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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS.
HQ SUSTAINABLE MARITIME INDUSTRIES, INC. AND SUBSIDIARIES
(INCORPORATED IN THE STATE OF DELAWARE WITH LIMITED LIABILITY)
CONDENSED CONSOLIDATED BALANCE SHEETS
September 30, December 31,
2010 2009
(Unaudited) (Audited)

ASSETS
CURRENT ASSETS:

Cash and cash equivalents $ 64,469,046 $ 36,957,303

Trade receivables, net of provisions (Note 6) 52,052,376 58,186,055

Inventories (Note 7) 2,187,885 2,204,931

Prepaid expenses 2,712,784 1,194,910
TOTAL CURRENT ASSETS 121,422,091 98,543,199
PROPERTY, PLANT AND EQUIPMENT, NET 20,235,954 20,150,568
CONSTRUCTION IN PROGRESS — 21,384
INTANGIBLE ASSETS 979,031 979,738
OTHER ASSETS

Deferred taxes (Note 9) 113,087 110,936

Deferred expenses (Note 10) 236,821 —

349,908 110,936

TOTAL ASSETS $142,986,984

$119,805,825

The accompanying notes are an integral part of the consolidated financial statements.
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HQ SUSTAINABLE MARITIME INDUSTRIES, INC. AND SUBSIDIARIES
(INCORPORATED IN THE STATE OF DELAWARE WITH LIMITED LIABILITY)

CONDENSED CONSOLIDATED BALANCE SHEETS

September 30, December 31,
2010 2009
(Unaudited) (Audited)

LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES:

Accounts payable and accrued expenses $ 6,610,552 $ 6,770,470

Tax payable 1,022,718 566,054

Due to directors 830,570 —

Derivative liabilities (Note 12) — 445,694
TOTAL CURRENT LIABILITIES 8,463,840 7,782,218
LONG-TERM LIABILITIES

Derivative liabilities (Note 12) 2,238,845 —
TOTAL LIABILITIES 10,702,685 7,782,218
SHAREHOLDERS’ EQUITY

Preferred stock, $0.001 par value, 10,000,000 shares authorized, 100,000 shares issued and

outstanding 100 100
Common stock, $0.001 par value, 200,000,000 shares authorized, 17,884,001 and

14,681,002 shares issued and outstanding as of September 30, 2010 and December 31,

2009 17,884 14,681
Additional paid-in capital 87,441,271 79,281,209
Accumulated other comprehensive income 11,899,826 9,508,756
Retained earnings 24,996,016 15,737,809
Appropriation of retained earnings (Reserves) 7,929,202 7,481,052

TOTAL SHAREHOLDERS’ EQUITY 132,284,299 112,023,607
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY $142,986,984 $119,805,825

The accompanying notes are an integral part of the consolidated financial statements.
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HQ SUSTAINABLE MARITIME INDUSTRIES, INC. AND SUBSIDIARIES

(INCORPORATED IN THE STATE OF DELAWARE WITH LIMITED LIABILITY)

CONDENSED CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

SALES
COST OF SALES
GROSS PROFIT
SELLING AND DISTRIBUTION EXPENSES
MARKETING AND ADVERTISING
GENERAL AND ADMINISTRATIVE EXPENSES
DEPRECIATION AND AMORTIZATION
(RECOVERY OF)/DOUBTFUL ACCOUNTS
INCOME FROM OPERATIONS
FINANCE COSTS
FAIR VALUE CHANGE IN DERIVATIVE FINANCIAL
INSTRUMENTS
OTHER INCOME
INCOME BEFORE INCOME TAXES
INCOME TAXES
CURRENT
DEFERRED
NET INCOME ATTRIBUTABLE TO SHAREHOLDERS
OTHER COMPREHENSIVE INCOME
FOREIGN CURRENCY TRANSLATION (LOSS)/GAIN
COMPREHENSIVE INCOME

NET INCOME PER SHARE (Note 4)
BASIC

DILUTED

WEIGHTED AVERAGE COMMON SHARE OUTSTANDING
BASIC

DILUTED

Three Months Ended

Nine Months Ended

September 30, September 30, September 30, September 30,
2010 2009 2010 2009
$28,210,259  $22,156,867  $63,242,341 $49,007,445
18,703,247 12,398,275 42,831,177 28,183,355

9,507,012 9,758,592 20,411,164 20,824,090
466,832 417,076 1,255,714 961,378
1,269,337 1,703,664 3,347,667 4,469,149
1,815,708 1,432,869 5,728,567 5,062,834
128,082 30,795 332,487 298,335
(1,977,968) 1,309,803 (2,103,630) 1,328,990
7,805,021 4,864,385 11,850,359 8,703,404
259,567 155,175 266,998 840,400
(254,321) (154,200) (619,027) 75,798
(60,505) (8,384) (98,319) (47,149)
7,860,280 4,871,794 12,300,707 7,834,355
993,614 824,360 2,601,108 1,586,831
6,866,666 4,047,434 9,699,599 6,247,524
2,108,492 (51,777) 2,391,070 (104,177)

$ 8,975,158 $ 3,995,657 $12,090,669 $ 6,143,347
$ 0420 % 0297 § 0636 § 0.491
$ 0399 $ 0268 § 0577 $ 0.472
16,352,132 13,639,455 15,244,167 12,716,956
16,552,132 14,840,283 15,737,106 13,912,762

The accompanying notes are an integral part of the consolidated financial statements.
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HQ SUSTAINABLE MARITIME INDUSTRIES, INC. AND SUBSIDIARIES
(INCORPORATED IN THE STATE OF DELAWARE WITH LIMITED LIABILITY)
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2010 AND 2009

2010 2009
OPERATING ACTIVITIES
Net income $ 9,699,599 $ 6,247,524
Non-cash items:
Depreciation and amortization 1,404,021 1,048,345
Loss of disposal of fixed assets 33,708 —
Transfer from construction in progress 14,910 —
Fair value change in derivative financial instruments (619,027) (75,798)
Financial and other non-cash services — 1,115,823
Change in non—cash working capital items:
Inventories 17,047 (367,571)
Trade receivables, net of provisions 6,133,679 (12,690,375)
Prepaid expenses (1,752,419) (262,416)
Accounts payables and accrued expenses (159,915) 1,512,242
Tax payable 456,664 21,750
Cash flow generated from (used in) operating activities 15,228,267 (3,450,476)
INVESTING ACTIVITIES
Acquisition of property, plant and equipment (1,118,605) (163,842)
Sales proceeds of disposal of fixed assets 2,203 —
Construction in progress 6,679 (6,570,719)
Deferred expenses (234,545) —
Cash flow used in investing activities (1,344,268) (6,734,561)
FINANCING ACTIVITIES
Net cash proceeds from issuance of common stock 10,411,077 10,774,720
Due to directors 825,839 (197,803)
Cash flow generated from financing activities 11,236,916 10,576,917
NET CHANGE IN CASH AND CASH EQUIVALENTS 25,120,915 391,880
EFFECT OF EXCHANGE RATE CHANGES ON CASH AND CASH EQUIVALENTS 2,390,828 230,881
Cash and cash equivalents, beginning of period 36,957,303 54,920,548
Cash and cash equivalents, end of period $64,469,046  $ 55,543,309
SUPPLEMENTARY CASH FLOWS DISCLOSURES
Interest paid $ — $ —
Taxes paid $ 2,171,657 § 1,565,081
SUPPLEMENTARY DISCLOSURE OF NON-CASH INVESTING AND FINANCING ACTIVITIES
Common shares issued for services $ — $ 461,624

The accompanying notes are an integral part of the financial statements.
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HQ SUSTAINABLE MARITIME INDUSTRIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
SEPTEMBER 30, 2010

NOTE 1—ORGANIZATION AND PRINCIPAL ACTIVITIES

Our company was initially incorporated on September 21, 1989 under the laws of the State of Nevada. On March 17, 2004, Process
Equipment, Inc., Process Equipment Acquisition Corporation, a Nevada corporation and wholly-owned subsidiary of Process Equipment,
Inc., or PEAC, and Jade Profit Investment Limited, or Jade, a British Virgin Islands limited liability corporation, entered into an agreement
and plan of merger with us. Pursuant to that agreement, Process Equipment, Inc., through PEAC, acquired Jade, and 84.42 % ownership in
Jade’s subsidiary Hainan Quebec Ocean Fishing Co. Ltd, a People’s Republic of China, limited liability corporation, which we refer to as
HQOF. As a result of that transaction, HQOF became our main operating subsidiary. In April of 2004, pursuant to the above agreement
and plan of merger, the board of directors of Process Equipment, Inc. and a majority of the stockholders approved a name change to HQS
and change of domicile of that company to Delaware via a merger with the newly formed wholly-owned Delaware subsidiary. The name
change, change of domicile and merger became effective on May 19, 2004, with HQS being the surviving entity in the merger and
acquiring all the assets and liabilities of Process Equipment, Inc. On August 17, 2004, we entered into a Purchase Agreement with Sino-
Sult Canada (S.S.C.) Limited, a Canadian limited liability corporation (“SSC”), whereby we acquired Sealink Wealth Limited (“Sealink™),
SSC’s wholly owned subsidiary incorporated in the British Virgin Islands. Sealink is the sole owner of Hainan Jiahua Marine Bio-Products
Co. Ltd., a limited liability company existing in China (“Jiahua Marine”) which is primarily engaged in the production and sales of marine
bio-products and healthcare products in the PRC.

Further, effective August 17, 2004, HQS caused Jade Profit Investment Limited, its wholly-owned subsidiary, to acquire the minority
equity interest equal to 15.58 % that Jade did not already own in Hainan Quebec Ocean Fishing Company Limited, HQS’s principal
operating subsidiary. This purchase was effected by Jade pursuant to the Purchase Agreement, dated as of August 17, 2004, between Jade
and Hainan Fuyuan Investment Company Limited, the holder of the minority equity interest of HQOF being acquired by Jade. Jade has
previously obtained all requisite governmental approvals in the PRC in order to consummate this transaction.

The Group is principally engaged in the vertically integrated business of aquaculture through cooperative supply agreements, ocean
product harvesting, and processing and sales of farm-bred and ocean harvested aquatic products. The principal products of HQOF are
cross-bred hybrid of tilapia and white-legged shrimp, which are exported, directly and indirectly, to the United States, Canada, Japan and
European countries. The major market is for export.

The Group is also engaged in the production and sales of marine bio-products and healthcare products in the PRC. The principal
products of Jiahua Marine Bio-Product Company Limited (100 percent held subsidiary of Sealink) are Shark Cartilage Capsule, Shark
Liver Oil and Shark Liver (Soft gel). The major market is domestic in the PRC.

Finally, in late 2009, we completed the construction of our feed mill that processes a floating feed formulation. We produce the feed
using grains grown without chemical fertilizers, free of antibiotics and fishmeal, and use feed additives manufactured in our nutraceutical
plant.

NOTE 2—BASIS OF PRESENTATION

The consolidated financial statements included the accounts of HQS and all its subsidiaries (“The Group”).

For the three months and nine months ended September 30, 2010 and 2009, the accompanying unaudited condensed consolidated
financial statements include the accounts of the Company and its subsidiaries. Significant inter-company balances and transactions have
been eliminated upon consolidation. The unaudited condensed consolidated financial statements have been prepared pursuant to the rules
and regulations of the Securities and Exchange Commission. Certain information and footnote disclosures normally included in financial
statements that have been prepared in accordance with generally accepted accounting principles have been condensed or omitted pursuant
to the rules and regulations of the Securities and Exchange Commission, although the Company’s management believes that the
disclosures contained in these financial statements are adequate to make the information presented therein not misleading. For further
information, refer to the financial statements and the notes thereto included in the Company’s 2009 Annual Report on Form 10-K, as
filed with the Securities and Exchange Commission. It is suggested that these condensed financial statements be read in conjunction with
the financial statements and the notes thereto included in the company’s latest Form 10-K.



