power loss and pli
limits on the gas pressure and its compositiones€Etrestrictions do not apply to electrodeless BBED induction lighting. As
a result, the power rating and light output of ldr@ps can be significantly increas:

Quick Start. Both LED and induction lights can be started staged without pre-heating. Only a low currentésessary
to initiate operation. This enables the size efdrstribution box to be reduced, lowering theaiiation cost. Their quick
star-up makes both technologies particularly well sufeacemergency lighting

Automatic Brightness Adjustment. All our products can be designed to incorporatgmmmable smart cards, which can
adjust the level of brightness based on such fa@stthe time of day or the level of natural liglhhe lamps can function at
any point down to 30% of their capacity, providsignificant flexibility.

Ballast Efficiency. High frequency ballasts operate at around 98%6ieficy while 10-15% of the energy is wasted by the
ballast in traditional lighting designs. As a résaur ballasts reduce energy demand and theegjadllution.

Energy Efficiency. Both technologies can save as much as 75% of #rgthat would be used in conventional fluorescer
lamps.

Environmentally Friendly.  Induction lights use amalgams (mercury alloys)dadtof liquid mercury. This difference
reduces the amount of pollution that occurs fromdtsposal of the lamps. LED lamps do not contaéncury.

High Lighting Quality. Because they operate at a high frequency, ingluditihts do not produce glare and do not
flicker. This makes them ideal for use in the wiace, avoiding those lighting effects that canseamigraines. LEDs also
emit steady light, producing a very limited amoahflickering under steady currer




Our Applications

Changzhou Huayue, as of 2014, is targeting the cential/industrial sector with its induction prodsicEollowings are some of our
applications:

° High Bay Lighting. Factories with high ceilings often require that sluieface brightness of the lighting source be |@ddo
an indoor natural lighting level. Induction lamp®vide a bright, but more pleasant, lighting seutt@an traditional forms of
lighting in these plants. Where they have beetallesl, the accident rate has gone down and lemgetis consumed. For
these reasons, Chinese factories are increasisgly induction lamps

° Roadway Lighting. Induction lamps are well suited for the lightiofgroadways, particularly in locations where mairaece
is difficult. For example, the Nanpu Bridge lighdi project used induction lamps, which resulted 8%1% reduction in cost
from the original lamps

° Lighting in Tunnels. Because of their lack of glare, quick start, apild automatically adjust brightness, and lower
maintenance cost, induction lamps are used in D@@rtunnels in the PRC, such as the Shanghai Waitanel and all the
tunnels on the Wuhi-Guangzhou hig-speed railway

° Lighting for Public Facilities. The ability to adjust the brightness level throypgbgrammable smart cards makes induction
lamps highly attractive for use in outdoor pubtications. Our LED products are particular poputauiidoor lighting project
such as public library, hospital and scho

Marketing of our LED products is focused on thengstic and home office sector. Huayue is now algtiv®king for retail channel
both domestically and internationally that willgat home/office owners. We believe that LED prodweill be the engine for our international
growth, as our ability to provide quality produatsa highly competitive price should permit the Qamy to penetrate the global market
aggressively.

Energy Efficient Lighting: Competition

The global market for lighting products is domirthl®yy very large multi-national corporations headtgrad outside of the PRC, such
as Philips, Osram (a subsidiary of Seimens) ance@éilectric. We believe that, to date, these camigs have not made induction lighting a
priority. The market for LED lights, on the othard, is highly competitive as Philips, in partiaulaas made this market a priority. We
believe that Huayue will be able to compete in thégket as the cost-effective design of our prosludll provide us significant price
advantages. In addition, our technological advaacegrotected by 88 patents issued in the PRCeftealess, the multi-national giants have
many times the resources of Changzhou Huayue;esodimpetitive situation could be daunting.




For induction lighting, we also have numerous ddine®mpetitors in the market for induction lighgin Most of these companies
have targeted the low power segment, as opposhe tuigh frequency products that are Changzhou tkiayocus. We believe that those
competitors that have attempted to develop highgeomduction lighting have encountered serious lgmls, including low research
productivity, unsophisticated product design, ublgtguality control, and limited product applicatyil

Huayue believes it has significant competitive adages over these local enterprises. Along withrfgaour technology protected by
international patents, our products benefit fropresenting high quality at a low cost. The incogtion of smart cards into our lamps provi
constant power control and the ability to autonalycadjust brightness. We have the facilitiesrtass produce 300 watt induction lamps with
long lives that do not require frequent maintenaasedemonstrated by our warranties.

We also have substantial equity in our brand na@er. electrolytic capacitors achieved widespreau@ktic popularity and became
internationally known through their export to tesuatries. Since our entry into the efficient ligigt market, we have won a number of awards
and have been appointed to serve important indfistigtions by the PRC government.

Huayue further believes that it derives a meanindjtribution and transportation advantages frtsiidcation in a central area for
lighting companies in the town of Zouqu in Changzi@ity. Changzhou City is located in the “YangRiger Golden Triangletvithin drivable
distance from two of the PRC’s largest cities, St and Nanjing. In addition, the Shanghai-Nanfeilway, the Shanghai-Nanjing
highway and the Beijing-Hangzhou Grand Canal ruaugh the city of Changzhou.

Marketing and Distribution

Huayue believes that the annual market demandlftypees of industrial lighting in China is 400 lxdn Chinese Renminbi (“RMB”),
or $62.7 bhillion, with the lighting of public fadiles and high bays accounting for 300 billion RMBthis amount and the remaining 100 billion
RMB relating to the lighting of private propertiduayue has targeted the former segment of this ehafkhe market for induction lighting in
the PRC has been estimated to be as large aslliof BIMB. Our entry into the international markeill further expand our sales potential.

We recently changed our domestic distribution sggtfor induction lights. Prior to fiscal 2012 darget market for lighting products
had been end users, to whom our in-house saldsrsafeted directly. During fiscal 2012 we addedeaphasis on developing customer
relationships with regional distributors of lighgiproducts and construction materials. Our satassactions with distributors are not
significantly different than our sales transactiarnth end users: none of our distributors has lggean an exclusive territory, their purchases
are based on the same price list as we give taisai, and our revenue recognition policies arednge for each type of sale. However, the
relationship with distributors provides us a cd$eetive way of expanding the scope of our marlkgtin

A growing aspect of our lighting business is outtipgpation in energy management contracts (“EM@i)this business model, ener
efficient equipment is sold to an end user on anEayt plan designed to net no cost to the custopagments by the customer are scheduled t
conform to the savings realized from use of thegnefficient equipment. Changzhou Huayue offers option to customers directly as well
as to contractors as part of a broader EMC progratihhough an EMC sale results in significantly ¢@m payment terms than a conventional
net-90 days sale, profit margins on EMC sales ar&ifjher than on conventional sales, as custoarermuch less price-resistant in the EMC
model.




Historically, Changzhou Huayue had exported itstetdytic capacitors and related products to thé&&dhStates, Europe and other
countries in Asia, creating global brand awarenéss. our induction lighting products, we have bsenuring the government approvals
necessary to engage in export, and are currentheiprocess of negotiating terms with prospedtiternational sales agents. Our plan is to
price our products sold internationally at a 20%npium to our domestic sales, in order to providesagin for adverse currency movements
addition, once we receive approval for internationarketing, we will be eligible to purchase re@iles insurance that the Chinese
government offers for eligible offshore sales. iBes significantly reducing the risk of internatidisales, the government insurance facilitates
receivables financing, which is generally difficitChina.

Induction Lighting: Involvement of the PRC Government

Changzhou Huayue has enjoyed the support of thed@@®€nment. Leaders within the government as as#ipecialists from such
entities as the Policy Research Center of the CamshRarty of China and the Economic Research Officthe State Council visited our site
and reviewed our technology in early 2010. Thatesgear, a group of experts recommended that thection lighting industry and its
technology be further developed as a matter ofipylalicy. As a result, the PRC government dedigghénduction lamps as high-efficiency
products that would be eligible for preferentialipies and subsidies. Among the benefits that exehreceived from the government’'s
favorable attitude toward induction lighting are flollowing:

. Having qualified for the Chinese government's incanprogram to promote innovation in technologha@gzhou Huayue
currently enjoys a 15% income tax rate (reducenhftioe standard 25% corporate income tax rate) Notlember 2014, at
which time we will be eligible to apply for an ertgon.

. The national government’s policy favoring the useduction lighting has expanded the market for products.

In cooperation with several of our customers whwe@s contractors on projects funded by varionggonental ministries and
commissions, we have installed induction lampshenShengli Oilfield and the Shanghai Middle Ringtvay, and are working on the
installation of induction lamps as a part of suobjgrts as Beijing International Airport, Petro 8&j SinoPec and Saicgroup. Huayue believe
that these projects will improve awareness of gantds and expand our market share.

Electrolytic Capacitors

Changzhou Huayue'’s historic business has beenetelapment, manufacture and sale of electrolytpac#ors. This business
contributed approximately 80% of our revenues eytbar ended May 31, 2010, 44% of our revenuedry#ar ended May 31, 2011, and 38%
of our revenue in the year ended May 3,1 2012 s Thimber has further declined to 27% and 13% asemenue from efficient lighting
increase in the years ended May 31, 2013 and 283gectively. We manufacture the electrolytic cétpasin the same facility in Changzhou
as the induction lamps, but in a different workshdpe distribute our capacitors through both domestailers in the PRC and international
trading companies. Strong sales and performanti@soproduct line in the past have created goddferi Changzhou Huayue and establish
global brand.

Competition in the market for electrolytic capacithas been particularly intense in recent yeAraumber of firms have entered the
industry, many of which are larger and have teabgypluperior to that of Changzhou Huayue. We masponded by targeting the lower end
of the market where we remain competitive on theshaf price, name recognition, and the dependehckents who have purchased our
capacitors in the past. However, given theseatifficompetitive conditions and the increasing a@fsabor, we have determined, as a strategi
matter, not to make significant additional investiisein this area. Moreover, the technology idyaleveloped and only 5% of our product
development expenditures over the past three yeaes related to this business.




Raw Materials and Our Suppliers

In connection with our induction lighting business purchase glass shells, high temperature caideger supplies, mercury
amalgam, and aluminum blocks. The key suppliestasged for our electrolytic capacitors are posiéind negative foil.

During fiscal year 2014 and 2013, we significamdyamped our purchasing policies. Management siiied its purchase of raw
materials to include a variety of suppliers, inéghgdAnhui Tianchangxinlong , Zhongshan Leiyou, @¢ehou Ruigi Electronics, Yangzhou
Ruike, and Jiangsu Baoying. As a result, thereweaeliance on any specific supplier for more théfo of our purchases during the fiscal
years ended May 31, 2014 and 2C
Our Customers

Throughout our history, the bulk of our annual sdalave been made to a few major customers. Howeitbrthe growth in our
lighting business, the degree of concentratioruinaustomer list has declined.

For the 2013 fiscal year, there were two signiftactounts which together produced 30% of our regefihese were project-based
contracts in Yinchuan and with Muyang Holding Lide do not anticipate any significant future safethese same customers.

For the 2014 fiscal year, there were two signift@etounts which together produced 12% of our regefmhese were energy saving
management contracts with Changzhou Gaoke Propkntyagement Co. and with Guiyang Gaoke Holding Ce.d& not anticipate any
significant future sales to these same customers.

I ntellectual Property

We have proprietary rights with redpgecour technology. We are currently operatingwlil0 patents and have 15 new applications
pending. We believe that the breadth of descripdibour patents gives us significant protection.

Changzhou Huayue also uses holds registered trallerioa its LED, induction lamp and electrolyticpaeitor businesses.
Insurance

Changzhou Huayue maintains the insurance requirédebPRC Labor and Social Security Law. That taandates that we contribi
an amount equal to a percentage of our payrokversl multi-employer welfare programs. The aggtegontribution is approximately 25%

of payroll. As a result, as our business expandsoar payroll increases, our contributions to ¢heograms will increase proportionately.

In addition, we insured certain property againsidents in our commercial insurance policy. Thealtannual premium on this policy
is 308,936 RMB or approximately $50,000.




Environmental Considerations

Induction lamps, such as those manufactured by @teou Huayue, are considered to be highly environiatly friendly and
preferable to induction and fluorescent lights adimnmental grounds. Because of their longerdjgans, induction lamps need to be disce
much less frequently. Moreover, the solid meramalgam used in induction lamps can be disposedtibfreasonable efforts and does not
produce either water or ground pollution. The Conypaas in compliance with local environmental laavsl regulations for the fiscal 2014 ¢
2013.

Employees

We currently have a total of 106 employees. Ofaherall total, 25 employees are in managementenifloyees specialize in
research and development and a team of 30 emplayeeakevoted to sales. The remainder of our eneplware in production.

ITEM 1A. RISK FACTORS

Investing in our common stock involves risk. Yowsld carefully consider the risks described belogether with all of the other
information contained in this Report, including firancial statements and the related notes, befecaling whether to purchase any shares o
our common stock. If any of the following risks acs, our business, financial condition or operatiegplts could materially suffer. In that
event, the trading price of our common stock calddline and you may lose all or part of your inuesstt.

The market for energy efficient lights is highlyrmgetitive, which could adversely affect our saled financial condition.