The accompanying interim condensed consolidated financial statements are unaudited, but in the opinion of the Company’s
management, contain all adjustments, which include normal recurring adjustments, necessary to present fairly the financial position, the
results of operations and cash flows for the three months and nine months ended September 30, 2010 and 2009 respectively.

The consolidated balance sheet as of December 31, 2009 is derived from the Company’s audited financial statements.

The results of operations for the nine months ended September 30, 2010 are not necessarily indicative of the results of operations to
be expected for the full fiscal year ending December 31, 2010.

NOTE 3—USE OF ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting principles in the United States of America
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenue and expenses during the
reporting period including allowance for doubtful accounts, inventory provision, income taxes, derivative liability and stock-based
compensation. Actual results when ultimately realized could differ from those estimates.

NOTE 4—EARNINGS PER SHARE

Basic earnings per share are computed by dividing income available to common shareholders by the weighted-average number of
common shares outstanding during the period. Diluted earnings per share are computed similar to basic earnings per share except that the
denominator is increased to include the number of additional common shares that would have been outstanding if the potential common
shares had been issued and if the additional common shares were diluted.
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Diluted earnings per common share is computed by adjusting the weighted average common shares outstanding assuming conversion
of all potentially dilutive convertible securities.

The following is a reconciliation of the numerators and the denominators of the basic and diluted earnings per share (EPS)
computation at September 30, 2010 and 2009.

September 30, 2010 (Three months)
Income Shares Per Share
(Numerator)  (Denominator) Amount

Basic EPS
Net income available to common shareholders $6,866,666 16,352,132 $ 0.420
Effect of dilutive securities stock options issued to employees and investors (254,321) 200,000
Net income available to common stockholders plus assumed conversions $6,612,345 16,552,132 $ 0.399
September 30, 2009 (Three months)
Income Shares Per Share
(Numerator)  (Denominator) Amount
Basic EPS
Net income available to common shareholders $4,047,434 13,639,455 $ 0.297
Effect of dilutive securities stock options issued to employees and investors (72,950) 1,200,828 —
Net income available to common stockholders plus assumed conversions $3,974,484 14,840,283 $ 0.268
September 30, 2010 (Nine months)
Income Shares Per Share
(Numerator)  (Denominator) Amount
Basic EPS
Net income available to common shareholders $9,699,599 15,244,167 $ 0.636
Effect of dilutive securities stock options issued to employees and investors (619,027) 492,939 —
Net income available to common stockholders plus assumed conversions $9,080,572 15,737,106 $ 0.577
September 30, 2009 (Nine months)
Income Shares Per Share
(Numerator)  (Denominator) Amount
Basic EPS
Net income available to common shareholders $6,247,524 12,716,956 $ 0.491
Effect of dilutive securities stock options issued to employees and investors 319,548 1,195,806 —
Net income available to common stockholders plus assumed conversions $6,567,072 13,912,762 $ 0.472

NOTE 5—FAIR VALUE OF FINANCIAL INSTRUMENTS

The carrying amounts of certain financial instruments, including cash and cash equivalents, receivables, accounts payable and
accrued expenses and debt, approximates their fair value at September 30, 2010 and December 31, 2009 due to the relatively short-term
maturity of these instruments.
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NOTE 6—TRADE RECEIVABLES

The Group’s trade receivables at September 30, 2010 and December 31, 2009 are summarized as follows:

September 30, December 31,
2010 2009
Trade receivables $52,929,063 $60,736,950
Other receivables 448,169 865,490
53,377,232 61,602,440
Less: Provision for doubtful accounts 1,324,856 3,416,385
Balance at end of period $52,052,376 $58,186,055

The activity in the Group’s provision for doubtful accounts during the period ended September 30, 2010 and the year ended
December 31, 2009 is summarized as follows:

September 30, December 31,

2010 2009
Balance at beginning of period $ 3,416,385 $ 299,125
Add: (Recovery) /provision during the period, net (2,103,630) 3,114,387
Exchange difference transfer to exchange reserve 12,101 2,873
Balance at end of period $ 1,324,856 $3,416,385

NOTE 7—INVENTORIES

Inventories are stated at the lower of cost and net realizable value. Cost is calculated on the weighted average basis and includes all
costs to acquire and other costs incurred in bringing the inventories to their present location and condition. We evaluate the net realizable
value of inventories on a regular basis and record a provision for loss to reduce the computed weighted average cost if it exceeds the net
realizable value.

The inventories as at September 30, 2010 and December 31, 2009 are summarized as follows:

September 30, December 31,

2010 2009
Raw materials $ 530,619 $ 521,798
Work-in-progress 266,720 303,643
Finished goods 1,390,546 1,379,490

$2,187,885 $2,204,931

NOTE 8—FOREIGN CURRENCY TRANSLATION

We follow FASB ASC 830-30, “Foreign Currency Translation”, for both the translation and re-measurement of balance sheet and
income statement items into U.S. dollars. Resulting translation adjustments are reported as a separate component of accumulated
comprehensive income (loss) in stockholders’ equity.

The Group maintains its books and accounting records in Renminbi (“RMB”), the PRC’s currency, being the functional currency.
Transactions denominated in foreign currencies are translated into the functional currency at the exchange rates prevailing on the
transaction dates. Assets and liabilities denominated in foreign currencies are translated into the functional currency at the exchange rates
prevailing at the balance sheet date. Any translation gains (losses) are recorded in exchange reserve as a component of shareholders’
equity. Income and expenditures are translated at the average exchange rate of the year.

2010 2009
Quarter-end RMB : US$ exchange rate 6.6981 6.8315
Average RMB : US$ exchange rate 6.7534 6.8323

On January 1, 1994, the PRC government introduced a single rate of exchange as quoted daily by the People’s Bank of China (the
“Unified Exchange Rate”). The quotation of the exchange rates does not imply free convertibility of RMB to other foreign currencies. All
foreign exchange transactions continue to take place either through the Bank of China or other banks authorized to buy and sell foreign
currencies at the exchange rates quoted by the People’s Bank of China. Approval of foreign currency payments by the Bank of China or



other institutions requires submitting a payment application form together with supplier’s invoices, shipping documents and signed
contracts.



Commencing from July 21, 2005, China has adopted a managed floating exchange rate regime based on market demand and supply
with reference to a basket of currencies. The exchange rate of the US dollar against the RMB was adjusted from approximately RMB
8.28 per US dollar to approximately RMB 8.11 per US dollar on July 21, 2005. Since then, the People’s Bank of China administers and

regulates the exchange rate of US dollar against RMB taking into account demand and supply of RMB, as well as domestic and foreign
economic and financial conditions.
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NOTE 9—DEFERRED TAXES

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and liabilities are measured
using enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected to be recovered
or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized as income in the period that includes the
enactment date. A valuation allowance is provided for the amount of deferred tax assets that, based on available evidence, are not expected
to be realized. The deferred tax asset is primarily a result of temporary difference between accounting and tax basis for property, plant and
equipment, and other reserves from the company’s operation in the PRC.

At September 30, 2010, the company had estimated U.S. net operating losses (“NOLs”) of approximately $19.8 million. If not
utilized, the NOLs will expire at various times between 2024 and 2029. The benefit from these NOLSs has been fully offset by a valuation
allowance. A valuation allowance for NOLs is provided when it is more likely than not that NOLs will not be realized. Realization is
dependent upon the generation of future taxable income or the reversal of net operating incomes during the periods in which those NOLs
become deductible in the U.S. We consider the history of taxable income in recent years, the projected future taxable income and tax
planning strategies to make this assessment.

Deferred taxation is calculated under the liability method in respect of taxation effect arising from all timing differences, which are
expected with reasonable probability to crystallize in the foreseeable future.

NOTE 10—DEFERRED EXPENSES

The deferred expenses correspond to costs incurred in 2010 in relation with the development and maintenance of fish ponds.

NOTE 11—INCOME TAXES

The Company’s subsidiaries registered in the PRC are subject to state and local income taxes within the PRC at the applicable tax
rates on the taxable income as reported in their PRC statutory financial statements in accordance with the relevant income tax laws
applicable to foreign enterprises. On March 17, 2007, a new PRC Enterprise Income Tax Law (EIT) was promulgated and introduced a
new uniform tax regime in the PRC. The EIT became effective on January 1, 2008. That new Law provides, amongst other issues, that
income derived from processing of fishery products and processing of agricultural products will be exempt from the EIT tax rate, which
only applies to HQOF. Starting in 2008, HQOF benefits from a “0” % tax rate. Our Jiahua Marine and Feedmill operating units were
subject to a tax rate under the new law, which increased by 2 % in 2010 and will increase gradually until it reaches a maximum of 25 % in
2012.

The statutory income tax rate in the PRC for 2010, for our segments, is as follows:

HQOF Jiahua Marine Feedmill
Statutory tax rate 0% 22% 22%
Tax holidays and concessions — — —

Effective tax rate 0% 22% 22%

Income taxes are calculated on a separate entity basis. Currently there is no tax benefit or burden recorded for the United States.

NOTE 12—DERIVATIVE LIABILITIES

Effective January 1, 2009, the Company adopted the provisions of Emerging Issues Task Force (EITF) EITF 07-05, Determining
Whether an Instrument (or Embedded Feature) is Indexed to an Entity’s Own Stock, (“EITF 07-05"). EITF 07-05 applies to any
freestanding financial instruments or embedded features that have the characteristics of a derivative, as defined by SFAS No. 133,
“Accounting for Derivative Instruments and Hedging Activities,” and to any freestanding financial instruments that are potentially settled
in an entity’s own common stock. As of January 1, 2009, as a result of adopting EITF 07-05, warrants to purchase 409,358 shares of our
common stock previously treated as equity pursuant to the derivative treatment exemption were no longer afforded equity treatment. As
such, effective January 1, 2009, we were required to reclassify those warrants at their fair value to liabilities. Furthermore, since the
promissory notes in the liabilities section carry an embedded conversion feature, this feature was also recognized as a derivative
instrument under EITF 07-05. FASB ASC 815 “Derivatives and Hedging” (pre-Codification SFAS133) requires that the fair value of these
liabilities be re-measured at the end of every reporting period with the change in value reported in the statement of operations. The
difference between the amounts the warrants and the embedded conversion feature were originally recorded in the financials and the fair
value of the instruments on January 1, 2009 was considered a cumulative effect of a change in accounting principle and required
adjustment to the opening balance of retained earnings in the amount of $1,953,746.



We estimate fair values of derivative financial instruments using various techniques (and combinations thereof) that are considered to
be consistent with the objective of measuring fair values. In selecting the appropriate technique, we consider, among other factors, the
nature of the instrument, the market risks that it embodies and the expected means of settlement. For less complex derivative instruments,
such as free-standing warrants, we generally use the Black-Scholes-Merton (“BSM”) option valuation technique, because it embodies all
of the requisite assumptions (including trading volatility, estimated terms, and risk free rates) necessary to fair value these instruments. For
complex derivative instruments, such as embedded conversion options embedded in hybrid debt instruments, we generally use the Monte
Carlo Simulation (“MCS”) valuation technique because it embodies all of the requisite assumptions (including credit risk, interest-rate risk
and exercise/conversion behaviors) that are necessary to fair value these more complex instruments. Estimating fair values of derivative
financial instruments requires the development of significant and subjective estimates that may, and are likely to, change over the duration
of the instrument with related changes in internal and external market factors. Since derivative financial instruments are initially and
subsequently carried at fair value, our income (loss) will reflect the volatility in these estimate and assumption changes.
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The following tables summarize the components of derivative liabilities as of September 30, 2010 and December 31, 2009:

September 30, 2010

Class B Warrants $
Tail Wind Warrants

August 2010 Warrants

Fair values $

(28,359)
(16,112)

(2,194,374)
(2,238,845)

December 31, 2009

$

$

(321,188)
(124,506)

(445,694)

Freestanding derivative warrants were valued using the BSM option value technique. Significant assumptions underlying the

calculations are as follows as of September 30, 2010 and December 31, 2009:

Indexed Exercise Remaining Expected Risk-Free
Shares Price Term Volatility Rate
September 30, 2010:
Class B Warrants (1) 114,593 $3.6125 0.33 73.49% 0.16%
Tail Wind Warrants (2) 32,051 $4.6800 1.26 62.28% 0.27%
August 2010 Warrants 1,601,499 $4.5156 4.94 63.67% 1.27%
December 31, 2009:
Class B Warrants 114,593 $ 6.00 1.04 88.92% 0.47%
Tail Wind Warrants 30,000 $ 5.00 1.99 96.91% 1.14%
August 2010 Warrants — — — — —

(1) Since the common stock and warrants issued in August 2010 were issued for a price lower than the stated exercise price of the Class
B Warrants, the anti-dilution provisions provided in the Class B warrant agreement caused the exercise price to be repriced to $3.61.