Several major multi-national enterprises dominh&global market for lighting. These competitars much larger than we are and
have substantially greater financial resourcesdhaiv them to be in a better position to withstahdnges in the industry. Many also have
been in the business for a longer period of tingklzave greater accumulated experience and highbalghame recognition. In addition, our
existing competitors may introduce new productebam alternative technologies that may cause les&customers which would result in a
decline in our sales volume and earnings. Itse &ikely that new competitors will enter the ligig market in China. These entities may
broaden or enhance their offerings to provide apcbsimilar to ours or to compete more effectivelth our products. While we currently
have advantages over our competitors in certaiitddrportions of the Chinese market for energycedfit lighting, there can be no assurance
we will be able to maintain these advantages aues.t The effort necessary to compete effectivélynding acquisitions, hiring new
employees, broadening sales efforts and incurtiegther costs of marketing expansion - will inseeaxpenses and thus adversely affect our
margins. Costs incurred in research and developmay also increase. Competition could cause Ussemarket share, or increase
expenditures or reduce pricing, each of which wddde an adverse effect on the results of our tipes cash flows and financial condition.

We have been actively engaged in the energy effiliggting business, the anticipated source ofghterprise’s growth, only since
2009. Unless we effectively manage our growthmarg not be profitable.

Although Changzhou Huayue was founded in 1999] 2609 we were engaged solely in the electrolydipacitor business, a busin
that is substantially unrelated to our lighting @imns. While we have met with initial successhia development, production and sales of
energy efficient lamps, there can be no assurdratehis will lead to positive financial resultsthre future. Management also anticipates a
major expansion of the operations carried on bynghhou Huayue. To achieve the objectives in ogifass plan, we must hire and train
additional personnel and will require new equipméatilities, information technology and other edtructure resources. We do not know if
we will be able to expand our business rapidly gihoor adequately manage this growth. If we doagstrately predict demand for our
products, we may have too much or too little prdigunccapacity. If growth is not effectively managed, it may havsudstantial negative
impact on our operations and profitability. Algmprovement may be needed in operational, finaraidl management controls and our
reporting systems and procedures. The compleXkitgral intense competition in, this business wallise us to face many challenges, some of
which are not foreseeable. If an ongoing sourdiahcing is not available, the ability to contehangoing operations could be compromised.
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Our expansion into the international market wilfjtere capital investment, which may result in ddatof the equity of our present
shareholders or significantly increased borrowirgsts.

Our business plan contemplates that we will exgandsales both domestically and internationally. aEhieve that aim, we will need
capital. So our business plan contemplates thatilleaise $30 million in capital during the netxto years in order to build a new production
and sales distribution center and implement ouwtistrategy. We intend to raise all or a larggipo of the necessary funds by selling eq
in our company. At present we have no commitmearhfany source for those funds. We cannot deterntiverefore, the terms on which we
will be able to raise the necessary amounts. gossible that we will be required to dilute théueaof our current shareholders’ equity in order
to obtain the funds. On the other hand, if wefareed to borrow these amounts, our cost of capiifhkignificantly increase. But if we are
unable to raise the necessary funds, our growthbeilimited, as will our ability to compete effeatly.

The nature of our receivables and the unavailapibt receivables financing in China will restriairocash flows, and may interfere
with our ability to fund growth.

Our standard arrangement with customers requingsi@at for sales 90 days after delivery. In martyadions, however, we afford
customers much longer to pay. For example, wheprareide lamps to contractors working on governngamistruction projects, we respect
the government practice of paying only after thérerproject is inspected by requiring payment 89safter actual installation of the lamps
addition, a growing portion of our business invahentering into energy management contracts wikocuers or participating in energy
management contracts written by contractors, untkéch the customer is not required to pay untit@awvings from the energy efficient lamps
are realized. In these and similar circumstanzaiscollection of receivables will take place oeerextended period of time. In the meantime,
however, the current efforts of China’s governnterestrict bank lending and control monetary eamprevent us from financing our
receivables. As a result, in many cases our @sburces must be used to pay ongoing expensehkécash revenue arising from those
expenses is collected. This situation limits caslcresources and may, in turn, limit our growtth prevent us from taking advantage of
opportunities for expansion and market penetrétian present themselves.

Changes in technology could make our products @bsar uneconomic.

Our proprietary technology for energy efficienturation lamps is a key competitive advantage for @ertain aspects of our lamps
protected by patents in the PRC. However, neveldgwments in the field of lighting are occurringaatapid pace, and there can be no
assurance that such development will not givetasedifferent type of lamp that is superior togbwffered by Changzhou Huayue. To the
extent that our competitors can take advantagewftechnologies, competition in the market for figh will increase and our revenues could
decline.

Our inability to protect our trademarks, patent aindde secrets may prevent us from successfullketiag our products and
competing effectively.

Failure to protect our intellectual property cohlerm our brands and our reputation, and adversfdgtaur ability to compete
effectively. Further, enforcing or defending outeifectual property rights, including our trademsrgatents, copyrights and trade secrets, «
result in the expenditure of significant financald managerial resources. We produce, market dmlisgoroducts under the brand “Huayue”
using a number of trademarks that we have regikteWe cannot provide any assurance that tradepratkction will provide adequate
protection for our brands. We regard our intellatproperty, particularly our trademarks and traderets, to be of considerable value and
importance to our business and our success. Wenedycombination of trademark, patent, and tradeesy laws, and contractual provision
protect our intellectual property rights. There bano assurance that the steps taken by us tcptbese proprietary rights will be adequat
that third parties will not infringe or misapprogiie our trademarks, trade secrets or similar petay rights. In addition, there can be no
assurance that other parties will not assert igéiment claims against us, and we may have to plitgision against other parties to assert ou
rights. Any such claim or litigation could be cgstind we may lack the resources required to dedgaghst such claims. In addition, any event
that would jeopardize our proprietary rights or afgims of infringement by third parties could ha/material adverse effect on our ability to
market or sell our brands, and profitably explait products.
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We currently benefit from the support of the PR@egoment and would be adversely affected weredliergment to change its view.

The PRC government provides Changzhou Huayue wlbénefits of preferential policies. Among thedfés that have had a direct
impact on our financial results are grants for texdbgy development and favorable tax rates. Ofigs even more importance to our overall
financial results is the fact that induction langps on the government procurement list and th@maltigovernment has expressed a policy
favoring the use of induction lamps in governmemidied construction projects. Projects initiatedybyernment ministries and commissions
have increased the demand for our products. I§tvernment were to change its position on thedtidn lighting industry in general, or
Changzhou Huayue specifically, it would have a maltadverse effect on the company.

Our electrolytic capacitor business operates aisadvantage to certain competitors, and we havewaike substantial new
investments in this activity, making it highly kel that it will generate any meaningful growthtfie future.

The market for electrolytic capacitors in the PR®ighly competitive, and the product is maturéVe regard it as a sunset business.
40 of our employees work in this area, and worlédtrnover and increased labor costs are signifijgaoblems. Certain of our competitors
have advantages in technology and economies &f.stde have targeted the lower end of the marke¢rgvwe can continue to compete, but
have not, and will not, devote significant addibresources to this business, either for resemmdhdevelopment or new facilities. We hope tc
maintain the absolute levels of revenue and podfihe electrolytic capacitor business, but dowvietv it as a source of future growth.

We may have difficulty establishing adequate mamagé and financial controls in the PRC.

The PRC has only recently begun to adopt the mamageand financial reporting concepts and practicasinvestors in the United
States are familiar with. This is a significantiolge for Huayue’s management. We currently ddawee employees who have the experience
necessary to implement the kind of managementiaaddial controls that are expected of a U. S. ipuddmpany and may have difficulty
hiring and retaining such employees in the PRGvdfcannot establish such controls, we may expegi€ifficulty in collecting financial data
and preparing financial statements, books of adcand corporate records and instituting busineastimes that meet U.S. standards.

General economic conditions in the PRC, includiiffjadilt credit and construction markets, affecnugnd for our products.

The success of our future sales efforts will teeatent depend on the positive momentum of the Geireonomy and the strength of
Chinese public entities and enterprises. Recdiurechby the governmental authorities indicate sirégo slow the acceleration of the
economy. Also, many observers are predicting mifiggnt drop in commercial real estate prices,alhivould have a material negative impact
on the overall economy. A significant economiorslown or, more importantly, a recession could satiglly hinder our efforts to implement
our business plan.
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Currency fluctuations may adversely affect our agiag results.

Changzhou Huayue generates revenues and incurssegeand liabilities in RMB. However, Huayue wdport its consolidated
financial results in the United States in U.S. Bl As a result, our financial results will béjsat to the effects of exchange rate fluctuations
between these currencies. From time to time, BR€ Bovernment may take action to stimulate the €wgreconomy that will have the effec
reducing the value of the RMB. In addition, int&ional currency markets may cause significantsidjents to occur in the value of the
RMB. Any such events that result in a devaluatibthe RMB versus the U.S. Dollar will have an adeceffect on our reported results. We
have not entered into agreements or purchasedimstits to hedge our exchange rate risks.

Capital outflow policies in China may hamper ouiléypto pay dividends to shareholders in the Udittates.

The PRC has adopted currency and capital transfedations. These regulations require that we cgmjth complex regulations for
the movement of capital. Although PRC governmepddicies were introduced in 1996 to allow the centibility of RMB into foreign
currency for current account items, conversion BfERinto foreign exchange for capital items, sucliaeign direct investment, loans or
securities, requires the approval of the State Adstration of Foreign Exchange. We may be unablebtain all of the required conversion
approvals necessary for our operations, and the leB@atory authorities may impose greater regriston the convertibility of the RMB in
the future. Because most of our future revenudsbeiin RMB, any inability to obtain the requisé@pprovals or any future restrictions on
currency exchanges will limit our ability to payitlends to our shareholders.

We cannot determine whether, under the EIT Lawnag be classified as a “resident enterprise” of @i Such classification would
likely result in unfavorable tax consequences tang our non-PRC stockholders. Our inability tokeahe determination will subject our
shareholders to uncertainty regarding whether sdléheir shares will subject them to taxation init@h

Under the New Income Tax (“EIT”) Law, enterprisesablished outside the PRC whose “de facto managenoelies” are located in
the PRC are considered “resident enterprises” lagid global income will generally be subject to tiréform 25% enterprise income tax rate.
On December 6, 2007, the PRC State Council pronedghe Implementation Regulations on the New Inediax Law (the “Implementation
Regulations™), which define “de facto managementibs’ as bodies that have material and overall pament control over the business,
personnel, accounts and properties of an enterpnisldition, a recent circular issued by the &stfadiministration of Taxation on April 22,
2009 provides that a foreign enterprise contraigéd PRC company or a PRC company group will besdiad as a “resident enterprise” with
its “de facto management bodies” located withinBiC if the following requirements are satisfied:

i. the senior management and core management depgstimeharge of its daily operations function muiiml the PRC
ii. its financial and human resources decisions argsutp determination or approval by persons olié®d the PRC

iii. its major assets, accounting books, compaalss and minutes and files of its board and sluddehs' meetings are located or
kept in the PRC; an

iv. more than half of the enterprise's directors oisananagement with voting rights reside in the P
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Because the EIT Law, its implementing rules andr&oent circular are relatively new, no officiatérpretation or application of this
new “resident enterpriselassification is available. Therefore, it is uraldow tax authorities will determine tax residebeged on the facts
each case. Because we lack guidance regardinghHeoRRC tax authorities will interpret and applg &8IT Law, our management has
determined that it will not make a decision as twether Huayue Electronics is a resident enterfioisERC enterprise income tax purposes
unless and until we either plan to remit funds fromn Chinese subsidiary to its Delaware sharehaldere plan to pay dividends to the
shareholders of our U.S. parent corporation. timegisituation, our determination would be basethterpretations of the EIT Law prevailing
at that time.

If the PRC tax authorities determine that HuaywcEbnics is a “resident enterprise” for PRC enisgiincome tax purposes, a
number of unfavorable PRC tax consequences colitohfo

. First, we may be subject to the enterprise incaameat a rate of 25% on our worldwide taxable incorikis would mean that
any non-China source income would be subject to BRErprise income tax at a rate of 25%, the satecapplied to
corporate income earned within China. Currentbwéver, we have no n-China source incom:

. Second, although under the EIT Law and its implaigrrules dividends paid to our non-PRC subsidfemyn our PRC
subsidiary would qualify as “tax-exempt income,” egnnot guarantee that such dividends will notligext to a 10%
withholding tax, as the PRC foreign exchange caérimthorities, which enforce the withholding taxvie not yet issued
guidance with respect to the processing of outbaendttances to entities that are treated as reselgerprises for PRC
enterprise income tax purposes. Currently, neitlietU.S. parent corporation nor our Delaware sliagy has any significant
cash resources or liquid assets. Unless andawntll.S. parent corporation obtains funds fromsthle of securities, the funds
required to operate our U.S. parent corporationandelaware subsidiary must be obtained eitrmnfioans by related
parties or by dividends paid by our PRC subsididmgposition of a withholding tax on such dividerasild interfere with ot
ability to finance the operations of our U.S. paramd Delaware subsidiar

. Third, it is possible that future guidance issuéthwespect to the new “resident enterprise” cfassion could result in a
situation in which the PRC will attempt to impos&@ withholding tax on dividends that Huayue Hiewics pays to our
nor-PRC stockholder:

. Finally, it is possible that resident enterprisassification could result in the PRC seeking toaay gains derived by our non-
PRC stockholders from transferring their sharesuncompany. Although most of our non-PRC sharefslevould not be
subject to the jurisdiction of the PRC tax authesit the uncertainty regarding whether they malatde to pay such a tax
could be a burden for some of our shareholdersicpéarly those who have business or other intsresthe PRC

We have limited business insurance coverage.

The insurance industry in the PRC is still at artyestage of development. Insurance companies in&biffer limited business
insurance products. Chinese insurance companiastdto our knowledge, offer business liabilitgimance. Other than coverage for certain
accidents, we do not have general business lyalmiturance coverage for our operations. Moreawvhbile business disruption insurance is
available, we have determined that the risks atigiion and cost of the insurance are such thadaveot require it at this time. Any business
disruption, litigation or natural disaster mighsuét in substantial costs and diversion of resairce

Because our funds are held in banks which do n@tige insurance, the failure of any bank in whiahdeposit our funds could aff
our ability to continue in business.

Banks and other financial institutions in the PRCndt provide insurance for funds held on depo&i.a result, in the event of a bank
failure, we may not have access to funds on def@sjtending upon the amount of money we maintambank that fails, our inability to have
access to our cash could impair our operations, ima are not able to access funds to pay ouplgns, employees and other creditors, we
may be unable to continue in business.
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Failure to comply with PRC regulations relatingtte establishment of offshore special purpose comepdy PRC residents may
subject our PRC resident shareholders to persaaallity, limit our ability to acquire PRC comparsi@r to inject capital into our PRC
subsidiary, limit our PRC subsidiary’s and affikés$ ability to distribute profits to us or otheneisnaterially adversely affect us.

In October 2005, SAFE issued the Notice on Relelsmtes in the Foreign Exchange Control over Fimgnand Return Investment
Through Special Purpose Companies by Residen@di@hina, generally referred to as Circular 75.c@ar 75 required PRC residents to
register with the competent local SAFE branch hefstablishing or acquiring control over an offghspecial purpose company, or SPV, for
the purpose of engaging in an equity financingidetsf China on the strength of domestic PRC ags@&ally held by those residents.
Internal implementing guidelines issued by SAFEicitbecame public in June 2007 (known as Notice,1&@panded the reach of Circular 75
by (1) purporting to cover the establishment ongitjon of control by PRC residents of offshorgites which merely acquire “control” over
domestic companies or assets, even in the absétegabownership; (2) adding requirements relatmghe source of the PRC resident’s fund:
used to establish or acquire the offshore entitypdng the use of existing offshore entities fiisloore financings; (3) purporting to cover
situations in which an offshore SPV establisheswa subsidiary in China or acquires an unrelatedpzom or unrelated assets@hina; and (4
making the domestic affiliate of the SPV resporesiol the accuracy of certain documents which rhadiled in connection with any such
registration, notably, the business plan which diess the overseas financing and the use of preceAthendments to registrations made u
Circular 75 are required in connection with anyr@ase or decrease of capital, transfer of sharegers and acquisitions, equity investment o
creation of any security interest in any assetatkxt in China to guarantee offshore obligationd, datice 106 makes the offshore SPV jointly
responsible for these filings. Failure to complyhathe requirements of Circular 75, as applied B¥ES in accordance with Notice 106, may
result in fines and other penalties under PRC fawsvasion of applicable foreign exchange restis. Any such failure could also result in
the SPV’s affiliates being impeded or preventednfaistributing their profits and the proceeds frany reduction in capital, share transfer or
liquidation to the SPV, or from engaging in othemsfers of funds into or out of China.

We have advised our shareholders who are PRC resjdes defined in Circular 75, to register with televant branch of SAFE, as
currently required, in connection with their equityerests in us and our acquisitions of equitgriests in our PRC subsidiary and affiliate.
However, we cannot provide any assurances thateRgting registrations have fully complied witind they have made all necessary
amendments to their registration to fully complthyiall applicable registrations or approvals reggiiby Circular 75. Moreover, because of
uncertainty over how Circular 75 will be interprét@nd implemented, and how or whether SAFE willlgjifto us, we cannot predict how it
will affect our business operations or future stgits. For example, our present and prospective StR€idiary’s and affiliate’s ability to
conduct foreign exchange activities, such as th@ttence of dividends and foreign currency-denonsddorrowings, may be subject to
compliance with Circular 75 by our PRC residentdfmial holders. In addition, such PRC residenty mat always be able to complete the
necessary registration procedures required by 2ir@b. We also have little control over either pugsent or prospective direct or indirect
shareholders or the outcome of such registrationgatures. A failure by our PRC resident benefiotdtiers or future PRC resident
shareholders to comply with Circular 75, if SAFuees it, could subject these PRC resident beiaéfiolders to fines or legal sanctions,
restrict our overseas or cross-border investmentites, limit our subsidiary’s and affiliate’s ity to make distributions or pay dividends or
affect our ownership structure, which could advisraéfect our business and prospects.

Failure to comply with the U S. Foreign Corrupt Btiwes Act could subject us to penalties and o#tilverse consequences

As our ultimate holding company is a U.S. corpamatiwe are subject to the U.S. Foreign CorrupttiRreag Act, which generally
prohibits U.S. companies from engaging in briberpther prohibited payments to foreign officials fbe purpose of obtaining or retaining
business. Foreign companies, including some thgtaompete with us, are not subject to these prtibits. Corruption, extortion, bribery, pay-
offs, theft and other fraudulent practices may odmm time-to-time in the PRC. We can make no esste, however, that our employees or
other agents will not engage in such conduct factvive might be held responsible. If our employeesther agents are found to have eng
in such practices, we could suffer severe penaditiesother consequences that may have a matevialssedeffect on our business, financial
condition and results of operations.

Uncertainties with respect to the PRC legal systenid limit the legal protections available to yand us.

We conduct substantially all of our business thfoagr operating subsidiaries in the PRC. Our opegaubsidiaries are generally
subject to laws and regulations applicable to fprénvestments in China and, in particular, lawgligpble to foreign-invested enterprises. The
PRC legal system is based on written statutespeandcourt decisions may be cited for referencetave limited precedential value. Since
1979, a series of new PRC laws and regulations sigwéficantly enhanced the protections affordesiadous forms of foreign investments in
China. However, since the PRC legal system conginoi@volve, the interpretations of many laws, feiipns and rules are not always uniform
and enforcement of these laws, regulations and inol@lve uncertainties, which may limit legal protions available to us. In addition, any
litigation in China may be protracted and resuluibstantial costs and diversion of resources aarthgement attention.
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We are a Delaware holding company and most of sseta are located outside of the United StatesofAdur current operations are
conducted in the PRC. In addition, all of our dices and officers are nationals and residents@PtRC. All of the assets of these persons is
located outside the United States. As a resuttaiy be difficult for you to effect service of pr@sewithin the United States upon these person:
It may also be difficult for you to enforce in U&urts judgments on the civil liability provision§the U.S. federal securities laws against us
and our officers and directors, who are not regglanthe United States and the substantial mgjofitvhose assets are located outside of the
United States. In addition, there is uncertaintyoawhether the courts of the PRC would recognizendorce judgments of U.S. courts. Courts
in China may recognize and enforce foreign judgsénticcordance with the requirements of the PR@ Biocedures Law based on treaties
between China and the country where the judgmentide or on reciprocity between jurisdictions. @hdoes not have any treaties or other
arrangements that provide for the reciprocal reitmgnand enforcement of foreign judgments with thated States. In addition, according to
the PRC Civil Procedures Law, courts in the PRC nat enforce a foreign judgment against us orditectors and officers if they decide that
the judgment violates basic principles of PRC lawational sovereignty, security or the public iet. So it is uncertain whether a PRC court
would enforce a judgment rendered by a court irlthited States.

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

Management does not expect to hold annual meatingfsareholders in the next few years, due to #pemse involved. The current
members of the Board of Directors were appointethab position by the previous directors. If otdeectors are added to the Board in the
future, it is likely that the current directors Idppoint them. As a result, the Company’s shddse will have no effective means of
exercising control over its operations.

Our common stock is subject to penny stock rules.

Our common stock is subject to Rule 15g-1 througpr2 under the Exchange Act, the SEC regulationgpenny stocks.” Penny
stocks include any equity security that is noelisbn a national exchange and has a market pries®than $5.00 per share, subject to certair
exceptions. The regulations impose certain salestioe requirements on brokéealers which sell penny stock to persons other éstablishe
customers and “accredited investors” (generallgividuals with a net worth in excess of $1,000,00@n annual incomes exceeding $200,00(
(or $300,000 together with their spouses)). Fardaations covered by this rule, a broker-dealert magke a special suitability determination
for the purchaser and have received the purchasetten consent to the transaction prior to the.sim addition, prior to any non-exempt
buy/sell transaction in a penny stock, a discloseteedule defined by the SEC relating to the pestogk market must be delivered to the
purchaser of such penny stock. This disclosure inakide the amount of commissions payable to Ho¢tbroker-dealer and the registered
representative and current price quotations foctirmon stock. The regulations also require thaithig statements be sent to holders of
penny stock that disclose recent price informatarthe penny stock and information of the limitadrket for penny stocks. These rules
adversely affect the ability of broker-dealersétl penny stock, and may adversely affect the ntditeidity of our common stock if it
becomes subject to the penny stock rules.

ITEM 1B UNRESOLVED STAFF COMMENTS

Not Applicable.
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ITEM 2. DESCRIPTION OF PROPERTY

Changzhou Huayue produces both its induction laamgiselectrolytic capacitors at a facility in Changa City. This factory has a
production base of 15,000 square meters and isaiwy¢he Company.

We expect that our current facilities will be adatgufor our operations for the foreseeable future.
ITEM 3. LEGAL PROCEEDINGS
None.
ITEM 4. MINE SAFETY DISCLOSURES
Not Applicable.
PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMO N EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES.

(a) Market Information
Our common stock is currently listed for quotatmnthe OTCQB Market under the symbol “HUAY.” Thaléwing table sets forth

for the respective periods indicated the pricehefcommon stock, as reported by the OTCQB Markeich prices are based on inter-dealer
bid and asked prices, without markup, markdown, ro@ssions, or adjustments and may not represenalgcaunsactions.

Bid

Quarter Ending High Low

August 31, 201. $ 28C $ 1.2t
November 30, 201 $ 3.01 $ 2.8C
February 28, 201 $ 3.1 % 2.0C
May 31, 201: $ 3.0 $ .7C
August 31, 201: $ 3.0 $ 2.7
November 30, 201 $ 27C % 2.7C
February 28, 201 $ 27C % 2.7¢C
May 31, 201¢ $ 20C $ 1.7¢

(b) Shareholders
On September 14, 2014, there were approximatehhé88rs of record of our common stock.
(c) Dividends

Since the Compang’incorporation, no dividends have been paid orGammon Stock. We intend to retain any earningsi$arin ou
business activities, so it is not expected thatdimglends on our common stock will be declared paid in the foreseeable future.
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(d) Securities Authorized for Issuance Under BgGibmpensation Plans

The information set forth in the table below regagdequity compensation plans (which include indinal compensation
arrangements) was determined as of May 31, 2014.

Number of
securities
to be Weighted Number of
issued average securities
upon exercise remaining
exercise price available for
of of future is
outstandin  outstandin  suance unde
options, options, equity
warrants warrants  compensatic
and rights  and rights plans
Equity compensation plans approved by securitydrs 0 N.A. 0
Equity compensation plans not approved by sechotglers 0 N.A. 0
Tote 0 N.A. 0

(e) Sale of Unregistered Securities

Huayue Electronics did not effect any unregistesalés of equity securities during the fourth quasfehe fiscal year ended May 31,
2014.

() Repurchase of Equity Securities

Huayue Electronics, Inc. did not repurchase anysaquity securities that were registered undeti®e 12 of the Securities Act
during the fourth quarter of the fiscal year entiay 31, 2014.