(2) Since the common stock and warrants issued in August 2010 were issued for a price lower than the stated exercise price of the Tail
Wind Warrants, the anti-dilution provisions provided in the Tail Wind warrant agreement caused the exercise price to be repriced to

$4.68 and the shares indexed to the warrant to increase by 2,051.

The following tables summarize the components of derivative income (expense) arising from fair value adjustments during the three

months and nine months ended September 30, 2010 and September 30, 2009:

Warrants:
Repricing of Warrants
Class B Warrants
Tail Wind Warrants
August 2010 Warrants
Embedded conversion feature related to convertible debt

Warrants:
Repricing of Warrants
Class A Warrants
Class B Warrants
Class C Warrants
Class D Warrants
Tail Wind Warrants
August 2010 Warrants
Embedded conversion feature related to convertible debt

Three months ended

September 30, September 30,
2010 2009
$ (37,337)
49,626 $ 49,145
24,228 (39,795)
217,804 —
— 144,850
$ 254,321 $ 154,200
Nine months ended
September 30, September 30,
2010 2009
$ (37,337)
— $ 62,602
324,305 (56,352)
— 116,984
— 92,884
114,255 (39,123)
217,804 —
— (252,793)
$ 619,027 $ (75,798)
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FASB ASC 820-10-55-62 “Fair Value Measurements and Disclosures” (pre Codification FAS No. 157 Fair Value Measurements)
provides that for assets and liabilities measured at fair value on a recurring basis using significant unobservable inputs (Level 3) during the
period, a reconciliation is required of the beginning and ending balances. The reconciliation of our derivative liabilities measured at fair
value on a recurring basis using significant unobservable inputs (Level 3) as of September 30, 2010 is as follows:

Beginning balance, January 1, 2010

Issuances:
August 2010 warrants

Fair value adjustments

Anti-dilution repricing event(1)

Other assumption changes(1)

Ending balance, September 30, 2010

$

(445,694)

(2,412,178)

(37,337)

656,364

$(2,238,845)

(1) The aggregate amount of these two components equals our derivative (income) expense for the period.

NOTE 13—SEGMENTS

No geographical segment analysis is provided for the three months ended September 30, 2010 and 2009, respectively, as less than
10% of consolidated revenues and less than 10% of consolidated income from operations is attributable to the segment other than the

Mainland China.

Business segment for the three months ended September 30, 2010

Sales to external customers

Cost of sales

Gross profit

Selling and distribution expenses
Marketing and advertising

General and administrative expenses
Depreciation and amortization
Recovery of doubtful accounts
Finance cost

Fair value change in derivative financial instruments
Income/(loss) before income taxes
Income taxes

Net Income/(loss) for the period

Segment assets

Segment liabilities

Business segment for the three months ended September 30, 2009

Sales to external customers

Cost of sales

Gross profit

Selling and distribution expenses
Marketing and advertising

General and administrative expenses
Depreciation and amortization
(Recovery of) Doubtful accounts

Aquaculture Health and Feed Unallocated

Product Bio-product Product Items Consolidation
$13,418,390 § 8,574,334 § 6,217,535 § — $ 28,210,259
10,931,845 2,520,865 5,250,537 — 18,703,247
2,486,545 6,053,469 966,998 — 9,507,012
148,102 239,296 28,016 51,418 466,832

— 1,269,337 — — 1,269,337

95,333 242,260 63,412 1,414,703 1,815,708
12,093 10,840 79,785 25,364 128,082
(563,698)  (1,414,141) (129) — (1,977,968)
6,075 533 5,991 246,968 259,567
— — — (254,321) (254,321)
2,818,570 5,725,275 794,115 (1,477,680) 7,860,280
— 962,869 30,745 — 993,614

$ 2,818,570 $ 4,762,406 $ 763,370  $(1,477,680) 6,866,666
$59,551,934  $47,904,132  $28,385,490 $ 7,145,428  $142,986,984
$ 2,381,466 $ 2,560,469 $ 267,994 § 5,492,756 $ 10,702,685

Aquaculture Health and Unallocated

Product Bio-product Items Consolidation

$14,047,803  $ 8,109,064 $ — $ 22,156,867

10,412,952 1,985,323 — 12,398,275

3,634,851 6,123,741 — 9,758,592

222,185 194,718 173 417,076

— 1,703,664 — 1,703,664

98,936 122,048 1,211,885 1,432,869

6,641 2,144 22,010 30,795

138,024 1,171,783 4 1,309,803



Finance (income)/Costs

Fair value change in derivative financial instruments
Income/(loss) before income taxes

Income taxes

Net Income/(loss) for the period

Segment assets

Segment liabilities

(14,546) (19,832)
3,191,927 2,954,140
— 824,360

$ 3,191,927 $ 2,129,780

189,553
(154,200)
(1,274,273)

$ (1,274,273)

155,175
(154,200)
4,871,794
824,360

$ 4,047,434

$55,329,502  $40,906,084

$23,559,873

$119,795,459

$ 2,326,790 § 2,410,491

$12,841,609

$ 17,578,890
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Business segment for the nine months ended September 30, 2010

Sales to external customers

Cost of sales

Gross profit

Selling and distribution expenses
Marketing and advertising

General and administrative expenses
Depreciation and amortization
(Recovery of)/doubtful accounts
Finance (income)/costs

Fair value change in derivative financial instruments
Income/(loss) before income taxes
Income taxes

Net Income/(loss) for the period

Segment assets

Segment liabilities

Business segment for the nine months ended September 30, 2009

Sales to external customers

Cost of sales

Gross profit

Selling and distribution expenses
Marketing and advertising

General and administrative expenses
Depreciation and amortization
Doubtful accounts (Recovery of)
Finance (income)/Costs

Fair value change in derivative financial instruments
Income/(loss) before income taxes
Income taxes

Net Income/(loss) for the period

Segment assets

Segment liabilities

NOTE 14—CAPITAL COMMITMENT
A. CAPITAL COMMITMENTS

Aquaculture Health and Feed Unallocated

Product Bio-product Product Items Consolidation
$31,702,323  $17,999,755  $13,540,263 $ — $ 63,242,341
25,705,407 5,368,639 11,757,131 — 42,831,177
5,996,916 12,631,116 1,783,132 — 20,411,164
473,121 576,054 62,122 144,417 1,255,714

— 3,137,723 — 209,944 3,347,667
388,440 658,735 235,662 4,445,730 5,728,567
13,025 40,587 226,625 52,250 332,487
846,096 (2,943,601) (6,125) — (2,103,630)
5,738 (6,437) 2,688 265,009 266,998
— — — (619,027) (619,027)
4,354,171 11,198,869 1,273,016 (4,525,349) 12,300,707
— 2,570,363 30,745 — 2,601,108

$ 4,354,171 $ 8,628,506 $ 1,242,271 $(4,525,349) $ 9,699,599
$59,551,934  $47,904,132  $28,385,490 $ 7,145,428  $142,986,984
$ 2,381,466 $ 2,560,469 $ 267,994 § 5,492,756 $ 10,702,685

Aquaculture Health and Unallocated

Product Bio-product Items Consolidation

$31,858,522 $17,148,923 § — $ 49,007,445

24,072,262 4,111,093 — 28,183,355

7,786,260 13,037,830 — 20,824,090

534,477 426,728 173 961,378

— 4,467,544 1,605 4,469,149

448,850 604,644 4,009,340 5,062,834

20,932 107,545 169,858 298,335

160,475 1,168,519 4 1,328,990

(45,982) (58,283) 944,665 840,400

— — 75,798 75,798

6,791,498 6,324,986 (5,282,129) 7,834,355

— 1,586,831 — 1,586,831

$ 6,791,498 $ 4,738,155  $(5,282,129) § 6,247,524

$55,329,502  $40,906,084  $23,559,873  $119,795,459

$ 2,326,790 $ 2,410,491 $12,841,609 § 17,578,890

As of September 30, 2010, there were capital commitments amounting to $1,672,000, mostly related to costs to be incurred in
relation to the initial public offering and listing of our Marine Bio and Healthcare Products segment on The Stock Exchange of Hong Kong

Limited.

B. LEASE COMMITMENTS

The Company has entered into operating leases, for rental of office space and other services, which expire on different dates. The
minimum future payments under these commitments for the next five years are as follows:

2010

$

87,616



2011 214,486

2012 777,913
2013 223,256
2014 216,502
Thereafter 402,937
Total $1,922,710
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NOTE 15—RECENT PRONOUNCEMENTS

In January 2010, the FASB issued an amendment to ASC 820, Fair Value Measurements and Disclosure, to require reporting entities
to separately disclose the amounts and business rationale for significant transfers in and out of Level 1 and Level 2 fair value
measurements and separately present information regarding purchase, sale, issuance, and settlement of Level 3 fair value measures on a
gross basis. This standard is effective for interim and annual reporting periods beginning after December 15, 2009 with the exception of
disclosures regarding the purchase, sale, issuance, and settlement of Level 3 fair value measures which are effective for fiscal years
beginning after December 15, 2010. Other than requiring additional disclosures, the adoption of this new guidance will not have a material
impact on our financial statements.

ASC 855, “Subsequent Events,” was amended in February 2010. Under the amended guidance, SEC filers are no longer required to
disclose the date through which subsequent events have been evaluated in originally issued and revised financial statements. This guidance
was effective immediately and the Company adopted these new requirements for the period ended March 31, 2010.

The Company adopted ASC Topic 718, using a modified prospective application transition method, which establishes accounting for
stock-based awards in exchange for employee services. Under this application, the Company is required to record stock-based
compensation expense for all awards granted after the date of adoption and unvested awards that were outstanding as of the date of
adoption. ASC Topic 718 requires that stock-based compensation cost is measured at grant date, based on the fair value of the award, and
recognized in expense over the requisite services period. Any subsequent changes in the market value of the underlying common stock are
reflected in the expense recorded in the subsequent period in which that change occurs.

Common stock, stock options and warrants issued to other than employees or directors in exchange for services are recorded on the
basis of their fair value, as required by ASC Topic 718, which is measured as of the date required by ASC Topic 505-50. In accordance
with ASC Topic 505-50, the non-employee stock options or warrants are measured at their fair value as of the earlier of the date at which a
commitment for performance to earn the equity instruments is reached (“performance commitment date”) or the date at which
performance is complete (“performance completion date”).

NOTE 16—SHARES OF COMMON STOCK AND WARRANTS ISSUANCE

On August 13, 2010, we completed a public offering of 3,202,999 shares of our common stock and warrants to purchase 1,601,499
shares of common stock, pursuant to our shelf registration statement on Form S-3 (File No. 333-163454). We sold such securities in the
offering at a price of $3.6125 per unit and received $11,570,833 in gross proceeds and approximately $10,411,077 in net proceeds, after
deducting underwriting fees, legal fees and other estimated offering expenses.