ITEM 6. SELECTED FINANCIAL DATA
Not applicable.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITIONS AND RESULTS OF
OPERATIONS

Results of Operations

The following data is derived from the Company’sn€olidated Statements of Income and Comprehensoarie for the years ended May 31,
2014 and 2013:
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For The Years Ended May

31,
Percentage
2014 2013 Change Change

Net sales $ 12,239,72 $ 14,326,37 (2,086,64) -15%
Cost of goods sold 6,568,91 8,785,61! (2,216,699 -25%
Gross profit 5,670,81! 5,540,76! 130,05! 2%
Gross Profit Margin % 4€% 3% 8%

Selling expense 58,03: 36,66( 21,37: 58%
General and administrative expenses 1,500,86; 717,29. 783,57( 10%
Income from operations 4,111,91 4,786,80! (674,89) -14%
Interest income (expens (112,95) (263,67() 150,71 -57%
Other income (expenses) 249,77¢ 83,61¢ 166,15! 19%
Income before income taxe 4,248,74. 4,606,75 (358,019 -8%
Income taxes (637,31) (849,472 212,16. -25%
Net income $ 361143 $ 3,757,28 (145,85 -4%
Basic and diluted earning per common she $ 0.1z $ 0.1Z - 0%

Sales

Since 2009 the Company’s operations have gradegfibhcused from an exclusive involvement in the nfiacture and sale of
electrolytic capacitors to a primary focus on thke of energy efficient lighting products. The tionation of this refocusing during fiscal year
2014 is demonstrated in the following comparisosailés by product for year ended May 31, 2014 hagear ended May 31, 2013:

For The Years Ended May 31,

% of total % of total Percentage

Product Category 2014 sales of 201 2013 sales of 201. Change Change
Electrolytic capacitors $ 1,558,38 13% $ 3,915,66: 27% (2,357,27) -60%
Induction lighting

Sales from products or 8,305,35! 68% 4,376,04. 31% 3,929,311 90%

Sales from products with
installation - 0% 6,034,66! 42% (6,034,661 -10(%

Sales from energy managemen
contracts 2,375,98 19% - 0% 2,375,98 10(%
Total $ 12,239,72 100% $ 14,326,37 10(% (2,086,64) -15%
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As the table indicates, our traditional capacitosihess decreased 60% in revenue. At the same hioneever, our energy efficie
lighting business recorded a 3% increase in fi26a¥ compared to fiscal 2013. The primary cao$éise increase were:

. Late in fiscal 2012 we introduced our line of LEDrogucts, which expanded our target market from
government/commercial market we target with induretighting to include the retail and home officanket for which LEL
lighting is most appropriate. In fiscal 2014, LBBbducts produced most of our lighting reveni

. In the middle of fiscal 2012, we changed our disttion strategy, moving from direct sales to theal@ment of region
sales agents. The use of sales agents to mankptanucts has yielded consecutive and steady @sst

At the same time, however, changes in the natumiogales structure have slowed the pace of grofutur lighting business. Duril
fiscal 2013, we offered installation service tareoercial customers when they purchased lightinghfts. The revenue from these sales
installation packages were attributable to thregomaustomers, who accounted for more than 42% wftotal sales in fiscal year 20
However, we did not generate revenue from similasitess in fiscal year 2014. Instead, in 2014 ogu$ has been on marketing of en
management contracts ("EMC"). During fiscal 2014 weceived revenue of $2.38 million from EMCs. &ect more revenue will
generated from EMC contracts in the future. Howgtrez revenue that we realize from EMCs is sprea the life of the contract. Therefi
EMC sales do not grow revenue as rapidly as proaludtinstallation sales that dominated our busiimefiscal 2013.

We expect our lighting sales to continue to grovisnal 2015 and beyond. The principal factorg thi#l contribute to the future
growth of lighting sales will be:

. Our domestic distribution network continues to grgarticularly for the sale of LED lights, a massinarket that we have
only recently begun to penetra

. We are in the final stages of securing an inteomatli distribution network and the governmental appts necessary for
international sales. We expect international slgseld a significant portion of our revenue iscal 2015

. A small but growing portion of our lighting saleeaow made in connection with an energy manageuownitact
(“EMC”"). The EMC extends the payment term for sfade over the period when energy savings will alfloescustomer to
recoup the cost of the lighting. The EMC, therefatelays our revenue recognition, but allows uetmand very high
margins on EMC sales. We have entered into a nunftEEMC contracts during fiscal 2014, and we exprare EMC will be
signed in future period.

. Our engineers continue to enhance our existingymtsdand develop new lighting products, each ottvioipens a new
submarket for us

Gross Profit

The profitability of our sales increased signifittgrin fiscal 2014, during which we achieved a grosargin of 46% compared to 3
gross margin recorded in fiscal 2013. The primagson for the increase was that in fiscal 2014,new EMC program yielded a relativ
high gross margin, up to 82% on some contractguagmers are willing to pay higher prices for tigh when assured that the cost will
offset by energy savings. Since 19% of total reeewas attributable to EMC sales during the fisary2014, the high profitability of EN
sales pushed our overall gross margins higher congp#o fiscal year 2013.

Gross profit for the year ended May 31, 2014 i$$53nillion, comparing to $5.54 million recordedfiscal year 2013.
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Operating Expenses

Total operating expenses for the fiscal year erday 31, 2014 were $1,558,899, an increase of $&87408 107%, from $753,952
recorded in fiscal year ended May 31, 2013. Thmary reason for the increase was an allowance &f 933 that we recorded in fiscal 2014
for bad debt expense related to accounts receieatleadvance to vendors. Among the methods tha@dingpany utilized to evaluate the
collectability of its receivables is an aging salled Provision for doubtful accounts was increasefiscal 2014 comparing to fiscal 2013 for
both accounts receivable and advances to supplierso the increased balance of accounts receigabledvances aged over one year.

General and administrative expenses will contimui@t¢rease in the coming year, as we assume tligatibhs attendant to being a
U.S. public company, including legal and accoungmgenses and other expenses related to the mgrivfriour new shareholder base.

Net Income

As a result of our significant increase of G&A erpes, our income from operations decreased fro@88408 in the fiscal year
ended May 31, 2013 to $4,111,916 in the fiscal peaied May 31, 2014.

Until recently, the expansion of our business wasléd primarily by short-term loans. As discussetlLiquidity and Capital
Resources” below, our cash flow has in most yeaenlslowed by the relatively lengthy period reqaiite collect many of our receivables. To
fill the gaps in our cash flow, we required debgficing. Interest expense, therefore, has histhyriepresented a significant reduction in our
net income. As of May 31, 2014, however, we hawgtdierm loans of $2,960,474 comparing to the totahort term loans and bank notes of
$4,687,626 as of May 31, 2013. As a result, otar@st expense for the fiscal year ended May 314 2¢as $187,298 compared to interest
expense of $258,392 in fiscal 2013.

Although the corporate income tax rate in China5%b, through November 2014 our Chinese subsididhpe/the beneficiary of a
15% tax rate afforded to high-tech companies iir if@wth stage. For that reason, our income taxdén for the fiscal year ended May 31,
2014 was $637,311, resulting in net income of $B432 ($.12 per share), compared to net incomaadHB¥,284 ($.12 per share) recorded in
fiscal 2013.

Our business operates primarily in Chinese Renntii®iiB”), but we report our results in our SEC fiigis in U.S. Dollars. The
conversion of our accounts from RMB to Dollars wébult in translation adjustments. While ourinebme will be added to the retained
earnings on our balance sheet, the translatiorsadgnts will be added to a line item labeled “acolated other comprehensive income,” since
they will be more reflective of changes in the tiglavalues of U.S. and PRC currencies than theesscof our business. Due to the
deprecation of U.S. Dollars against RMB, an “otb@mprehensive loss” of $183,993 was recorded ddisiegl 2014 compared to an “other
comprehensive income” of $209,066 during fiscal201

Liquidity and Capital Resources

Until recently the operations of the Company haerbieinded by contributions and short-term loansfour founder, Mr. Shudong
Pan, and his family. In recent periods, howeverhave developed bank lending relationships, waiehnow our primary source of
liquidity. Today, our current liabilities are iarge part made up of short term debt payable to&3ki banks. Most of these debts have been
guaranteed by related entities or secured by ptppemed by related parties. The proceeds of theses have been utilized primarily to
finance the development of our lighting business thie expanded sales effort for the new LED lightnoducts.

21




As of May 31, 2014, short-term loans accounted@f$ of the current liabilities, compared to sherm loans and notes accountec
63% of current liabilities as of May 31, 2013. Tiedance has decreased to $2,960,474 as of Mayd34,@mpared to $4,687,626 at May 31,
2013.

As is common in China, all of our bank borrowingl@ne on a short-term basis. As a result, theesatitount of $2,960,474 that we
owed to lending institutions at May 31, 2014 hasrbelassified as shorerm debt, although we have every reason to betleatethe institution
will replace the loans as they come due.

The largest component of our current assets isiotwunts receivable. Accounts receivable of $5I0Bas of May 31, 2014 is larg
relative to recent revenue. In our efforts to achia substantial beachhead in the induction lightirarket, after we are assured that the
customer has the capability and intent to make gaynwe offer our customers relatively generouspayt terms. Our standard payment term
are 90 days after delivery. However, for particylaittractive customers, with strong credit histsriwe apply a variety of payment practices:

. While the Company’s standard payment policy is 8¢sdin many cases the Company has offered cussquagment terms
beyond 90 day:

. The Company recognizes that Chinese governmenabaracies often pay for construction only when tire project is
complete and has been inspected. The Companyfdherbas special payment terms that it often plesito government
contractors, in which payment is due 90 days dlffteractual installation of the lighting productstbe jobsite

Our generous payment terms reduce our liquidigotme extent. The practice is harmful to our cash fparticularly in light of the
requirement that we prepay many of our vendorsdar materials and components, as discussed belogvpiiactice can also be damaging to
our operating results. For example, an increa$641,390 in our allowance for bad debts was rezmbrtiiring fiscal 2014. But our generous
payment terms do help us develop long-term, repestbmers.

The other large non-cash component of our curresgta was our advances to supplies. In Chinactoesa guaranteed supply of raw
materials and components, it is common practicedke prepayments to your principal suppliers, oftetine extent of several months’
requirements. In addition, rather than providing@@dzhou Huayue with a line of credit, the Compaimngeks pay Changzhou Huayue’s
vendors directly, which makes prepayment for ravtemials and components a method of assuring tlegitds available when needed. As of
May 31, 2014, we have a balance of advance to veraf¢288,183.

Our new EMC program produced another large noh-camponent of current assets, as well as a sigmifiother asset. When we
sign an electricity management contract with aamstr and deliver and install the purchased lighting recognize revenue in our statements
of income over the life of the contract - generalhe to two years, although EMCs may extend upvtoyfears. The present value of the lease
payments, net of costs, is recorded on our balaheets as an “investment in sales type lease.” @t 81, 2014, we had $2,184,168 in assets
from EMC, allocated between current and non-curassets of $1,000,168 and $1,184,000, respectively.

During fiscal 2014, cash provided from operatingvéites was $5,770,579 compared to cash used énating activities of $3,942,313
for the fiscal 2013. Cash flow increased despigeréduction in net income due primarily to a $2i8iom increase in our accounts payable and
accrued expenses, a $1.0 million increase in ostpayable, and the fact that our net incomeerréhent period was reduced by a non-cash
provision for doubtful accounts totaling $781,796.
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Cash used in investing activities was $5,560,28&hddiscal 2014 compared to $7,542,932 duringdis013. In both cases the cash
was used to purchase and equip our new factoygtating production

Cash used in financing activities was $130,508rdyfiscal 2014, as we used the proceeds from lzarsland related party loans to
satisfy other bank loans and notes. During fisealry2013, our financing activities provided $3,B32 in cash, as our principal shareholders

made a $3 million capital contribution and purchiaskares for an additional $3.2 million, which aléml us to reduce our short term bank Ic
by $4.0 million.

We believe our liquid assets and cash flow wilbldequate to fund our working capital needs fomtine twelve months. We are

actively seeking for equity financing in US capitadrket to further expand our business, but haseived no commitments for such financing

at this time. If we are forced to finance our calpiteeds through the issuance of debt or long benrowing, the interest rates we pay and our
interest cost of financing would increase.

Critical Accounting Policies and Estimates
In preparing our financial statements we are reglio formulate working policies regarding valuataf our assets and liabilities and
to develop estimates of those values. In our pegjoar of the financial statements for the year enday 31, 2014, there were two estimates

made which were (a) subject to a high degree ofmainty and (b) material to our results. Theseawer

. The determination, recorded Note 3 to our Finar8iatements, to make an increase of $641,390 a2@ %43 in our
allowance for bad debt on Accounts Receivable atidbAce to Suppliers, respective

. The determination, noted in Note 4 to our FinanS8iatements, that no allowance for impairment eéiory value was
warranted at May 31, 2014. The determination wastb@n our review of the turnover in inventory #mellikelihood of
realization of the value of the invento

Impact of Accounting Pronouncements

There were no recent accounting pronouncementhihvaet had a material effect on the Company’s firmposition or results of
operations.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangemieatiive or are reasonably likely to have a cuwefuture effect on our financial
condition or results of operations.

ITEM 7A QUANTITATIVE AND QUALITATIVE DIS CLOSURES ABOUT MARKET RISK.

Not Applicable.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of:
Huayue Electronics, Inc.

We have audited the accompanying consolidated balsimeet of Huayue Electronics, Inc. (the “Compaag’of May 31, 2014, and the rela
consolidated statements of income and comprehemsivene, stockholders’ equity, and cash flows Far fiscal year then ended. The
Company’s management is responsible for these tdated financial statements. Our responsibilityoi®xpress an opinion on these
consolidated financial statements based on out.audi

We conducted our audit in accordance with standafrttse Public Company Accounting Oversight Bodddited States). Those standards
require that we plan and perform the audit to sbtagasonable assurance about whether the consdlitiaincial statements are free of mat
misstatement. The Company is not required to hamewere we engaged to perform, an audit of itsrirdl control over financial reporting.
Our audit included consideration of internal cohtreer financial reporting as a basis for desigraniglit procedures that are appropriate in the
circumstances, but not for the purpose of exprgsamopinion on the effectiveness of the Compamg&rnal control over financial reporting.
Accordingly, we express no such opinion. An audifudes examining, on a test basis, evidence stippdhe amounts and disclosures in the
consolidated financial statements. An audit alstuitles assessing the accounting principles usedignidicant estimates made by
management, as well as evaluating the overall dioladed financial statement presentation. We belignat our audit provide a reasonable
for our opinion.

In our opinion, the consolidated financial statetegeferred to above present fairly, in all matenégpects, the consolidated financial position
of Huayue Electronics, Inc. as of May 31, 2014, thedconsolidated results of their operations &edt tash flows for the fiscal year then
ended in conformity with accounting principles gealy accepted in the United States of America.

/sI KCCW Accountancy Corp.

Diamond Bar, California
September 15, 2014




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and
Stockholders of Huayue Electronics Inc

We have audited the accompanying consolidated balaheet of Huayue Electronics Inc. as of May 3132@nd the related consolids
statements of income and comprehensive incomekhadtiters’ equity, and cash flows for year ended N8ay2013. Huayue Electronics Ire.’
management is responsible for these financial rs@tés. Our responsibility is to express an opiraarthese financial statements based ol
audit.

We conducted our audit in accordance with the statglof the Public Company Accounting Oversight @ nited States). Those stand:
require that we plan and perform the audit to obtaasonable assurance about whether the finastiééments are free of mate
misstatement. The company is not required to hawewere we engaged to perform, an audit of itsrival control over financial reporting. C
audit included consideration of internal controkep¥inancial reporting as a basis for designingitaptbcedures that are appropriate in
circumstances, but not for the purpose of exprgsamopinion on the effectiveness of the compsumyternal control over financial reportii
Accordingly, we express no such opinion. An autfibancludes examining, on a test basis, evidenpparting the amounts and disclosure
the financial statements, assessing the accouptingiples used and significant estimates made byagement, as well as evaluating
overall financial statement presentation. We belithat our audit provides a reasonable basis foopimion.

In our opinion, the financial statements referre@bove present fairly, in all material respedis, financial position of Huayue Electronics

as of May 31 2013, and the results of its operatamd its cash flows for the year ended May 31320Xonformity with accounting principl
generally accepted in the United States of America.

/sl Friedman LLP

Friedman LLP
New York, NY

August 28, 2013




Huayue Electronics Inc
Consolidated Balance Sheets
(In US Dollars)

May 31, May 31,
2014 2013
ASSETS
CURRENT ASSETS
Cash $ 344,63t $ 269,06!
Restricted cas - 969,85:
Accounts receivable, n 5,753,10! 8,399,47.
Other receivable 1,662,85! 71,04°
Inventory, ne 1,972,20! 940,32t
Advances to suppliel 288,18: 258,83.
Investment in sal-type leas-current 1,000,16! -
Deferred tax assets 164,56 39,15¢
Total current assets 11,185,72 10,947,75
PROPERTY AND EQUIPMENT, net 12,740,99 8,001,63:
OTHER ASSETS
Investment in sal-type leas-non curren 1,184,001 -
Deferred tax asse 34,48¢ -
Total other assets 1,218,48I -
TOTAL ASSETS $ 2514520 $ 18,949,39
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Short term bank loar $ 296047 $ 2,909,56
Notes payabli - 1,778,06
Accounts payable and accrued expet 3,062,78! 501,23
Taxes payabl 2,940,411 1,976,95:
Advances from custome 411,26¢ 269,10:
Deferred revent-current 71,77 -
Due to related parties 592,09! -
Total current liabilities 10,038,81 7,434,92i
LONG TERM LIABILITIES -DEFERRED REVENUE 164,48 -
TOTAL LIABILITIES 10,203,30 7,434,92!
COMMITMENT AND CONTINGENCIES
STOCKHOLDERS' EQUITY
Common stock, $0.001 Par value; 60,000,000 shatés@zed; 31,327,741 shares issued and outstal 31,32¢ 31,32¢
Additional paid in capita 6,866,35: 6,866,35:
Statutory Reserve 768,13: 406,99:
Accumulated other comprehensive inca 114,44 298,441
Retained earnings 7,161,64! 3,911,35!
Total stockholders' equity 14,941,90 11,514,47
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 25,14520 $ 18,949,39




Huayue Electronics Inc

Consolidated Statements of Income and Comprehensiviecome

Net sales
Cost of goods sold
Gross profit

Selling expense
General and administrative expenses

Total expenses
Income from operations
Non-operating income (expenses

Interest incom:
Other expense

Total non-operating income (expenses)

Income before income taxes
Income tax provision (benefit)

Current
Deferred

Total income tax provision

Net income

Other comprehensive income (loss) it
Foreign currency translation gain (loss)

Comprehensive Income

Basic and diluted earnings per common share

Weighted average number of common shares

(In US Dollars)

For the Fiscal Years Endec

May 31,

2014 2013
$ 12,239,72 $ 14,326,37
6,568,91. 8,785,61
5,670,81! 5,540,76!
58,031 36,66(
1,500,86: 717,29.
1,558,89! 753,95.
4,111,911 4,786,80
(112,95) (263,67()
249,771 83,61¢
136,82° (180,05
4,248,74. 4,606,75
800,71. 849,47:
(163,40, -
637,31: 849,47:
3,611,43. 3,757,28
(183,999 209,06
$ 3,427,43 3,966,35!
$ 0.1Z 0.17
31,327,74 30,727,08




Balance at June 1,
2012

Common Stock issu
Capital contribution
made by major
shareholde

Net income for the
year

Statutory reserve for
current year's prof
Foreign currency
translation gain
Balance at May 31,
2013

Net income for the
year

Statutory reserve for
current year's prof
Foreign currency
translation loss
Balance at May 31,
2014

Huayue Electronics Inc
Consolidated Statements of Stockholders' Equit

(In US Dollars)

Accumulated

Common stock Additional other
paid-in Statutory comprehensivi Retained
Shares Amount capital Reseves income earnings Total
30,067,74 $ 30,06¢ $ 669,93: $ 31,26: $ 89,37¢ $ 529,80: $ 1,350,44!
1,260,00! 1,26( 3,148,741 - - - 3,150,001

= = 3,047,68! - - - 3,047,68!
- - - - - 3,757,28. 3,757,28.
- - g 375,72 - (375,729 -
- - - - 209,06t - 209,06¢

31,327,74 31,32¢ 6,866,35: 406,99: 298,44( 3,911,35! 11,514,477
- - - - - 3,611,43: 3,611,43
- - g 361,14: - (361,14 -
- - - - (183,99) - (183,999

31,327,74 $ 31,32¢ $ 6,866,35 $ 768,13. $ 114,44 $ 7,161,64° $ 14,941,90
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Huayue Electronics Inc
Consolidated Statements of Cash Flows
(In US Dollars)

For the Fiscal Years Endec

May 31,
2014 2013
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 361143 $ 3,757,28
Adjustments to reconcile net income to net ¢provided by (used in) operating activitit
Depreciatior 647,25 230,90t
Provision for doubtful accoun 781,79¢ 224,03!
Deferred tax benef (163,400 -
Decrease (increase) in ass
Accounts receivabl 1,955,55! (4,541,69)
Other receivabl (1,623,461 1,016,44
Advances to suppliel (157,77() 1,988,68
Inventory (1,061,51) 1,074,21.
Investment in sal-type leas¢ (2,226,60) -
Increase (decrease) in current liabiliti
Accounts payables and accrued expe! 2,616,43: (256,68))
Advances from custome 147,671 (443,84)
Taxes payabl 1,002,34. 1,699,89.
Deferred revenu 240,84¢ (195,59;)
Other payables - (611,349
Net cash provided by operating activities 5,770,57! 3,942,311
CASH FLOWS FROM INVESTING ACTIVITIES:
Payment on equipment purchi (5,560,28) -
Deposit made for equipment purchase - (7,542,93)
Net cash used in investing activitie (5,560,28)) (7,542,93)
CASH FLOWS FROM FINANCING ACTIVITIES:
Cash released from bank no 978,80! -
Repayments of bank not (1,794,48) 158,88:
Proceeds from bank loa 4,159,93 (3,972,03)
Repayments of bank loa (4,078,37)) -
Net proceeds from related parties lo 603,59¢ 1,337,40:
Proceeds from stock issuar 3,150,001
Capital contribution by major shareholder - 3,047,68
Net cash (used in) provided by financing activities (130,50 3,721,93
EFFECT OF EXCHANGE RATE CHANGE ON CASH (4,214 9,017
NET INCREASE IN CASH 75,57: 130,32!
CASH - beginning of period 269,06! 138,741
CASH - end of period $ 344,63t $ 269,06!
SUPPLEMENTAL CASH FLOW DISCLOSURE
Income tax paid $ - $ -
Interest paid $ 187,29t $ 252,10!




HUAYUE ELECTRONICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 — ORGANIZATION AND BASIS OF PRESENTATION

Huayue Electronics, Inc. (“Huayue Electronics” be t‘Company”)is the new name for HXT Holdings, Inc., effective November 2, 201
Huayue Electronics, Inc. was incorporated undetdivs of the State of Delaware on January 13, 2005.

On September 2, 2011, Huayue Electronics acquilledf ahe outstanding capital stock of China Mekilding, Inc. (“China Metal”),a
privately owned corporation formed in the StateDelaware , United States of America, by merging HXdquisition Corp., a newly formi
Delaware corporation that was wholly owned by tl@m@any, into China Metal. China Metal is a holde@mpany whose only asset, t
through a subsidiary, is 100% of the registeredtabpf Changzhou Huayue Electronics Company, Léahif“Changzhou Huayue”g limitec
liability company organized under the laws of theople’s Republic of China (“China” or “PRC"Changzhou Huayue is engagec
developing, manufacturing and selling high freqyenoduction lights and electrolytic capacitors. @bahou Huayue offices an
manufacturing facilities are located in China.

The consolidated financial statements of the Com@ae prepared in accordance with accounting lesigenerally accepted in the Un
States of America (“US GAAP"The financial statements reflect the financial posi results of operations and cash flows of then@any an
its subsidiary, Changzhou Huayue Electronic Cdl,,lds of May 31, 2014 and 2013 and for the figears then ended.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of consolidation

The consolidated financial statements include ih@ntcial statements of the Company, China Metal@nangzhou Huayue. All interempan'
transactions and balances are eliminated in cafegain.

Use of estimates

The preparation of financial statements in conftymiith US GAAP requires management to make estismand assumptions that affect
reported amounts of assets and liabilities andltbelosure of contingent assets and liabilitiethatdate of the financial statements, as we
the reported amounts of revenues and expensesgdtiven reporting period. Actual results could diffeom those estimates. Signific
accounting estimates reflected in the Compsngonsolidated financial statements include: tHewance for bad debt, the valuation
inventory, and estimated useful lives and impairmeh property and equipment. Actual results coulffed from those estimated
management.

Cash and cash equivalents

For purposes of the statement of cash flow, the izom considers all highly liquid investments withaiginal maturity of three months or |
to be cash equivalents. All cash balances arenk bacounts in PRC and are not insured by the Be@&posit Insurance Corporation or o
programs.

Restricted Cash

Restricted cash represents required cash depgsitpart of collateral for bankers acceptance rdgable and letters of credit. The Comg
is required to maintain 50% to 100% of the balaofcéne bank’s acceptance notes payable to enstueefaredit availability.

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable are stated at net realizalleesv@n allowance for doubtful accounts is estdtdis based on the managemsrssessme
of the recoverability of accounts and other redgles. A considerable amount of judgment is requiredssessing the realization of tF
receivables, including the current credit worthine§ each customer and the related aging analpsisaquent account balances are writtgh-
against allowance for doubtful accounts after mansnt has determined that the likelihood of colbects not probable. As of May 31, 2(
and 2013, management assessed and recorded allfeamoubtful accounts of $909,591 and $268,26dpectively.
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HUAYUE ELECTRONICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[ nventory

Inventory consists of raw materials and packingemals for manufacturing, work in process, andstird goods. Inventories are valued a
lower of cost or market with cost determined oneighted average basis. Management compares thefcomstentory with the market val
and an allowance is made for writing down the in@gnto its market value, if lower than cost. Ashdéy 31, 2014 and 2013, management
identified no slow moving or obsolete inventory.

Plant, property and equipment

Plant, property and equipment are stated at ct&t.cbst of an asset comprises its purchase pritamy directly attributable costs of bring
the asset to its present working condition andtlona for its intended use. Depreciation is caldausing the straighine method over tt
following useful lives:

Buildings 20 year
Machinery and equipme 5-10 year
Transportation equipme 5 year:

Expenditures for maintenance and repairs are cldamexpense as incurred. Additions, renewals atiiments are capitalized.

| mpairment of long-lived assets

The Company reviews its lorliyed assets for impairment whenever events or ghain circumstances indicate that the carryinguarof ar
asset may no longer be recoverable. An impairmess, Imeasured based on the fair value of the assetcognized if expected futt
undiscounted cash flows are less than the carrgingunt of the assets. As of May 31, 2014 and 26&3mpairment of londived assets
believed to exist.

Revenue recognition

The Company’s revenue is derived from the sale roflpcts. The Company’revenue recognition policies are in compliancéh v@taf
Accounting Bulletin 104, included in the AccountiBgandards Codification ("ASC") as ASC 6@&venue RecognitiarOur determination
recognize revenue is based on the following:

. Persuasive evidence that an arrangement (salescrexists between a willing customer and us dldiines the terms of t
sale (including customer information, product sfieation, quantity of goods, purchase price andnpeiyt terms)

. Delivery is considered to have occurred when thkstirewards and ownership of the products arsfeared from us to o
customers.

. Our price to the customer is fixed and determinalsispecifically outlined in the sales contract.

. For customers to whom credit terms are extendedassess a number of factors to determine whethlection from them i

probable, including past transaction history witlerh and their credit-worthiness. All credit extethde customers is pre-
approved by management. If we determine that didleds not reasonably assured, we defer the ratogrof revenue unt
collection becomes reasonably assured, which isrgéy upon receipt of paymet
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HUAYUE ELECTRONICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Payments received before satisfaction of all ofrétevant criteria for revenue recognition are rded as advance from customers.