Each Unit consists of (a) one share of Common Stock, and (b) 0.5 of a Warrant, each whole Warrant exercisable for one share of
Common Stock at an exercise price of $4.5156 per share. The warrants are exercisable for a period of five years from the date of issuance,
but not before February 13, 2011. The terms of the warrant provide for anti-dilution protections for traditional restructurings of our equity,
such as stock-splits and reorganizations, if any. The exercise price and the amount and/or type of property to be issued upon exercise of the
Warrants is also subject to adjustment if the Company engages in a “Fundamental Transaction”, contractually defined as a merger, sale of
substantially all assets, tender offer or share exchange. The Warrants may be called by us to the extent they are not exercised, at any time
after the 12 month anniversary of their issue date, but only if the volume weighted average price and average daily volume of the Common
Stock exceeds $7.23 per share and 100,000 shares, respectively, as specified in the Warrant. The call price is $0.001 per share of Common
Stock underlying each Warrant. If we call the Warrants, they may continue to be exercised until the tenth trading day after the Company’s
call notice is received by the Warrant holder.

We have evaluated the terms and conditions of the common stock and warrants under the guidance of ASC 480, Distinguishing
Liabilities from Equity. The common stock met the conditions for equity classification. The warrants embody a fundamental change-in-
control redemption privilege wherein the holder may redeem the warrants in the event of a change in control for a share of assets or
consideration received in such a contingent event. This redemption feature places the warrants within the scope of ASC 480-10, as put
warrants and, accordingly, they are classified in liabilities and measured at inception and on an ongoing basis at fair value. The Warrants
were valued using the Black-Scholes-Merton valuation technique. Significant assumptions included the following: market value of
underlying, using the trading market of $3.10; expected term, using the contractual term of 5.0 years; market volatility, using historical
volatility of 66.42%; and, risk free rate, using the yield on zero coupon government instruments of 1.47%.

Our allocation methodology provided that the proceeds were allocated first to the warrants at their fair value, and the residual to the
common stock. Direct financing costs were allocated to the financial instruments issued (common stock and warrants) based upon their
relative fair values. Amounts related to the common stock are recorded in equity while amounts related to the warrants were charged
directly to income because the warrants were classified in liabilities, rather than equity, as described above.



The following table reflects the allocation of the purchase price on the financing date:

Allocation
Classification:
Common Stock (par value) $ 3,203
Paid in capital, (net of $933,078 of financing costs) 8,222,374
Warrants 2,412,178
Financing expense (226,678)
$10,411,077

NOTE 17—LEGAL PROCEEDINGS

We are currently not involved in any litigation that we believe could have a materially adverse effect on our financial condition or
results of operations. There is no action, suit, proceeding, inquiry or investigation before or by any court, public board, government
agency, self-regulatory organization or body pending or, to the knowledge of the executive officers of our company or any of our
subsidiaries, threatened against or affecting our company, our common stock, any of our subsidiaries or of our company’s or our
company’s subsidiaries’ officers or directors in their capacities as such, in which an adverse decision could have a material adverse effect.

NOTE 18—SUBSEQUENT EVENTS

In October 2010, to assure consistent quality and supply of our products to our clients, our Group acquired a 45% interest in
Tastebud Fusion, Inc, a company located in the State of Washington, for a cash consideration of US$500,000. Tastebud Fusion processes
frozen meals, has processed and will continue to process the Lillian’s Healthy Gourmet line of products that we are selling at this time to
the North American market.

In addition, in October 2010, a flood occurred in the Province of Hainan, China, where our manufacturing facilities are located. Our
processing plants were not affected. Our fry breeding operation and our contract farmers were affected. We estimate damages to have
occurred to our fry breeding to be less than $500,000 and local governments are currently evaluating means and levels of compensation.
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In this Quarterly Report on Form 10-Q, “HQS,” “Company,” “our company,” “us,” and “our” refer to HQ Sustainable Maritimes
Industries, Inc., a Delaware corporation, and our subsidiaries, unless the context requires otherwise.

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

The following is Management’s Discussion and Analysis (“MD&A”) of certain significant factors that have affected our financial
position and operating results during the periods included in the accompanying consolidated financial statements, as well as information
relating to the plans of our current management. This report includes “forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995 (“PSLRA”). A forward-looking statement is a statement that is not a historical fact and, without
limitation, includes any statement that may predict, forecast, indicate or imply future results, performance or achievements, and may
contain words like: “believe”, “anticipate”, “expect”, “estimate”, “project”, “will”, “shall” and other words or phrases with similar
meaning in connection with a discussion of future operating or financial performance. In particular, these include statements relating to
future actions, trends in our businesses, prospective products, future performance or financial results. The Company claims the protection
afforded by the safe harbor for forward-looking statements provided by the PSLRA. Forward-looking statements involve risks and
uncertainties that may cause actual results to differ materially from the results contained in the forward-looking statements. Risks and
uncertainties may cause actual results to vary materially, some of which are described in this filing. The risks included herein are not
exhaustive. Undue reliance should not be placed on these forward-looking statements which speak only as of the date hereof. We
undertake no obligation to update these forward-looking statements.

This MD&A is provided as a supplement to, and should be read in conjunction with, our financial statements and the accompanying
notes contained elsewhere in this Form 10-Q.

Our principal executive office is located at 1511 Third Avenue, Suite 788, Seattle, Washington and our telephone number is
(206) 621-9888. Our Internet address is http://www.hqfish.com.

GENERAL OVERVIEW

We are a leader in all natural vertically integrated aquaculture and aquatic product processing and we have processing facilities
located in Hainan, PRC. We have three processing plants in Hainan, one that processes aquatic products providing all natural tilapia and
other aquatic products, another that processes marine bio and healthcare products, and since December 2009, one that processes feed
products. We market our products in Asia, America and Europe. Our current sales activity is primarily directed to distributors within the
PRC, rather than within the U.S. We expanded our operations by completing the construction of our third facility in late 2009, which
processes extruded feed, and we have increased our sales activity primarily directed to distributors within PRC, rather than within the U.S.
We also are in the process of constructing a new re-processing plant and a new breeding and genetics facility, which are discussed in detail
below.

From the first quarter of 2004, following our reverse merger with Process Equipment, Inc., we have been operating under the name
of HQS. At that time, we owned 84.4% of Hainan Quebec Ocean Fishing Co. Ltd. (“HQOF”), currently our principal operating subsidiary
that processes our seafood products. In August 2004, we acquired the remaining ownership interest in HQOF. The fiscal year-end of
Process Equipment Inc. was changed from April 30 to December 31 following the reverse merger. In August 2004, we acquired a 100%
interest in our current subsidiary Jiahua Marine, which operates a marine bio and healthcare plant, including nutraceuticals, in Hainan
Province, China. In the first half of 2005, our aquatic processing plant stopped production in order to add production lines and increase its
production capacity to properly meet forecasted incremental demand, which affected some of our operating results during that period.

Our business operations consist of three segments, the health and bio-products segment, the aqua culture product segment and the
feed products segment. Since the acquisition of Jiahua Marine, which represents the health and bio-products segment, those product sales
have represented a significant contribution to the net income of the Company and currently has higher profit margin products than our
aquaculture products. The Company expects the sales and contribution to net income to continue during the next year in similar
proportions. However, as the marketing efforts increase in connection with the aquaculture product segment and the investment in the feed
mill plant and equipment for new processing capacity of extruded feed is completed, the Company expects that the aquaculture product
segment will begin to contribute a greater portion of income and a higher profit margin in the future.

Following changes in China legislation on food safety standards, which became effective on June 1, 2009, distribution of our health
products have expanded and our sales have increased. We expect our health and bio-products business to continue to grow in the future as
a result of this legislation. Further, Jiahua Marine’s health products recently have been rebranded under the “Omojo” brand to celebrate its
10th anniversary.



Health Product Store Opportunity

Through laboratory testing and the use of documented and original research, Jiahua Marine has developed a unique range of marine
bio and healthcare products. The products undergo substantial independent laboratory testing in China administered by the Ministry of
Health in China and have resulted in a PRC National Certification for these products. These products have various perceived medicinal
and health benefits. As part of the Company’s vertical integration plan of tilapia, Jiahua Marine introduced new bio and healthcare
products made from tilapia in 2009. These products include calcium supplement tablets made from the bones of tilapia and collagen facial
creams made from the skin and head of the tilapia. Currently, the Company is analyzing a proposal to develop its own flagship health
product store in China and ten other stores in tier one cities throughout China, as well as the opportunity to enter into a franchise license to
foster a franchisee founded network of health product stores. The Company believes that this and the creation of larger, “superstores” will
give consumers access to its award winning marine aquatic-themed health products.

Current Growth Plans

The Company plans to expand production of value added seafood products in a new re-processing production facility in close
proximity to our current production facility. The Company sees increasing demand in China for value added seafood products and believes
this new re-processing plant will help the Company expand its production capacity to meet this increased demand. We commenced
construction of this new re-processing plant early this year and expect to complete construction in the first half of 2011.

In addition, the Company has undertaken the development of a fry breeding and genetics facility to target improvements in the
growth rate of Tilapia. The opportunity to improve the genetics of its Tilapia and improve growth rates will help the Company take a
leadership position as a low cost producer of high quality Tilapia. We acquired the land for our fry breeding and genetics facility at the end
of 2009 and began construction early this year. We expect to complete construction by early fourth quarter of this year.

Recent Developments

In October 2010, to assure consistent quality and supply of our products to our clients, our Group acquired a 45% interest in
Tastebud Fusion, Inc, a company located in the State of Washington, for a cash consideration of US$500,000. Tastebud Fusion processes
frozen meals, has processed and will continue to process the Lillian’s Healthy Gourmet line of products that we are selling at this time to
the North American market.
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In addition, in October 2010, a flood occurred in the Province of Hainan, China, where our manufacturing facilities are located. Our
processing plants were not affected. Our fry breeding operation and our contract farmers were affected. We estimate damages to have
occurred to our fry breeding to be less than $500,000 and local governments are currently evaluating means and levels of compensation.

Finally, the Group’s China base “Oudun” tilapia brand prepared food is now distributed to major cities in China including Shanghai,
Haikou, Beijing, Shenzhen, Guangzhou among others.

Proposed Equity Offering and Listing

On June 7, 2010, our board of directors authorized management to plan and prepare for a public offering of equity securities of a
newly formed, wholly owned subsidiary (“NewCo”) that will hold our health and bio-products segment. Our board also authorized
management to plan and prepare for the listing of such equity securities on The Stock Exchange of Hong Kong Limited (“HKEX”) or
another stock exchange. NewCo will act as a holding company for, and own 100% of the common stock of, Jiahua Marine, our wholly
owned subsidiary engaged in the manufacturing and selling of marine bio and healthcare products in China.

The offering will be limited to a minority stake of no more than 35% of NewCo’s equity securities. Following the completion of the
offering, the Company will retain at least 65% of the outstanding shares of NewCo and will continue to be its controlling stockholder. The
primary purposes of the offering and the listing are to (i) unlock the value of Jiahua Marine’s business by allowing direct public investment
in Jiahua Marine; (ii) increase the overall value of the Company by capturing the expected valuation premium given to the Company’s
marine bio and healthcare products segment by Asian investors; (iii) create a public market for NewCo’s common stock; (iv) obtain
additional capital for the Company through the net proceeds of the offering; (v) support Jiahua Marine’s business growth by providing a
vehicle through which it may have future access to the public capital markets; and (vi) improve the Company’s competitive position by
further strengthening our financial condition.