The Company currently does not offer customergyht rof return. Therefore, uncertainty regardingteoser acceptance does not exist
delivered elements are not subject to general stoower-specified return or refund privileges.

The Company commenced an “Energy Management Céhfreagram in the current fiscal year. Under the paogrthe Company provides
lighting products and the installation for the ausers and the Company is compensated by a fee lmaseth agreement regarding
anticipated energy bill savings. The lighting produwill belong to the customer at the end of #rent which is one to five years for curt
signed contracts. These agreements are classfisdles type leases in accordance with ASC 84&edsealhe present value of the aggre
lease payment receivable is recorded as saleslégse revenue. For balance sheet purposes, thegadgriease payments receivable
recorded net of unearned income as net investmdatises. The Company amortizes unearned inconueferred revenue, to interest incc
over the lease term on an internal rate of retuethod. The interest income for the fiscal yeadeenMay 31, 2014 and 2013 were $63
and $0, respectively.

| ncome taxes

The Companys subsidiaries in China are subject to the incaamdaws of the PRC. No taxable income was gengraé¢side the PRC for t
fiscal years ended May 31, 2014 and 2013. The @ompaccounts for income tax under the asset abditjamethod as stipulated by A¢
740, , which requires recognition of deferred taseds and liabilities for the expected future tarsequences of the events that have
included in the financial statements or tax retubeferred income taxes will be recognized if digant temporary differences between tax
financial statements occur. Valuation allowancesemtablished against net deferred tax assets ivisemore likely than not that some port
or all of the deferred tax asset will not be readiz As of May 31, 2014 and 2013, no valuationvedioce is considered necessary.

An uncertain tax position is recognized as a beradfly if it is “more likely than not"that the tax position would be sustained in &
examination, with a tax examination being presurieedccur. The amount recognized is the largest atolitax benefit that is greater tt
50% likely of being realized on examination. Fox positions not meeting the “more likely than na#st, no tax benefit is recorded. Pena
and interest incurred related to underpayment adrime tax are classified as income tax expenseeipéhiod incurred. No significant penal
or interest relating to income taxes have beenriedwduring the fiscal years ended May 31, 2014 20148.

Value-added tax

Sales revenue represents the invoiced value ofsjomd of a Value-Added Tax (“VAT"). All of the Cgmany’s products that are sold in
PRC are subject to a Chinese vahukled tax at a rate of 17% of the gross sales.priie VAT may be offset by VAT paid by the Compaon
raw materials and other materials included in & of producing their finished product.

The Company recorded VAT payable in the amount9@5$6:80 and $812,243 as of May 31, 2014 and 2@Epectively.

Fair value of financial instruments

The Financial Accounting Standards Board's ASC €@30, “Fair Value Measurements”, defines fair ealestablishes a thréevel valuatiol
hierarchy for fair value measurements and enhatisetosure requirements.

The three levels are defined as follows:
Level 1 - inputs to the valuation methodology awetgd prices (unadjusted) for identical assetgbilities in active markets.

Level 2 -inputs to the valuation methodology include quagtedes for similar assets and liabilities in actimarkets, quoted market prices
identical or similar assets in markets that are axdtve, inputs other than quoted prices that dsevable, and inputs derived from
corroborated by observable market data.

Level 3 - inputs to the valuation methodology amehservable.

Unless otherwise disclosed, the fair value of tlen@anys financial instruments including cash, restriategh, accounts receivable, due f
related parties, loans to third parties, advancesippliers, accounts payable, due to relatedgsartustomer deposits, accrued expenses,
term bank loans and bankers acceptance notes pagpploximates their recorded values due to thwirtéerm maturities. Receivables
salestype leases are based on interest rates implicheriease and the carrying amounts reported &asonable estimate of their fair ve
because of the short period of time between thgiraiion of such instruments and their expectetizat#on and their current market rate
interest.




HUAYUE ELECTRONICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Foreign currency translation

The functional currency of the U.S. parent companySD. The functional currency of the Companghinese subsidiary is RMB and
reporting currency is U.S dollars for the purpokéhese financial statements. The accounts oCthieese subsidiary were translated into |
in accordance with ASC Topic 830 “Foreign Currerdwtters,” According to Topic 830, all assets and liabilitwsre translated at t
exchange rate on the balance sheet date; stockkofdpuity is translated at historical rates and staténof income items are translated al
weighted average exchange rate for the period. résalting translation adjustments are reported urodleer comprehensive income
accordance with ASC Topic 220, “Comprehensive Inedi@ains and losses resulting from the translatiorferefign currency transactions ¢
balances are reflected in the statements of incamadeother comprehensive income. The company hasded other comprehensive loss
gain of $183,993 and $209,066 for the twelve mostided May 31, 2014 and 2013, respectively, asudtref foreign currency translation.

The following exchange rates were adopted to ted@sthe amounts from RMB into United States dol{@sSD$”) for the respective fisc
years:

May 31, May 31,
2014 2013
Fiscal Year-End RMB Exchange Rate (RMB/USDS$) 6.249( 6.186¢
Average Yearly RMB Exchange Rate (RMB/USD$ 6.129¢ 6.294(

Concentrations of credit risk

Financial instruments which potentially subject thempany to concentrations of credit risk consishgipally of cash and trade accol
receivable. All of the Company’s cash is maintaingth banks within the Peopke’Republic of China of which no deposits are coddrg
insurance. The Company has not experienced angdassuch accounts. A significant portion of thenpany's sales are credit sales whicl
primarily to customers whose ability to pay is degent upon the industry economics prevailing irsthareas. The Company also perfc
ongoing credit evaluations of its customers to Hietther reduce credit risk.

Reclassification

Certain prior period amounts have been reclasstfiedonform to the current period presentation. Tédassification had no impact on
income or cash.

NOTE 3 — ACCOUNTS RECEIVABLE, NET

The Company provides an allowance for doubtful aote related to its receivables. The receivablesadilowance balances at May 31, 2
and 2013 are as follows:

May 31,
2014 2013
Accounts Receivabl $ 6,662,690 $ 8,667,67:
Less: Allowance for Doubtful Accounts (909,591 (268,201
Accounts Receivable, Net $ 5,753,100 $ 8,399.,47




HUAYUE ELECTRONICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 4 — INVENTORY

Inventory consists of finished goods, workgroecess, and raw materials, net of valuation allmegaNo allowance for inventory was made ¢
May 31, 2014 and 2013.

The components of inventories as of May 31, 20id1201.3 were as follows:

May 31,
2014 2013
Raw material $ 1,581,40¢ $ 341,24(
Packagincg - 61,33¢
Work-in-progress - 224,78
Finished goods 390,80 312,96t
Total Inventories $ 1,972,200 $ 940,32¢
NOTE 5 — PLANT, PROPERTY AND EQUIPMENT, NET
The components of property and equipment as of 813014 and 2013 were as follows:
May 31,
2014 2013
Machinery Equipmer $ 8,307,070 $ 2,881,58!
Building 5,408,86! 5,463,50!
Electronic Equipmer 642,65¢ 649,15(
Transportation Equipment 288,25( 291,16:
Subtotal 14,646,85 9,285,40
Less: Accumulated Depreciation (1,905,855 (1,283,774
Total plant, property and equipment, net $ 12,740,99 $ 8,001,633

The depreciation expense for the fiscal years eiad31, 2014 and 2013 was $647,257 and $230,288ectively.
NOTE 6 - RELATED PARTY TRANSACTIONS AND BALANCES
An individual or entity is considered to be a rethparty if the person or the entity has the ahititrectly or indirectly, to control the other g

or exercise significant influence over the othetypn making financial and operational decisioAs.individual or entity is also considerec
be related if the person or the entity is subjeadmmon control or common significant influence.
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HUAYUE ELECTRONICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 6 - RELATED PARTY TRANSACTIONS AND BALANCES (c ontinued)

The related parties of the company are comprisédllasvs:

Name of entity or individual Relationship with the Company

Changzhou Jinyue Electronic Co.,l Entity controlled by Mr. Pan Shudc’s Sistel

Changzhou Wujin Hengtong Metal Steel Wires Co.  Entity controlled by Ms. Pan Yi's family member:

Changzhou Hanyu Electronic Co.,L Entity controlled by Mr. Pan Shudc’s Sistel

Chuangzhou Ruiyuan Steel Pipe Co. Entity controlled by Mr. Pan Shudc’s Sistel

Mr. Pan Shudon Controlling Shareholder and CEO of the Comp

Ms. Pan Yile Mr. Pan Shudong’s Daughter and an Officer of the
Company

(i) Due from Related Parties:
At May 31, 2014 and 2013, there were no amountdrdue related parties.
(ii) Dueto Related Parties

Due to Related Parties at May 31, 2014 and 2018istwd of the follows:

May 31 May 31
2014 2013
Changzhou Wujin Hengtong Metal Steel Wires Co. $ 320,05, $ =
Changzhou Ruiyuan Steel Pipe Co. 192,03: -
Changzhou Hanyu Electronic Co.,Ltd 80,01 -
Total due to related parties $ 592,09 § -

Due to related parties were unsecured, had noenrétgreement, were due on demand with no matuaty, dnd bore no interest.
(i) Salesto related parties

During the fiscal years ended May 31, 2014, the gamy made no sales to related parties. During ifvalfyear ended May 31, 2013,
Company sold products for a total of $108,756 tar@zhou Jinyue Electronic Co., Ltd.
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HUAYUE ELECTRONICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 7 — SHORT-TERM BANK LOANS

The Company’s short term bank loans consistedeofdhows:

May 31,
2014

May 31,
2013

Loan from China Industrial and Commercial Bank 6.8nnual interest rate, ¢
on September 27, 2014, renewed on September 4 #@li4nnual interest
rate of 6.3% and maturity date on August 26, 2( $

Loan from China Industrial and Commercial Bank ¢6.8nnual interest rate, ¢
on July 21, 2014, renewed on July 17, 2014 withunitgtdate on April 15,
2015)

Loan from Changzhou Wujinyingfeng Agriculture Creldnion (1.86% monthl
interest rate, due on September 21, 2(

Loan from China Industrial and Commercial Bank ¢6.8nnual interest rate, ¢
on October 30, 2014, renewed on September 9, 2@h4awnual interest rate
of 6.3% and maturity date on June 1, 2C

Loan from China Industrial and Commercial Bank ¢6.@nnual interest rate, ¢
on September 25, 2014, renewed on September 9,8201.4&l interest rate o
6.3% and maturity date on August 6, 20

Loan from China Merchant Bank (7.80% annual interate, due on June 18,
2014)

Loan from China Merchant Bank (7.68% annual interate, due on August 1¢
2013)

Loan from China Industrial and Commercial Bank ¢6.8nnual interest rate, ¢
on January 9, 201-

Loan from Changzhou Wujinyinfeng Agriculture Crediion (0% annual
interest rate, due on June 28, 2013)

848,13t

480,07

480,07

480,07

352,05t

320,05

$ -

1,131,49
969,85¢

808,21

Total $

2,960,47

$ 2,909,56.

The above loans are guaranteed by affiliate congsacontrolled by the CEO or his family members. iftterest expenses related to the al

loans for the fiscal years ended May 31, 2014 @1B2vere $187,298 and $258,392, respectively.

On June 6, 2014, the company obtained a new laan Fftuaxia Bank in the amount of $320,051, or RM&0B,000, with 8.4% annual inter

rate and the maturity date of June 6, 2015.

NOTE 8 - NOTES PAYABLE

Notes payable issued by Huaxian Bank for six mgr matured on October 23
2013 $
Notes payable to China Industrial and Commercial8ar six months, mature
on October 25, 2013

Total notes payable $

May 31,
2014 2013
- & 161642
- 161,64:
- § 1,778.06

$0 and $969,854 was held in bank as restricted @asii May 31, 2014 and 2013, respectively.
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HUAYUE ELECTRONICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 9 - TAXES PAYABLE

Taxes payable at May 31, 2014 and 2013 are asifsllo

As of May 31,
2014 2013
Corporate Income Ta $ 1,694,38 $ 973,16:
Value-Added Tax 985,58( 812,24:
Other Tax & Fees 260,44¢ 191,54¢
Total $ 2,940,410 $ 1,976,95

NOTE 10 - INCOME TAXES

Changzhou Huayue Electronics Co., Ltd was regidteréhe PRC and was qualified as a high-tech cowpad is entitled to a preferential tax
rate of 15% through November, 2014.

For the fiscal years ended May 31, 2014 and 20hangzhou Huayue Electronics Co., Ltd recorded ireetam provisions of $637,312 and
$849,473 respectively.

(i) The components of the income tax expense (benefit) are as follows:

For the fiscal years endec

(if) The following table summarizes deferred taxes resulting from differences between financial accounting basis and tax basis of assets and

May 31,
2014 2013
Current $ 800,71: $ 849,47
Deferred (163,401 -
Total Income tax expense (benefit) $ 637,31. $ 849,47:

liabilities:
May 31, May 31,
2014 2013

Current assets and liabilities $ 135,37¢ $ 39,15¢
Accounts receivable allowanc 18,42: -
Advances to suppliers allowances 10,76¢ -
Deferred revenu 164,56° 39,15¢
Total deferred tax assets- current

Long term assets and liabilities

Deferred revenu 24,67: -
Accumulated depreciation 9,81: -
Total deferred tax assets- Non current 34,48¢ -
Valuation allowances - -
Total deferred tax assets, ne $ 199,05. $ 39,15¢




HUAYUE ELECTRONICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 10 - INCOME TAXES (Continued)
(iif) The following table is a reconciliation of the statutory tax rate to the effective tax rate for the fiscal years ended May 31, 2014 and 2013:

For the fiscal years ended

May 31,
2014 2013
U.S. federal statutory ra 34.0% 34.0%
Foreign tax rate differenci (19.0% (19.0%
Other - 3.4%
Effective income tax rate 15% 18.4%

Note 11 — CONCENTRATIONS

For the fiscal year ended May 31, 2014, no singktamer accounted for over 10% of the total s&tes.the fiscal year ended May 31, 2(
three major customers accounted for approximat2¥%s,216% and 11% of the total sales, respectively.