The offering and stock exchange listing remain subject to a number of conditions, including, among others:
* Approval from our board of directors;
» Regulatory approval from Hong Kong securities regulators and other applicable regulators; and

+ HKEX approval for listing of NewCo’s common stock.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

We prepare our consolidated financial statements in accordance with accounting principles generally accepted in the United States of
America. The preparation of these financial statements requires the use of estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements and the reported amount of
revenues and expenses during the reporting period. Our management periodically evaluates the estimates and judgments made.
Management bases its estimates and judgments on historical experience and on various factors that are believed to be reasonable under the
circumstances. Actual results may differ from these estimates as a result of different assumptions or conditions.

The following critical accounting policies affect the more significant judgments and estimates used in the preparation of the
Company’s consolidated financial statements.

Inventories

Inventories are stated at the lower of cost and net realizable value. Cost is calculated on the weighted average basis and includes all
costs to acquire and other costs incurred in bringing the inventories to their present location and condition. The Company evaluates the net
realizable value of its inventories on a regular basis and records a provision for loss to reduce the computed weighted average cost if it
exceeds the net realizable value.

Income Taxes

Taxes are calculated in accordance with taxation principles currently effective in the PRC. The Company accounts for income taxes
under the provision of Statements of Financial Accounting Standards No. 109, which requires recognition of deferred tax assets and
liabilities for the expected future tax consequences of events that have been included in the financial statements or tax returns. The
Company accounts for income taxes using the liability method. Deferred tax assets and liabilities are recognized for the future tax
consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the
years in which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized as income in the period that includes the enactment date. A valuation allowance is provided for the
amount of deferred tax assets that, based on available evidence, are not expected to be realized.



Related Parties

Parties are considered to be related if one party has the ability, directly or indirectly, to control the other party or exercise significant
influence over the other party in making financial and operational decisions. Parties are also considered to be related if they are subject to
common control or common significant influence. Related parties may be individuals or corporate entities.

Revenue Recognition

The Company recognizes revenue when the significant risks and rewards of ownership have been transferred to the customer,
including factors such as when persuasive evidence of an arrangement exists, delivery has occurred, the sales price is fixed and
determinable, and collectibility is probable. The Company recognizes sales when the merchandise is shipped, title has passed to the
customers and collectibility is reasonably assured.

Concentration of Credit Risk

Financial instruments that potentially subject our company to significant concentrations of credit risk consist primarily of trade
accounts receivable. We perform ongoing credit evaluations with respect to the financial condition of its creditors, but do not require
collateral. In order to determine the value of our accounts receivable, we record a provision for doubtful accounts to cover probable credit
losses. Our management reviews and adjusts this allowance periodically based on historical experience and its evaluation of the
collectibility of outstanding accounts receivable.
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RESULTS OF OPERATIONS — THREE MONTHS ENDED SEPTEMBER 30, 2010 AS COMPARED TO THREE MONTHS
ENDED SEPTEMBER 30, 2009

Total sales for the three months period ended September 30, 2010 increased by 27%, from $22,156,867 for the three months period
ended September 30, 2009 to $28,210,259 for the three months period ended September 30, 2010, mostly due to the new feed product
segment that was added in late 2009. The total gross profit for the three months period ended September 30, 2010 decreased by 3% to
$9,507,012 when compared to the corresponding period of 2009. Although higher sales in total were recognized in the current quarter of
2010, a lesser contribution in gross profit was realized mostly from the aquaculture product segment, due to a substantial volume reduction
of processed shrimps and ocean caught fish. The overall gross profit ratio was 34% in the third quarter of 2010 compared to 44% in the
same period of 2009, resulting from a lesser contribution from all segments. Income from operations for the three months period ended
September 30, 2010 increased by $2,940,636 when compared to the same period of 2009; although total gross profit was lower in the
current period of 2010, recovery of bad debt impacted favorably on the results of the current period, when compared to the corresponding
2009 period. As the aging of receivables improved in the current period of 2010 compared to the corresponding period of 2009, the
provision for bad debt was reduced similarly, thus favorably affecting the income from operations. In the three months period ended
September 30, 2009, a potential loss of $1,309,803 in doubtful accounts was recognized, while in the corresponding period of 2010, a
recovery of $1,977,968 of such doubtful accounts was recognized, improving consequently the results of 2010 by $3,287,771, when
compared to 2009. Net income for the three months period ended September 30, 2010 increased by $2,819,232 mostly due to the
improvement in doubtful accounts.

By Segments
Manufacturing and Selling of aquatic products

HQ Ocean Fishing Co. Ltd (“HQOF”) is engaged in the manufacturing and selling of aquatic products. The sales contributed by this
segment decreased to $13,418,390 for the three months period ended September 30, 2010 compared to $14,047,803 for the corresponding
period of 2009, a decrease of 4%. In the current period of 2010, sales of tilapia increased by approximately 22% mostly due to unit sales
price increases when compared to the corresponding period of 2009. For the other fish products sold such as shrimps and ocean caught,
volume reduction of approximately 40% resulted in lower sales of approximately 38%. The related gross profit ratio of this segment was
19% and 26% for the three months period ended September 30, 2010 and 2009 respectively. The deterioration in the gross profit margin in
the third quarter of 2010 compared to the third quarter of 2009 is due to a reduction in volume of processed shrimps and ocean caught fish.
This segment contributed $2,818,570 and $3,191,927 to net income for the three months period ended September 30, 2010 and 2009
respectively. The reduction in gross profit of $1,148,306 from this segment in 2010 was offset mostly by a recovery of bad debt, as the
potential losses on aging receivables provided for in previous periods did not materialize. The improvement in bad debt in 2010 of
$701,722 compared to 2009 offset the deterioration of gross profit by a similar amount.

Manufacturing and Selling of Marine Bio and Healthcare products

Our other wholly-owned subsidiary, Jiahua Marine, is engaged in the manufacturing and selling of Marine Bio and Healthcare
products. During the three months period ended September 30, 2010 and 2009, Jiahua Marine recorded sales of $8,574,334 and
$8,109,064 respectively, an increase of 6%. The gross profit ratio from this segment was 71% and 76% for the three months ended
September 30, 2010 and 2009 respectively. The decrease in the gross profit margin in 2010 was mostly the result of higher cost of direct
materials and labor related to the new OMOJO brand which substantially increased our processing costs. Furthermore, the major expense
of this segment continues to be marketing and advertising, corresponding to 15% and 21% of revenues for the three months ended
September 30, 2010 and 2009, respectively. The decrease in marketing and advertising expenses of $434,327 in 2010 compared to 2009
was mostly due to the reorientation of publicity costs towards new presentation of products and direct penetration into new markets. The
net income contributed by this segment was $4,762,406 for the three months period ended September 30, 2010, compared to the net
income of $2,129,780 for the three months period ended September 30, 2009. Although gross profit from this segment was relatively
stable in 2010 compared to 2009, estimated losses from prior periods from potentially unrecoverable receivables having not materialized
created an improvement in bad debt recovery of $2,585,924 in the current period of 2010 compared to the corresponding period of 2009.
Furthermore, reduction of marketing and advertising expenses contributed $434,327 to the improvement of net income in the current
period of 2010.

Feed Products Segment

Our new feed mill facility completed in the last quarter of 2009 is engaged in the manufacturing and selling of feed products. During
the three months period ended September 30, 2010, this segment recorded sales of $6,217,535 with a profit margin of 15.6%, or $966,998.
It is expected that the gross profit margin from this segment will slightly improve in the coming periods as we expect to gain efficiencies
by increasing the volumes and absorb fixed costs more favorably.



By Operations

Sales. For the three months period ended September 30, 2010, sales increased by $6,053,392 to $28,210,259 or 27% when compared
to the same period of 2009. This improvement in sales resulted mostly from sales of $6,217,535 originating from the newly added feed
products segment in late 2009. Reduction in sales from the aquaculture product segment was almost totally offset by increased sales in the
health and bio-products segment. The increase in sales from the bio-product segment were mostly due to new products having been put on
the market during the last periods. The reduced sales in the aquatic product segment is related to the mix of volume and sales price
reductions of shrimps and ocean caught fish in the current period of 2010.

Cost of sales. Cost of sales increased by $6,304,972 or 51% to $18,703,247 from $12,398,275 for the three months period ended
September 30, 2010, when compared to the corresponding period of the prior year. Most of the increase in cost of sales was related to the
newly added feed product segment. The overall gross profit ratio deteriorated by 11%, to 33% for the three months period ended
September 30, 2010 from 44% for the corresponding period of 2009. The deterioration in the gross profit margin in 2010 was the result of
a mix of lower contribution than other segments of the feed products segment, added to decreased gross profit margins from both the
aquaculture product and the health and bio-product segments. The reduction in gross margin from the aquaculture product segment relates
mostly to volume reduction of processed fish in the current period of 2010 while the reduction of gross profit from the health and bio-
products segment relates to additional processing costs in connection with new products marketed in 2010.

Selling and distribution expenses. Selling and distribution expenses increased by $49,756 to $466,832 for the three months period
ended September 30, 2010, as compared to the corresponding period of the previous year. As a percentage of sales, the selling and
distribution expenses remained relatively stable at approximately 2% of sales in the current quarter of 2010, as compared to the
corresponding quarter of 2009.

Marketing and advertising expenses. Marketing and advertising expenses decreased by $434,327 or 25% from $1,703,664 in the
current period of 2010 to $1,269,337 for the corresponding period of the previous year. As a percentage of sales, this expense continues to
be the most important expense of the health and bio-product segment, corresponding to 15% of sales in 2010 compared to 21% in the same
period of 2009. In 2010, with new products on hand, the company reoriented its marketing and advertising efforts towards product
presentation and design coupled with new markets penetration.

General and administrative expenses. General and administrative expenses increased by $382,839, or 27%, to $1,815,708 in the
current three months period ended September 30, 2010, from $1,432,869 in the corresponding period of 2009. Overall, the increase is
related to such expenses incurred in the newly added feed product segment for approximately $63,000, the health and bio-products
segment for approximately $120,000 where more sale and distribution efforts are made in 2010, and for head office expenses for
approximately $200,000 where additional office rental, communication with investors and marketing of new products efforts were
involved.

Depreciation and amortization. Depreciation and amortization increased by $97,287 to $128,082 in the current quarter when
compared to the same quarter of 2009. In the three months period ended September 30, 2010, depreciation increased substantially as newly
acquired fixed assets in the feed product segment started to be depreciated in 2010.

(Recovery of)/Doubtful accounts. Recovery of doubtful accounts in the current three months period of 2010 amounted to $1,977,968,
compared to a doubtful accounts expense of $1,309,803 in the corresponding period of 2009. The recovery in 2010, which originated
mostly from the health and bio-product segment, was the result of improved aging in our receivables in 2010 which triggered adjustment
of potential losses to be incurred, in accordance with our accounting policy. The amount of provision of doubtful accounts is estimated at
the end of each quarter and reflects the potential risk of non-collection at that time, which has not materialized to date.
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Income from operations. Income from operations increased by $2,940,636 to $7,805,021 in the current quarter of 2010 from
$4,864,385 in the corresponding quarter of the previous year. Although total gross profit was lower in the current period of 2010,
improved recovery of bad debt of $3,287,771 impacted favorably on the income from operations as explained above.

Finance costs. In the third quarter of 2009, finance costs included recognition of interests on the promissory notes issued in
November 2006 added to the combination of amortization of future conversion of warrants (non-cash) attributed to investors on those
November 2006 notes of $5,000,000 added to the amortization of the embedded conversion option (non-cash) related to the same notes.
No such expenses were incurred in 2010 as the notes were totally repaid through their conversion attribute in late 2009. In the current
period of 2010, finance costs relate mostly to costs incurred in August 2010 on new warrants issued in connection with the public offering.

Fair value change in derivative financial instruments. Effective January 1, 2009, in recognition of new accounting standards related
to the fair value of our outstanding warrants and embedded conversion feature of our promissory notes in accordance with FASB ASC
815-40 and FAS No.133, we recognized in our income statement the change in value (“mark-to-market”) from July 1, 2010 to
September 30, 2010 of those items included in our liabilities. In the third quarter of 2010, we recognized an income of $254,321
corresponding to the adjustments in the fair value of those financial instruments between July 1, 2010 and September 30, 2010. This fair
value change will continue to be evaluated quarterly until expiration of the warrants and the promissory notes, and the corresponding
change will be charged or credited to our income in the corresponding period.

Income before income taxes. Income before income taxes showed an improvement of $2,988,486 in the current three months of
2010, when compared to the same period of 2009. The improvement of income before income taxes was the result of increased income
from operations of $2,940,636 described above.

Current income taxes. In the current three months period ended September 30, 2010, current income taxes increased by $169,254 to
$993,614 from $824,360 in the corresponding period of 2009. The increase was mostly due to the increased taxable income in 2010. Since
the new Chinese tax legislation was promulgated in 2008, the health and bio product segment income tax rate is to be increased yearly
until it reaches 25% in year 2012.

Deferred income taxes. There was no deferred income tax recognized in both periods as there was no material timing differences to
justify recognition of such deferred tax expenses.

Net income attributable to shareholders. In the current three months period of 2010, we realized a net income of $6,866,666
compared to a net income of $4,047,434 in the corresponding period of 2009. The overall decrease of $251,580 in gross profit during the
three months period ended September 30, 2010 was offset essentially by an improved bad debt recovery of $3,287,771 in the same period.

RESULTS OF OPERATIONS — NINE MONTHS ENDED SEPTEMBER 30, 2010 AS COMPARED TO NINE MONTHS
ENDED SEPTEMBER 30, 2009

Total sales for the nine months period ended September 30, 2010 increased by 29%, from $49,007,445 in 2009 to $63,242,341 in
2010. Approximately 95% of the increase in sales originates from the newly added feed product segment that was added in late 2009.
Gross profit for the nine months period ended September 30, 2010 decreased by 2% to $20,411,164 when compared to the same period of
2009. The gross profit ratio for the nine months period ended September 30 decreased from 42.5% in 2009 to 32.3% in 2010. That
deterioration in the gross profit ratio in the first nine months of 2010 compared to the corresponding 2009 period originates from the
aquatic product segment which saw its gross profit margin slide from 24.4% in 2009 to 18.9% in 2010, the health and bio-product segment
which experienced a decrease in the gross profit ratio from 76% in 2009 to 70.2% in 2010, and the newly added feed product segment
which showed a gross profit ratio of 13.2%. Income from operations for the current nine months period of 2010 increased by $3,146,955
from $8,703,404 in September 2009 to $11,850,359 in September 2010. Although gross profit deteriorated by $412,926 in the nine months
period ended September 30, 2010 compared to the corresponding period of 2009, an improvement in bad debt recovery of $3,432,620 in
2010 positively impacted income from operations in the current period. Net income increased from $6,247,524 in the nine months period
ended September 30, 2009 to $9,699,599 in the corresponding period of 2010. The increased net income of 2010 was the result of
increased income from operations as described above, coupled with a substantial reduction of finance costs of $573,402 in the same period
added to additional improvement of $694,825 in fair value change in derivative financial instruments.



By Segments
Manufacturing and Selling of aquatic products

HQ Ocean Fishing Co. Ltd (“HQOF”) is engaged in the manufacturing and selling of aquatic products. The revenue contributed by
this segment decreased by $156,199 or 0.5% to $31,702,323 for the nine months period ended September 30, 2010 compared to
$31,858,522 for the corresponding period of 2009. Volumes of fish sold decreased by 9.4% in total in 2010 while sales prices went up
during the same period. While volume of tilapia processed remained stable in 2010 compared to 2009, processed shrimps and ocean
caught fish decreased substantially in 2010. Tilapia prices improved on average by approximately 10% in 2010, along with ocean caught
fish prices, while shrimp prices were overall stable. The related gross profit ratio of this segment went from 24% for the nine months
period ended September 2009 compared to 19% in the corresponding period of 2010. The decrease in the gross profit ratio in 2010
originates mostly from reduced volumes of total processed fish in 2010 compared to 2009. This segment contributed $4,354,171 to our net
income in the first nine months of 2010, as compared to net income of $6,791,498 for the corresponding period of 2009, a deterioration of
35.9%. That deterioration is mostly due to the 5% decrease in gross profit ratio in 2010, coupled with a bad debt expense increase of
$685,621 during the same period, when compared to the corresponding period of 2009.

Manufacturing and Selling of Marine Bio and Healthcare products

Our other manufacturing subsidiary, Jihua Marine, is engaged in the manufacturing and selling of health and bio-products. During
the nine months period ended September 30, 2010 and 2009, Jiahua Marine realized sales of $17,999,755 and $17,148,923 respectively, an
increase of $850,832 or 5%. That increase in sales in 2010 was related mostly to new products marketed in 2010. The gross profit ratio
from this segment decreased from 76% for first nine months period ended September 2009, to 70% in the corresponding period of 2010,
due mostly to higher packaging costs for the new OMOJO line of products marketed in 2010. The major expense of this segment continues
to be marketing and advertising, corresponding to 17% and 26% of revenues for the nine months ended September 30, 2010 and 2009
respectively. The reduction of such expenses is mostly due to the new marketing strategy shifting from media advertising to product design
and presentation with more direct client relationship. The net income contributed by this segment was $8,628,506 and $4,738,155 for the
nine months period ended September 30, 2010 and 2009 respectively, an improvement of 82.1%. Although that segment showed lower
gross profit in 2010 compared to 2009, the improvement in net income was mostly due to the combination of recovery of bad debts and
reduced marketing and advertising expenses.

Feed Products Segment

Our new feed mill facility completed in the last quarter in 2009, is engaged in the manufacturing and selling of feed products. During
the nine months period ended September 30, 2010, this segment recorded sales of $13,540,263 with a profit margin of 13% or $1,783,132.
This new segment’s contribution to net income in the first nine months of 2010 amounted to $1,242,271. It is expected that there will be
further improvement in yearly gross margin contributions in the coming quarters as yearly volume will continue to increase, supporting
fixed costs more favorably.
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By Operations

Sales. For the nine months period ended September 30, 2010, sales increased by $14,234,896 or 29% to $63,242,341. This
improvement in sales resulted principally from the newly added feed product segments in 2010, contributing sales of $13,540,263 to the
total sales. The sales from the aquaculture segment decreased by $156,199 or 0.5% in the first nine months period of 2010, mostly related
to a volume decrease as the sales prices went up in 2010, compared to the corresponding period of 2009.

Cost of sales. Cost of sales increased by $14,647,822 or 52% to $42,831,177 from $28,183,355 for the nine months period ended
September 30, 2010, as compared to the corresponding period of the prior year. The gross profit ratio decreased from 43% for the nine
months period ended September 30, 2009 to 32% for the same period of 2010. The overall gross profit ratio deterioration in the current
nine months period of 2010 originates from all segments, and is due to a mix of reduced volumes in the aquaculture segment, increased
costs in the health and bio-products segment, and below average gross profit ratio in the new feed products segment.

Selling and distribution expenses. Selling and distribution expenses increased by $294,336 or 31% from $961,378 to $1,255,714 for
the nine months period ended September 30, 2010, as compared to the corresponding period of the prior year. As a percentage of sales, the
selling and distribution expenses remained relatively stable at approximately 2% of sales in the current nine months period of 2010, and in
the corresponding period of 2009.

Marketing and advertising expenses. Marketing and advertising expenses decreased by $1,121,482 or 25% from $4,469,149 to
$3,347,667 as compared to the corresponding period of the prior year. Those expenses correspond to approximately 17% of our bio-
products sales of 2010 and 26% in 2009. The decrease in 2010 is related to new products launched in the bio-product segment in the last
year. Those advertising expenditures are incurred for the promotion of our health and bio-products to achieve customer recognition and are
consistent with industry practices. In 2010, the company shifted a substantial portion of those expenses from media advertising to product
design and presentation with more direct client relationship.

General and administrative expenses. General and administrative expenses increased by $665,733 or 13% to $5,728,567 from
$5,062,834 as compared to the corresponding period of the previous year. The 2010 increase is related mostly to expenses incurred in the
newly added feed product segment for $235,662, and for head office expenses for $436,390 where additional professional fees, office
rental, communication with investors and marketing of new products efforts were involved. As a percentage of total sales, those expenses
decreased to 9.1% in the nine months period ended September 30, 2010 compared to 10% in the corresponding period of 2009.

Depreciation and amortization. Depreciation and amortization increased by $34,152 to $332,487 as compared to the corresponding
period of the prior year, mainly originating from the effect of newly acquired fixed assets for feed product segment.

(Recovery of)/Doubtful accounts. Recovery of doubtful accounts amounted to $2,103,630 for the nine months period ended
September 30, 2010 compared to doubtful accounts expense of $1,328,990 for the corresponding period of 2009. The recovery in 2010,
originating mostly from the health and bio-product segment, was the result of improved collection of our receivables triggering reduction
of potential losses to be incurred, in application of our accounting policy. The provision for doubtful accounts is estimated at the end of
each period, from the specific aging of our accounts, in order to reflect the potential loss on recovery of those accounts.

Income from operations. Income from operations increased from $8,703,404 in the nine months ended September 30, 2009 to
$11,850,359 in the corresponding period of 2010, an increase of $3,146,955. Although gross profit deteriorated by $412,926 in the first
nine months of 2010, reduction of marketing and advertising expenses by $1,121,482 coupled with net bad debt recovery of $3,432,620
were the main drivers of such significant improvement.

Finance costs. Finance costs substantially decreased to $266,998 from $840,400 for the nine months period ended September 30,
2010 when compared to the corresponding period of the prior year, a reduction of $573,402. In 2009, financing costs included recognition
of the carrying interests on the promissory notes issued in November 2006 added to the continued combination of amortization of the
future conversion of warrants (non—cash) attributed to investors on those November 2006 notes of $5,000,000, added to the amortization
of the embedded conversion option (non—cash) related to the same notes. Such amortization was repeated until maturity of the underlying
notes in November 2009. No such expenses were incurred in 2010 as the notes were totally repaid through their conversion attribute in late
2009. For the first nine months of 2010, finance costs related mostly to costs incurred in August 2010 on new warrants issued in relation
with the public offering of that date.



Fair value change in derivative financial instruments. Effective January 1, 2009, in recognition of new accounting standards related
to the fair value of our outstanding warrants and embedded conversion feature of our promissory notes in accordance with FASB ASC
815-40 and FAS No.133, we recognized in our income statement the change in value (“mark-to-market”) from January 1, 2010 to
September 30, 2010 of those two items included in our liabilities. In the first nine months of 2010, we recognized an income of $619,027
corresponding to the adjustments in the fair value of those financial instruments between January 1, 2010 and September 30, 2010. This
fair value change will continue to be evaluated quarterly until expiration of the warrants, and the corresponding change will be charged or
credited to our income in the corresponding period.

Income before income taxes. For the nine months period ended September 30, 2010, income before income taxes amounted to
$12,300,707, from $7,834,355 for the corresponding period of 2009. That significant improvement of $4,466,352 experienced in 2010 was
the result of improved income from operations of $3,146,955 as described above, added to the reduction in finance costs of $573,402 and
favorable fair value change in derivative financial instruments of $694,825, also described above.

Current income taxes. Current income taxes increased by $1,014,277 to $2,601,108 in the first nine months of 2010, from
$1,586,831 in the corresponding period of 2009. The increase in current income taxes is mostly due to higher taxable income and higher
tax rate in 2010 from the health and bio-product segment, since the new Chinese tax legislation promulgated in 2008. The health and bio-
product segment actual income tax rate will increase yearly until it reaches 25% in year 2012.

Deferred income taxes. There was no deferred income tax recognized in both periods as there was no material timing differences to
justify recognition of such deferred tax expenses.