For the fiscal year ended May 31, 2014, two majgpéiers accounted for approximately 16% and 16%hef Companys total purchase
respectively. For the fiscal year ended May 31,32@he major supplier accounted for approximat&olof the Company’s total purchases.

NOTE 12 - CONTINGENCIES

Guarantee

On March 13, 2013, the Company signed an agreemihtChina Industry and Commerce Bank under which €ompany guarante
borrowing by Changzhou Hanyu Electronics Inc, a-redated third party, for bank credit (including t&a notes payable, letter of credit
other credit forms) up to RMB 5.1 million, approxtely $823,000 . The guarantee is effective frommddd 6, 2013 to March 15, 2015.

Shares to be issued

On March 12, 2013 the Company entered into a writgreement with Buckman, Buckman & Reid, Inc. (&®). The agreement provid
that for a one year term BB&R will serve as exarastonsultant to the Company in connection wittpooaite structure, public market strate
and fundraising activities. In partial compensatifmm the services of BB&R, the Company committed siell to BB&R for noming
consideration common stock equal to five percerthefoutstanding shares of Company common stock fatly-diluted basis. The sale t
been completed through transfer of shares fromLiAXinmei, a Director of the Company, to BB&R sulgsent to May 31, 2014.

NOTE 13 - STOCKHOLDERS’ EQUITY
Stock issuance

On November 21, 2012, the CompasyBoard of Directors approved and authorized the 1,260,000 shares at $2.50 per share to N
Xinmei, a major shareholder of the Company. The gamy received total proceeds of $3,150,000 fromINis.

Additional paid in capita

During the fiscal year ended May 31, 2014, theraaschange to additional paid in capital. In thecdl year ended May 31, 2013, Ms
Xinmei contributed $3,047,681 to the Company.




HUAYUE ELECTRONICS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 13 - STOCKHOLDERS' EQUITY (Continued)

Statutory Reserve

Subsidiaries incorporated in China are requirechéde appropriations to reserve funds, based ontaftenet income determined in accordz
with generally accepted accounting principles @& Heople’'s Republic of China (“PRC GAAPHffective January 1, 2006, the Compan
required to contribute to one statutory reservel fanl0% of net income after tax per annum, andcamributions are not to exceed 50% of
respective companies’ registered capital.

For the fiscal years ended May 31, 2014 and 20E3Cbmpany appropriated $361,142 and 375,728 tst#tetory reserve, respectively.

Shares to be Issued

On March 12, 2013 the Company entered into a lafjeeement with Buckman, Buckman & Reid, Inc. (“‘BB&. The agreement provides t
for a one year term BB&R will serve as exclusivasatant to the Company in connection with corpositucture, public market strategies
fundraising activities. In partial compensation fbe services of BB&R, the Company committed td keBB&R for nominal consideratic
common stock equal to five percent of the outstagdhares of Company common stock on a fdilyted basis. The sale has been comp
through transfer of shares from Ms. Li Xinmei to 8B subsequent to May 31, 2014.

NOTE 14 - SUBSEQUENT EVENTS
Management has evaluated subsequent events thBapgember 15, 2014, the date which the consolidatadcial statements were availe

to be issued. All subsequent events requiring neitiog as of May 31, 2014 have been incorporat¢al imese consolidated financial statem
and there are no subsequent events that requaleslise in accordance with FASB ASC Topic 855, “S&duent Events”.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
Not applicable.

ITEM CONTROLS AND PROCEDURES
9A.

(a) Evaluation of Disclosure Controls and Procedures.

Evaluation of Disclosure Controls and Procedure®ur Chief Executive Officer and Chief Finandfficer carried out an evaluation
of the effectiveness of the Company'’s disclosumgrmds and procedures (as defined in Rulel3a-I&@nulgated by the Securities and
Exchange Commission) as of May 31, 2014. The etialn revealed that there are material weakneasasridisclosure controls, specifically:

. The relatively small number of employees who aspoasible for accounting functions prevents us feggregating duties
within our internal control syster

. Our accounting personnel lack expertise in idemgyand addressing complex accounting issues uhderGenerally
Accepted Accounting Principle

Based on their evaluation, our Chief Executive €&ffiand Chief Financial Officer concluded that@mmpany’s system of disclosure
controls and procedures was not effective as of Bgy2014.

(b) Changes in Internal Controls.

There was no change in internal controls over firgmreporting (as defined in Rule 13a-15(f) progated under the Securities
Exchange Act or 1934) identified in connection wihile evaluation described in the preceding pardgtiagt occurred during the Company’s
fourth fiscal quarter that has materially affecteds reasonably likely to materially affect ther@gany’s internal control over financial
reporting.

(c) Management’s Report on Internal Control over Finandal Reporting .

Management of the Company is responsible for dstdbfy and maintaining adequate internal contr@rdinancial reporting as
defined in Rule 13a-15(f) under the Securities Exaje Act of 1934. We have assessed the effectigarfahose internal controls as of May
31, 2014, using the Committee of Sponsoring Orgditins of the Treadway Commission (“COSO”) Inter@ahtrol — Integrated Framework
(1992) as a basis for our assessment.

Because of inherent limitations, internal contreéiofinancial reporting may not prevent or dete@statements. Projections of any
evaluation of effectiveness to future periods atgexct to the risk that controls may become inadégjbecause of changes in conditions, or
the degree of compliance with the policies and @doces may deteriorate. All internal control systeno matter how well designed, have
inherent limitations. Therefore, even those systdetermined to be effective can provide only reabte assurance with respect to financial
statement preparation and presentation.

A material weakness in internal controls is a deficy in internal control, or combination of contdeficiencies, that adversely affe:
the Company’s ability to initiate, authorize, regtoprocess, or report external financial data bdfian accordance with accounting principles
generally accepted in the United States of Amesiazh that there is more than a remote likelihoadl dhmaterial misstatement of the
Company’s annual or interim financial statemeng th more than inconsequential will not be pregdrdr detected. In the course of making
our assessment of the effectiveness of internatalgrover financial reporting, we identified twaterial weaknesses in our internal control
over financial reporting. These material weakngessmsisted of:
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. The relatively small number of employees who aspoasible for accounting functions prevents us fesgregating duties
within our internal control syster

. Our accounting personnel lack expertise in idemtgyand addressing complex accounting issued udderGenerally
Accepted Accounting Principle

Management is currently reviewing its staffing ahelir training in order to remedy the weaknesseastitled in this assessment. To
date, we are not aware of significant accountirablams resulting from these weaknesses; so wetbaveigh the cost of improvement aga

the benefit of strengthened controls. Howeverahbee of the above conditions, management's asses@rnbat the Company’s internal
controls over financial reporting were not effeetas of May 31, 2014 .

ITEM OTHER INFORMATION
9B.
None.
PART IlI

ITEM DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE
10.

The officers and directors of the Company are:

Name Age Positions with the Compar

Shudong Pan 49 Chairman of the Board of Directors and Chief
Executive Officel

Li Xinmei 50 Director

Zhigiang Zhot 39 Chief Technical Office

Han Zhou 38 Chief Financial Office

Wenjun Li 57 Chief Marketing Officel

Yile Pan 25 Vice President of International Affai

The following sets forth biographical informatioegarding the Company’s directors.

Shudong Panis our Chairman of the Board and Chief Executivéd@f. Mr. Pan founded Changzhou Huayue in 199%%éntown of
Zouqu, Changzhou and has worked for the comparmg $hven. Prior to founding Yuayue, Mr. Pan was leyed for 16 years by the Bureau
Taxation in China. Mr. Pan holds a Diploma in Agnting awarded by the Changzhou Financial Institute986. He has served as a
researcher for the Economic Research and Develapmsitute at Hehai University. In May 2009, Mran was elected Vice President of the
Association of Lighting Devices in the city of Clgalou. He has participated in drafting the Chiréatonal Standards for Induction
Lights. Mr. Pan is married to Xinmei Li, the otlraember of the Board of Directors.

Xinmei Li has been employed by Changzhou Huayue as Chiefi¢tal@Dfficer since 2002. During the same peridd, Li has been
employed as Chief Executive Officer of Changzhomdd€huan Plastics Co., Ltd. Prior to 2002, Mswhs employed for 21 years in various
positions in the banking industry in China. In 3Ghe was awarded a BachetoDegree in Economic Management by Southeastenwelsity
in China. Ms. Liis a certified public accountamChina. She is married to Shudong Pan, ther atteenber of the Board of Directors.
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Zhigiang Zhou is our Chief Technical Officer. Mr. Zhou has besnployed by Changzhou Huayue in this capacity aresing and
designing new product lines, since 2008. He wald the induction light research and developmemh telesigning operating systems and
hardware and solving technology issues. Mr. Zlemgived a Masters Degree in Electrical Engineeaimd) Information Systems in Canada in
2008.

Han Zhou has been employed since 2010 as chief accountimnk af Changzhou Huayue, the operating subsidibFyuayue
Electronics, and was elevated to the position aéfdfinancial Officer of Huayue Electronics in Ju?@13. From 2000 to 2010, Mr. Zhou was
employed as chief financial officer of Huawei Electics, which was an affiliate of Changzhou Huayire2003 Mr. Zhou was awarded a
Masters Degree in Industrial Accounting by the St Unversity of Finance and Economics.

Wenijun Li is our Chief Marketing Officer. He has been emplibas Sales Director by Changzhou Huayue since. 2Bt@inm 2006 to
2010, Mr. Li was the Assistant Sales Manager fandsu Nuoming Light Device Ltd. He served in themaistration of the Shanxi Provincial
Bureau of Education between 2000 and 2006. In 2007Li received a Bachelor's Degree in Chineseréiture from China Northwest
University and a Certificate in Corporate Managemen

Yile (“Lisa”) Pan. Since 2012 Ms. Pan has been employed as Salesgeliaby Changzhou Huayue, the operating subsidiary
Huayue Electronics. From 2011 to 2012 Ms. Panemagloyed by Changzhou Huayue as Assistant to tmei@eManager. In 2011 Ms. Pan
was awarded a Bachelor of Arts Degree with a maj@conomics by the University of British Columbids. Pan’s parents are Shudong Pan
and Xinmei Li, who are the members of the boardiadctors of Huayue Electronics, Inc.

All of our directors hold offices until the nextraml meeting of the shareholders of the Company uautil their successors have been
qualified after being elected or appointed. Officeerve at the discretion of the board of director

Audit Committee; Compensation Committee; Nomindfinommittee

The Board of Directors has not yet appointed anid@dmmittee, a Compensation Committee or a NormgaCommittee. The
functions that would be performed by such committme performed by the Board of Directors. TherBad Directors does not have yet an
“audit committee financial expert,” as we have omdgently become a U.S. public company.

Procedure for Nominating or Recommending for NormgmaCandidates for Director

The Board of Directors will consider candidatesoramended by shareholders. However, the Board hatanao hold an annual
meeting of shareholders unless and until the Cogipaecurities are listed on an exchange. In thantime, any shareholder who wishes to
recommend a candidate for the Board should adtiiesecommendation in writing to the Chairman & Board at the Company'’s principal
executive offices.

Code of Ethics

The Company has not yet adopted a Code of Ethatsattplies to its executive officers. The Boatgrls to adopt such a code in the
coming year.

Section 16(a) Beneficial Ownership Reporting Coamaée

None of the officers, directors or beneficial owsief more than 10% of the Company’s common stoibdéddo file on a timely basis
the reports required by Section 16(a) of the Exgkaict during the year ended May 31, 2014.
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ITEM 11. EXECUTIVE COMPENSATION

The following table sets forth all compensation eded to, earned by, or paid by Changzhou Huay@htalong Pan, the Company’s
Chief Executive Officer, for services rendered lircapacities to the Company during the years erdad 31, 2014, 2013 and 2012. There
were no other executive officers whose total sagemy bonus for the fiscal year ended May 31, 2&téeded $100,000.

Fiscal Stock Option Other
Year Salary Bonus Awards Awards Compensatiol
Shudong Pa 2014 2,77 - = - -
2013 2,771 - - - -
2012 2,771 - - - -

Employment Agreements

In connection with the Company’s acquisition of @gzhou Huayue in September 2011, the Company ehitéicean Entrusted
Management Agreement with Pan Shudong and Li Xinmled were the two principal managers of Changzadoayue. The Entrusted
Management Agreement provides that Mr. Pan and_Mshe “Managers”) will serve as members of thenpany’s Board of Directors for a
three year term. They also undertake responsilfdit day-to-day management of the Company ansuibsidiaries, although they may engage
other officers and agent to assist them. In corsaon for their services, the Company issued émt0,201,500 shares of restricted commol
stock. The shares may not be transferred for teaes, and then no more than 4,040,300 may bsférad in any year. In addition, if the
Company'’s annual return on equity for the periarfrSeptember 2, 2011 to September 1, 2014 isHassfive percent, the shares will be
cancelled.