Net income attributable to shareholders. The net income attributable to shareholders improved from $6,247,524 for the nine months
period ended September 30, 2009, to $9,699,599 for the corresponding period of 2010. As indicated above, bad debt recovery added to
reduced marketing and advertising expenses and improved financing costs were the main factors supporting such improvements.

LIQUIDITY AND CAPITAL RESOURCES

Our cash and cash equivalents remain solid at $64,469,046 at September 30, 2010, as compared to $36,957,303 at December 31,
2009. As of September 30, 2010, working capital was $112,958,251 compared to $90,760,981 at December 31, 2009. The funds generated
by the operating activities during the first nine months of 2010 were used mainly to support our investment in long term assets and to
improve our cash position at September 30, 2010.

Total assets increased by $23,181,159, or 19.3%, to $142,986,984 at September 30, 2010, compared to $119,805,825 as of
December 31, 2009. Shareholders’ equity increased by $20,260,692 or 18.1%, to $132,284,299 at September 30, 2010, from $112,023,607
as of December 31, 2009.

To date, we have financed our operations through the combination of our operating revenues, equity and debt financing (in
connection with which we have at times incurred significant costs), short—term bank loans, and the use of shares of our common stock
issued as payment for services rendered to us by third parties. In the past, we issued shares of our common stock and warrants in private
placement transactions to help finance our operations, and to pay for professional services (such as financial consulting, market
development, legal services and public relations services). We recognized these services on our books as operating or deferred expenses
and amortized over their estimated useful life. The number of shares we issued for these purposes were determined as of the dates of
invoices relating to such services, and the shares were valued at their market prices on those respective dates. In addition, as required by
PRC laws, we establish yearly reserves shown in the stockholders’ equity section of our balance sheet. Those reserves, which are created
by a transfer from the retained earnings account, limit our capacity to pay dividends to stockholders until the retained earnings become
positive. The laws and regulations of the PRC restrict any form of distribution of statutory surplus reserve, whether by cash dividends or
for use in the US operations. As of September 30, 2010, the remaining statutory surplus reserve required is approximately $1.46 million
(December 31, 2009: $2.33 million). As we are in an expansion phase, we do not intend to pay dividends to stockholders in the foreseeable
future. To date, we have not paid any dividends.
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For the nine months ended September 30, 2010, about 39% of our consolidated sales are derived from our five largest clients, and
our results of operations therefore depend on a small number of clients (39% in 2009). As part of our short and medium—term business
plan, including our recent efforts to raise funds to support the anticipated expansion of our operations, we intend to invest in our
infrastructure to construct a new processing plant. We expect that this will allow us to meet forecasted increased demand for our products
in the United States and Europe. As a result, we plan to develop and serve new clients, which should reduce our dependence on individual
clients to more acceptable levels.

In order to ensure sufficient funds to meet our future needs for capital, management believes that we will continue to evaluate
opportunities to raise financing through some combination of commercial bank borrowings, the private or public sale of equity, or issuance
of debt securities from time to time. However, future equity or debt financing may not be available to us at all, or if available, may not be
on terms acceptable to us. If we are unable to obtain financing in the future, we will continue to develop our business on a reduced scale
based on our existing capital resources.

The ratio of current assets to current liabilities increased to 14.3 times ($121,422,091/$8,463,840) at September 30, 2010, from 12.7
times ($98,543,199/$7,782,218) at December 31, 2009.

ITEM3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

We do not hold any derivative financial instruments used to hedge against market or currency risk. Because most of our purchases
and sales are made in RMB, any exchange rate change affecting the value of the RMB relative to the U.S. dollar could have an effect on
our financial results as reported in U.S. dollars. If the RMB were to depreciate against the U.S. dollar, amounts reported in U.S. dollars
would be correspondingly reduced. If the RMB were to appreciate against the U.S. dollar, amounts reported in U.S. dollars would be
correspondingly increased. There has been no material change in our company’s assessment of its sensitivity to market risk since its
disclosure in its Annual Report on Form 10-K for the fiscal year ended December 31, 2009.

ITEM 4. CONTROLS AND PROCEDURES.

a) Evaluation of Disclosure Controls and Procedures.

Our Chief Executive Officer and Chief Financial Officer conducted an evaluation of the effectiveness of the design and operation of
the Company’s disclosure controls and procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of 1934, as amended
(the “Exchange Act”)) as of the end of the period covered by this quarterly report on Form 10-Q. Based on that evaluation, the Chief
Executive Officer and Chief Financial Officer concluded that the Company’s disclosure controls and procedures were effective as of the
end of the period covered by this quarterly report on Form 10-Q.

It should be noted that any system of controls, however well designed and operated, can provide only reasonable and not absolute
assurance that the objectives of the system are met. In addition, the design of any control system is based in part upon certain assumptions
about the likelihood of certain events. Because of these and other inherent limitations of control systems, there can be no assurance that
any design will succeed in achieving its stated goals under all potential future conditions, regardless of how remote.

b) Changes in Internal Control over Financial Reporting.

During the quarter ended September 30, 2010, there was no change in our internal control over financial reporting (as such term is
defined in Rule 13a-15(f) under the Exchange Act) that has materially affected, or is reasonably likely to materially affect, our internal
control over financial reporting.
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PART II - OTHER INFORMATION

ITEM1. LEGAL PROCEEDINGS.

We are currently not involved in any litigation that we believe could have a materially adverse effect on our financial condition or
results of operations. There is no action, suit, proceeding, inquiry or investigation before or by any court, public board, government
agency, self-regulatory organization or body pending or, to the knowledge of the executive officers of our Company or any of our
subsidiaries, threatened against or affecting our Company, our common stock, any of our subsidiaries or of our Company’s or our
Company’s subsidiaries’ officers or directors in their capacities as such, in which an adverse decision could have a material adverse effect.

ITEM 1A. RISK FACTORS.

An investment in our securities involves a high degree of risk. You should carefully consider the following information about these
risks, together with the other information contained in this Form 10-Q, before investing in our securities. If any of the events anticipated
by the risks described below occur, our results of operations and financial condition could be adversely affected which could result in a
decline in the value of our securities, causing you to lose all or part of your investment.

Risks Relating To Our Business
We rely on cooperative suppliers and any adverse changes in these relationships may adversely affect us.

We have developed a network of aquaculture farmers in Hainan Province for the supply of tilapia and shrimp by entering into
cooperative supply agreements. Pursuant to the cooperative supply agreements, we are assured the necessary supply of aquatic products
that meet our quality standards. Smooth continual operation of this cooperative network is essential in controlling our costs, meeting
quality standards and the timely fulfillment of our customer orders. Any adverse change to our cooperative network, including any early
termination or non-renewal of any supply agreement or any failure of suppliers to fulfill their obligations under the supply agreements,
could have a material adverse effect on our business model, operations and competitiveness.

We may require additional capital in the future, which may not be available on favorable terms or at all.

Our future capital requirements will depend on many factors, including industry and market conditions, our ability to successfully
implement our branding and marketing initiatives and expansion of our production capabilities. We anticipate that we may need to raise
additional funds in order to grow our business and implement our business strategy. We anticipate that any such additional funds would be
raised through equity or debt financings. In addition, we may enter into a revolving credit facility or a term loan facility with one or more
syndicates of lenders. Any equity or debt financing, if available at all, may be on terms that are not favorable to us. Even if we are able to
raise capital through equity or debt financings, as to which there can be no assurance, the interest of existing stockholders in our company
will be diluted, and the securities we issue may have rights, preferences and privileges that are senior to those of our common stock or may
otherwise materially and adversely affect the holdings or rights of our existing stockholders. If we cannot obtain adequate capital, we may
not be able to fully implement our business strategy, and our business, results of operations and financial condition would be adversely
affected. See also Management’s Discussion and Analysis of Financial Condition and Results of Operations — Liquidity and Capital
Resources. In addition, we have and will continue to raise additional capital through private placements or registered offerings, in which
broker-dealers will be engaged. The activities of such broker-dealers are highly regulated and we cannot assure that the activities of such
broker-dealers will not violate relevant regulations and generate liabilities despite our expectation otherwise.

We depend on the availability of additional human resources for future growth.

We have recently experienced a period of significant growth in our sales volume. We believe that continued expansion is essential for
us to remain competitive and to capitalize on the growth potential of our business. Such expansion may place a significant strain on our
management and operations and financial resources. As our operations continue to grow, we will have to continually improve our
management, operational and financial systems, procedures and controls, and other resources infrastructure, and expand our workforce.
There can be no assurance that our existing or future management, operating and financial systems, procedures and controls will be
adequate to support our operations, or that we will be able to recruit, retain and motivate our personnel. Further, there can be no assurance
that we will be able to establish, develop or maintain the business relationships beneficial to our operations, or to do so or to implement
any of the above activities in a timely manner. Failure to manage our growth effectively could have a material adverse effect on our
business and the results of our operations and financial condition.



We depend on our key management personnel, and the loss of any of their services could materially adversely affect us.

Our operations are dependent upon the experience and expertise of a small number of key management personnel, which includes
Lillian Wang Li, our Chairman of the Board, Norbert Sporns, our Chief Executive Officer and President, and Harry Wang Hua, our Chief
Operating Officer. Lillian Wang Li and Harry Wang Hua are brother and sister, and Ms. Wang Li is married to Norbert Sporns. Although
we have obtained life insurance on Ms. Wang Li and have begun the process of obtaining life insurance on Mr. Sporns, the loss of the
services of any of these key personnel for any reason would likely have a material adverse effect on our business, and the results of our
operations and financial condition, or could delay or prevent us from fully implementing our business strategy.

A few of our customers account for a significant portion of our business.

We have derived, and over the near term we expect to continue to derive, a significant portion of our sales from a limited number of
customers. For example, our five largest customers accounted for a total of 39% of our consolidated sales for the year ended December 31,
2009, and they are all related to the aquaculture product segment. At September 30, 2010, approximately 39% of our trade receivables
were from transactions with these five largest customers. The loss of any of these customers or non-payment of outstanding amounts due
to the company from these customers could materially and adversely affect our results of operations, financial position and liquidity.

We may be unable to continue to take advantage of the seasonal pricing fluctuation in sales of our products, and we may be adversely
affected by the seasonal fluctuation in the prices we earn for our products.

We have experienced seasonal fluctuation in the prices we earn for our products, generally in the range of 15 to 20%. Pricing
fluctuation occurs during the winter season when fish farms in the northern part of the PRC suspend production due to cold weather
conditions. These weather related disruptions in supply permit us to increase the sales prices of our tilapia products. However, there can be
no assurance that such premium pricing, benefiting our profitability, can be maintained in the future. Other factors, such as an increase in
the cost of feed, might also adversely impact on the cost of fish and lessen our margins and profitability.
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Any adverse changes in the supply of our tilapia and other raw materials, including contamination or disease or increased costs of raw
materials, may adversely affect our operations or reduce our margins or profits.

We are dependent on the availability of raw materials from Hainan Province and the oceans in that region. The supply of these raw
materials can be adversely affected by any material change in the climatic or environmental conditions in and around Hainan Province. In
addition, if there is contamination resulting from disease, pollution or other foreign substances, our supply of raw materials could be
jeopardized or disrupted. The shortage or lack of raw materials and any consequential change in their cost would, in turn, have a material
adverse effect on the cost on our operations and margins and our ability to provide products to our customers.

Any actual contamination of our products resulting from processing, packaging or transit of our products, or negative press from
contamination experienced by other companies in our industry, may adversely affect our operations or reduce our margins or profits.

We actively seek to control the quality of our products and avoid risk of contamination in our processing, packaging and distribution
of such products; however no quality control program is guaranteed to be completely effective. We are dependent on others for the reliable
safe transportation of our products to the market place and the quality of our final product as experienced by the consumer may be
impacted by disruptions in the transit process beyond our control. In addition, if our competitors experience problems with contamination
of their products, even if we do not concurrently suffer similar adverse events, publicity of such problems could negatively impact our
reputation. Actual contamination or reports of industry problems with contamination or poor quality may have a material adverse effect on
our operations, including an increase in product liability claims, higher quality control and transport costs, reduced margins and decreased
consumer interest in our products.