Compensation of Directors

Shudong Pan and Li Xinmei are the only membersuoboard of directors. They receive no compensdtio service on the board,
other than the compensation that they receivednrice as officers of the Company.

Equity Grants

The following tables set forth certain informatiggarding the stock options acquired by the Comsaigief Executive Officer
during the year ended May 31, 2014 and those aptietd by him on May 31, 2014.
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Option Grants in the Last Fiscal Year

Percent
of total
Number of options
securities granted to Potential realizable value at
underlying employees Exercise assumed annual rates of
option in fiscal Price Expiration appreciatiorfor option term
granted year ($/share’ Date 5% 10%

Shudong Pan -- = = - - -

The following tables set forth certain informatimgarding the stock grants received by the exeeutfficer named in the table above
during the year ended May 31, 2014 and held byurirested at May 31, 2014.

Unvested Stock Awards in the Lastdli Year

Market Value
Number of of Shares
Shares That That
Have Not Have Not
Vested Vested

Shudong Pan -- --

ITEM  SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
12. STOCKHOLDER MATTERS

The following table sets forth information knownus with respect to the beneficial ownership of cammon stock as of the date of
this prospectus by the following:

. each shareholder known by us to own beneficiallyentban 5% of our common stock;
. Shudong Pan, our Chief Executive Officer

. each of our directors; and

. all directors and executive officers as a group.

There are 31,327,741 shares of our common stoakamding on the date of this report. Except asretlse indicated, we believe that
the beneficial owners of the common stock listeldwehave sole voting power and investment powehwgspect to their shares, subject to
community property laws where applicable. Benafiownership is determined in accordance with thesrof the Securities and Exchange
Commission.

In computing the number of shares beneficially cavhg a person and the percent ownership of thaopemwe include shares of

common stock subject to options or warrants helthby person that are currently exercisable orlétome exercisable within 60 days. We d
not, however, include these “issuable” sharesénatlitstanding shares when we compute the percerdrship of any other person.
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Amount and

Nature
of Beneficial  Percentage

Beneficial Owne Ownershig® of Class

Pan Shudon® 13,079,37 41.&%

Li Xinmei @ 13,079,37 41.8%

All officers and directorAs a group (6 person 13,082,37 41.&%

Huakang Zho® 4,057,93 13.(%
(1) Except as otherwise noted, all shares are ownegcofd and beneficially
(2) Pan Shudong and Li Xinmei are married to eatbler. Accordingly, each is a beneficial owneslofres owned of record by

the other. Their record ownership is: Pan Shuddt@809,000; Li Xinmei -2,270,370. The shares edvhy Pan Shudong
and Li Xinmei are restricted by the terms of theérsted Management Agreement dated September 2, 2@the event that
the Company’s annual return on equity for the thyegrs ended September 2, 2014 is less than freempie the shares will be
cancelled

3) Includes 2,000,000 shares owned of record by M@utaapital Opportunity Fund, LLC, over which Mr. @hexercises votir
and dispositional control, 1,000,000 shares owrfedanrd by Mr. Zhou’s spouse, Xiaojin Wang, and 830 and 200,000
shares owned by Ying Wang and Lan Wang, respegtiegker which Mr. Zhou exercises voting and disposal control.

ITEM 13CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE
Certain Relationships and Related Transactions

Changzhou Huayue is one of several entities oviayealir CEO, Shudong Pan, and/or members of hidyarGince Changzhou
Huayue was organized, the entities have utilizexth @ther as sources of raw materials and as intiateecustomers, thereby taking advantage
of available cash flows and advantageous relatipesPrior to September 2, 2011, when Huayue Haiis acquired Changzhou Huayue,
these transactions were not necessarily equividearims-length. Since that date, any purchasésuayue from related parties or sales by
Huayue to related parties have been carried ofgiomarket terms.

As a result of these recurrent transactions, Chtamg Huayue has throughout its history had amaduntsto these related parties and
due from these related parties. As of May 31, 20b%ved $194,312 to two entities that are relgiedies, and was owed $1,390,074 by five
entities and three persons who are related pariisf those obligations were satisfied during tear ended May 31, 2013. During fiscal
year 2014, the Company had related party obligata$592,095 owing to the entities owned by th&®'’s family members at May 31, 2014.

Except as noted above, none of the officers octhirs of Huayue Electronics has engaged in angaetion with Huayue Electronics

or its subsidiaries during the past two fiscal gearthe current fiscal year that had a transact#ue in excess of the lesser of $120,000 or on
percent of the average of the Company’s total assedf May 31, 2014.
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Director Independenc

There are no members of our Board of Directors afeoindependent, as “independent” is defined intles of the NYSE Amex.
ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

KCCW Accountancy Corporation was engaged to sesvb@Company’s independent registered public adeatiin August
2014. Previously, Friedman LLP served as the Caoylpandependent registered public accountant.

Audit Fees

KCCW Accountancy Corporation billed $40,000 to @empany for professional services rendered foathdit of financial statemer
for the fiscal year ended May 31, 2014. Friednmd® billed $50,000 to the Company for professiosetvices rendered for the audit of
financial statements for the fiscal year ended 8iay2013.

Audit-Related Fees

KCCW Accountancy Corporation billed $5,000 for assice and related services that are reasonabtgdeia the performance of the
fiscal 2014 audit or review of the quarterly fin@aistatements. Friedman, LLP billed $5,000 toG@uenpany during fiscal 2013 for assurance
and related services that are reasonably relattrgbtperformance of the fiscal 2013 audit or revadthe quarterly financial statements.

Tax Fees

KCCW Accountancy Corporation billed $0 to the Compauring fiscal 2014 for professional servicesdened for tax compliance,
tax advice and tax planning. Friedman, LLP bifk&dto the Company during fiscal 2013 for profesal@ervices rendered for tax compliance,
tax advice and tax planning.

All Other Fees

KCCW Accountancy Corporation billed $0 to the Compan fiscal 2014 for services not described abovdedman, LLP billed $0
the Company in fiscal 2013 for services not desctidbove.

It is the policy of the Company that all servicgber than audit, review or attest services musptesapproved by the Board
Directors. No such services have been performad@@W Accountancy Corporation , Friedman, LLP or@¥TY CPA Group, LLC.

Subcontracted Services
The hours expended on KCCW Accountancy Corporagiengagement to audit the Companfyhancial statements for the year en

May 31, 2014 that were attributed to work perforndgchersons other than full-time permanent emplsyd#d CCW Accountancy
Corporation was not greater than 50% of the todalrs expended.
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ITEM 15 EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) Exhibit List

3-a Certificate of Incorporation - filed as an exhituitthe Company’s Registration Statement on Form@iAovember 19, 2010
and incorporated herein by referen

3-a(1) Certificate of Amendment of Certificate of Incorption dated August 16, 2006 - filed as an exhibithe Company’s
Registration Statement on Fort-A on November 19, 2010 and incorporated hereinefigrence

3-a(2) Certificate of Amendment of Certificate of Incorption dated October 17, 2011 - filed as an exlibihe Company Curren
Report on Form-K on November 3, 2011 and incorporated herein bgreeice.

3-b Bylaws - Filed as an exhibit to the Company’s Regt®on Statement on Form 8-A on November 19, 28dincorporated
herein by referenct

10-a Entrusted Management Agreement dated Septemb2031,among HXT Holdings, Inc., Pan Shudong andibmei - filed
as an exhibit to the Compe's Current Report on Forn-K on September 2, 2011 and incorporated hereirefgrence

21 Subsidiarie— China Metal Holding, Inc. a Delaware corporat
Changzhou Huayue Electronic Co., Ltd., a joint ktoempany organized in the Pec's Republic of Chini

31.1 Rule 13i-14(a) Certificatior—- CEO

31.2 Rule 13i-14(a) Certificatior- CFO

32 Rule 13i-14(b) Certifications

101 INS XBRL Instance Document

101 SCH XBRL Schema Document

101 CAL XBRL Calculation Linkbase Documen

101 DEF XBRL Definition Linkbase Document

101 LAB XBRL Labels Linkbase Documen

101 PRE XBRL Presentation Linkbase Documel

* The XBRL related information in ExhitliD1 shall not be deemed “filed” for purposes ofte® 18 of the Securities Exchange Act of

1934, as amended, or otherwise subject to liabilitthat section and shall not be incorporateddfgrence into any filing or other document
pursuant to the Securities Act of 1933, as amenebazkpt as shall be expressly set forth by speafierence in such filing or document.
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SIGNATURES

Pursuant to the requirements of Sect®or 15(d) of the Securities Exchange Act of 1984,Registrant has duly caused this Report t
be signed on its behalf by the undersigned, theoeduly authorized.

HUAYUE ELECTRONICS, INC.

Date: September 15, 20 By : /s/ Shudong Pa
Shudong Pan, Chief Executive Offic

Pursuant to the requirements of Section 13 ¢al)1& the Securities Exchange Act of 1934, thip&ehas been signed below by the
following persons on behalf of the Registrant amthe capacities and on the dates indicated.

[s/ Shudong Pa September 15, 201
Shudong Pa
Director, Chief Executive Office

/sl Han Zhot September 15, 201
Han Zhou
Chief Financial and Accounting Offic

[s/ Li Xinmei September 15, 201
Li Xinmei, Director
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EXHIBIT 31.1

Rule 13a-14(a) Certification - CEO
I, Shudong Pan, certify that:
1. I have reviewed this annual report on Forr-K of Huayue Electronics, Inc

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dméttate a material fact necessary to mak
the statements made, in light of the circumstanoger which such statements were made, not misigadith respect to the period covered by
this report;

3. Based on my knowledge, the financial statemeamis,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, theqoks presented in this repo

4. The registrant’s other certifying officers anaré responsible for establishing and maintainisgldsure controls and procedures (as define
in Exchange Act Rules 13a-14 and 15d-14) and iatarontrols over financial reporting (as definedEixchange Act Rules 13a-15(f) and 15d-
15(f)) for the registrant and hav

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedoias designed under our supervision, tc
ensure that material information relating to thgistant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtig report is being prepare

b) Designed such internal controls over financégdarting, or caused such internal controls ovearfaial reporting to be designed under
supervision, to provide reasonable assurance riegattie reliability of financial reporting and th@eparation of financial statements
external purposes in accordance with generally@edeaccounting principle

c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

d) Disclosed in this report any change in the tegid’s internal controls over financial reportititat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourthdilsguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrée’s internal control over financial reporting; a

5. The registrang other certifying officers and | have discloseaisdd on our most recent evaluation of internalrotsbver financial reportin
to the registrar s auditors and the audit committee of the regit's board of directors (or persons performing thevadent functions)

a) All significant deficiencies and material weakses in the design or operation of internal costookr financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; an

b) Any fraud, whether or not material, that invaweanagement or other employees who have a sigmifiole in the registrant’s internal
controls over financial reportin

Date: September 15s/ Shudong Pan
2014
Shudong Pan, Chief Executive Offic




EXHIBIT 31.2

Rule 13a-14(a) Certification - CFO
[, Han Zhou,certify that:
1. I have reviewed this annual report on Forr-K of Huayue Electronics, Inc

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dméttate a material fact necessary to mak
the statements made, in light of the circumstanoger which such statements were made, not misigadith respect to the period covered by
this report;

3. Based on my knowledge, the financial statemeamis,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, theqoks presented in this repo

4. The registrant’s other certifying officers anaré responsible for establishing and maintainisgldsure controls and procedures (as define
in Exchange Act Rules 13a-14 and 15d-14) and iatarontrols over financial reporting (as definedEixchange Act Rules 13a-15(f) and 15d-
15(f)) for the registrant and hav

a) Designed such disclosure controls and procedaresiused such disclosure controls and procedoias designed under our supervision, tc
ensure that material information relating to thgistant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtig report is being prepare

b) Designed such internal controls over financégdarting, or caused such internal controls ovearfaial reporting to be designed under
supervision, to provide reasonable assurance riegattie reliability of financial reporting and th@eparation of financial statements
external purposes in accordance with generally@edeaccounting principle

c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

d) Disclosed in this report any change in the tegid’s internal controls over financial reportititat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourthdilsguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrée’s internal control over financial reporting; a

5. The registrang other certifying officers and | have discloseaisdd on our most recent evaluation of internalrotsbver financial reportin
to the registrar s auditors and the audit committee of the regit's board of directors (or persons performing thevadent functions)

a) All significant deficiencies and material weakses in the design or operation of internal costookr financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; an

b) Any fraud, whether or not material, that invaweanagement or other employees who have a sigmifiole in the registrant’s internal
controls over financial reportin

Date: September 15, 20 /s/ Han Zhot
Han Zhou, Chief Financial Office




EXHIBIT 32

Rule 13a-14(b) Certifications

The undersigned officers certify that this repailyf complies with the requirements of Section 33(ethe Securities Exchange Act of 1934,

and that the information contained in the repadrtyfgresents, in all material respects, the firiahcondition and results of operations of
Huayue Electronics, Inc.

A signed original of this written statement reqditey Section 906 has been provided to Huayue Elaics, Inc. and will be retained by Hua
Electronics, Inc. and furnished to the Securitied Bxchange Commission or its staff upon request.

September 15, 201 /sl Shudong Pa
Shudong Pan (Chief Executive Offic

September 15, 201 [s/ Han Zhot
Han Zhou (Chief Financial Office