We may be adversely affected by the fluctuation in raw material prices and selling prices of our products.

Neither our products nor the raw materials we use have experienced any significant price fluctuations since we began operation, but
there is no assurance that they will not be subject to future price fluctuations or pricing control. The products and raw materials we use
may experience price volatility caused by events such as market fluctuations or changes in governmental programs. The market price of
these raw materials may also experience significant upward adjustment, if, for instance, there is a material under-supply or over-demand in
the market. These price changes may ultimately result in increases in the selling prices of our products, and may, in turn, adversely affect
our sales volume, revenue and operating profit.

We could be adversely affected by the occurrence of natural disasters in Hainan Province.

From time to time, Hainan Province experiences natural disasters (including typhoons and floods), particularly from June through
September of any given year. Natural disasters could impede operations, damage infrastructure necessary to our operations or adversely
affect the logistical services to and from Hainan Province. For example, a flood occurred in October 2010 that caused less than $500,000
of damage to our fry beeding operation and contract farmers. Even though we currently have insurance against damages caused by natural
disasters, including typhoons, accidents or similar events, the occurrence of natural disasters in Hainan Province could adversely affect our
business, the results of our operations, prospects and financial condition, through business disruptions and/or any losses in excess of our
policy limits.

Intense competition from existing and new entities may adversely affect our revenues and profitability.

In general, the aquaculture industry is intensely competitive and highly fragmented. We compete with various companies, many of
which are developing or can be expected to develop products similar to ours. For example, 8th Sea—The Organic Seafood Company
currently produces and processes tilapia fillets in Brazil’s Parana state. Many of our competitors are more established than we are and have
significantly greater financial, technical, marketing and other resources than we presently possess. Some of our competitors have greater
name recognition and a larger customer base. These competitors may be able to respond more quickly to new or changing opportunities
and customer requirements and may be able to undertake more extensive promotional activities, offer more attractive terms to customers,
and adopt more aggressive pricing policies. We intend to create greater awareness for our brand name in an attempt to successfully
compete with our competitors. We cannot assure you that we will be able to compete effectively or successfully with current or future
competitors or that the competitive pressures we face will not harm our business.

Our operating subsidiaries must comply with environmental protection laws that could adversely affect our profitability.

We are required to comply with the environmental protection laws and regulations promulgated by the national and local
governments of the PRC. Some of these regulations govern the level of fees payable to government entities providing environmental
protection services and the prescribed standards relating to the discharge of effluent, or liquid waste. Yearly inspections of waste treatment
systems require the payment of a license fee which could become a penalty fee if standards are not maintained. Currently, our plant treats
all of its effluent completely to level one, which is consistent with releasing potable water back to the environment, and there is currently



no charge being levied. Although our production technologies allow us to efficiently control the level of pollution resulting from our
production process, and notwithstanding the fact that we have received evidence of compliance with environmental protection
requirements from government authorities, due to the nature of our business, effluent wastes are unavoidably generated in the aquaculture
production processes. If we fail to comply with any of these environmental laws and regulations in the PRC, depending on the types and
seriousness of the violation, we may be subject to, among other things, warning from relevant authorities, imposition of fines, specific
performance and/or criminal liability, forfeiture of profits made, being ordered to close down our business operations and suspension of
relevant permits.

Climate change and related regulatory responses may impact our business.

Climate change as a result of emissions of greenhouse gases is a significant topic of discussion and may generate U.S. federal and
other regulatory responses in the near future, including the imposition of a so-called “cap and trade” system. It is impracticable to predict
with any certainty the impact of climate change on our business or the regulatory responses to it, although we recognize that they could be
significant. The most direct impact is likely to be an increase in energy costs, which would increase slightly our operating costs, primarily
through increased utility and transportations costs. However, it is too soon for us to predict with any certainty the ultimate impact, either
directionally or quantitatively, of climate change and related regulatory responses.

To the extent that climate change increases the risk of natural disasters or other disruptive events in the areas in which we operate, we
could be harmed. While we maintain business recovery plans that are intended to allow us to recover from natural disasters or other events
that can be disruptive to our business, our plans may not fully protect us from all such disasters or events.
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Our operations, revenue and profitability could be adversely affected by changes in laws and regulations in the countries where we do
business.

The governments of countries into which we sell our products, including the United States, Canada and the European Union, from
time to time, consider regulatory proposals relating to raw materials, food safety and markets, and environmental regulations, which, if
adopted, could lead to disruptions in distribution of our products and increase our operational costs, which, in turn, could affect our
profitability. To the extent that we increase our product prices as a result of such changes, our sales volume and revenues may be adversely
affected.

Furthermore, these governments may change import regulations or impose additional taxes or duties on certain Chinese imports from
time to time. For example, in 2004, the United States government imposed heavy tariffs of more than 100% on certain Chinese shrimp
exporters. Similar regulations and fees or new regulatory developments may have a material adverse impact on our operations, revenue
and profitability. If one or more of the countries into which we sell our products bars the import or sale of fish or related products from
China, our available market would shrink significantly, adversely impacting our results of operations and growth potential.

Our business could be adversely affected by the recent negative public reports on seafood imported from China.

In June 2007, the U.S. Food and Drug Administration issued an alert report on the sale of five types of farm-raised seafood from
China in the United States because of unapproved chemical residues. The five types of farm-raised seafood are shrimp, catfish, eel, basa
and dace. As a result, in order for the seafood to be sold in the United States, importers must provide independent testing that shows the
seafood does not contain the unapproved residues. Although tilapia is not included in the list and we believe our main seafood product,
which is tilapia, does not contain any of the unapproved residues, it is possible that our business may be adversely impacted as a result of
the negative public reports on seafood imported from China.

There could be changes in the policies of the PRC government that may adversely affect our business.

The aquaculture industry in the PRC is subject to policies implemented by the PRC government. The PRC government may, for
instance, impose control over aspects of our business such as distribution of raw materials, product pricing and sales. If the raw materials
used by us or our products become subject to any form of government control, then depending on the nature and extent of the control and
our ability to make corresponding adjustments, there could be a material adverse effect on our business and operating results.

Separately, our business and operating results also could be adversely affected by changes in policies of the Chinese government
such as: changes in laws, regulations or the interpretation thereof; confiscatory taxation; restrictions on currency conversion, imports on
sources of supplies; or the expropriation or nationalization of private enterprises. Although the Chinese government has been pursuing
economic reform policies for approximately two decades to liberalize the economy and introduce free market aspects, there is no
assurance that the government will continue to pursue such policies or that such policies may not be significantly altered, especially in the
event of a change in leadership, social or political disruption, or other circumstances affecting China’s political, economic and social life.

Compliance with changing regulation of corporate governance and public disclosure will result in additional expenses and pose
challenges for our management team.

Changing laws, regulations and standards relating to corporate governance and public disclosure, including the Dodd-Frank Wall
Street Reform and Consumer Protection Act and the rules and regulations promulgated thereunder, the Sarbanes-Oxley Act and SEC
regulations, have created uncertainty for public companies and significantly increased the costs and risks associated with accessing the
U.S. public markets. Our management team will need to devote significant time and financial resources to comply with both existing and
evolving standards for public companies, which will lead to increased general and administrative expenses and a diversion of management
time and attention from revenue generating activities to compliance activities.

Certain political and economic considerations relating to the PRC could adversely affect our company.

The PRC is passing from a planned economy to a market economy. The Chinese government has confirmed that economic
development will follow a model of market economy under socialism. While the PRC government has pursued economic reforms since its
adoption of the open-door policy in 1978, a large portion of the PRC economy is still operating under five-year plans and annual state
plans adopted by the government that set down national economic development goals. Through these plans and other economic measures,
such as control on foreign exchange, taxation and restrictions on foreign participation in the domestic market of various industries, the
PRC government exerts considerable direct and indirect influence on the economy. Many of the economic reforms are unprecedented or
experimental for the PRC government, and are expected to be refined and improved. Other political, economic and social factors can also
lead to further readjustment of such reforms. This refining and readjustment process may not necessarily have a positive effect on our
operations or future business development. Our operating results may be adversely affected by changes in the PRC’s economic and social



conditions as well as by changes in the policies of the PRC government, which we may not be able to foresee, such as changes in laws and
regulations (or the official interpretation thereof), measures which may be introduced to control inflation, changes in the rate or method of
taxation, and imposition of additional restrictions on currency conversion.

The recent nature and uncertain application of many PRC laws applicable to us create an uncertain environment for business
operations and they could have a negative effect on us.

The PRC legal system is a civil law system. Unlike the common law system, such as the legal system used in the United States, the
civil law system is based on written statutes in which decided legal cases have little value as precedents. In 1979, the PRC began to
promulgate a comprehensive system of laws and has since introduced many laws and regulations to provide general guidance on economic
and business practices in the PRC and to regulate foreign investment. Progress has been made in the promulgation of laws and regulations
dealing with economic matters such as corporate organization and governance, foreign investment, commerce, taxation and trade. The
promulgation of new laws, changes of existing laws and the abrogation of local regulations by national laws could have a negative impact
on our business and business prospects. In addition, as these laws, regulations and legal requirements are relatively recent, their
interpretation and enforcement involve significant uncertainty.
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If relations between the United States and China worsen, we may be unable to serve a portion of our customer base, the value of our
securities could decline and we may have difficulty accessing the U.S. capital markets.

At various times during recent years, the United States and China have had disagreements over political and economic issues.
Controversies may arise in the future between these two countries. Any political or trade controversies between the United States and
China could adversely affect our ability to continue to sell to U.S. customers, the value of our securities and our ability to access U.S.
capital markets.

Governmental control of currency conversion may affect the value of your investment.

The PRC government imposes controls on the convertibility of Renminbi into foreign currencies and, in certain cases, the remittance
of currency out of the PRC. Currently, the Renminbi is not a freely convertible currency. Shortages in the availability of foreign currency
may restrict our ability to remit sufficient foreign currency to pay dividends, or otherwise satisfy foreign currency denominated
obligations. Under existing PRC foreign exchange regulations, payments of current account items, including profit distributions and
interest payments, can be made in foreign currencies without prior approval from the PRC State Administration of Foreign Exchange by
complying with certain procedural requirements. However, approval from appropriate governmental authorities is required where
Renminbi is to be converted into foreign currency and remitted out of China to pay capital expenses such as the repayment of loans and
corporate debt obligations denominated in foreign currencies.

The PRC government may also at its discretion restrict access in the future to foreign currencies for current account transactions. If
the foreign exchange control system prevents us from obtaining sufficient foreign currency to satisfy our currency demands, we may not
be able to pay certain of our expenses as they come due.

The fluctuation of the Renminbi may materially and adversely affect your investment.

The value of the Renminbi against the U.S. dollar and other currencies may fluctuate and is affected by, among other things, changes
in the PRC’s political and economic conditions. Any significant revaluation of the Renminbi may materially and adversely affect our cash
flows, revenues and financial condition. For example, to the extent that we need to convert U.S. dollars into Renminbi for our operations,
appreciation of the Renminbi against the U.S. dollar could have a material adverse effect on our business, financial condition and results of
operations.

Conversely, if we decide to convert our Renminbi into U.S. dollars for the purpose of making dividend payments on our common or
preferred stock or for other business purposes and the U.S. dollar appreciates against the Renminbi, the U.S. dollar equivalent of the
Renminbi we convert would be reduced. Any significant devaluation of Renminbi may reduce our operation costs in U.S. dollars but may
also reduce our earnings in U.S. dollars. In addition, the depreciation of significant U.S. dollar denominated assets could result in a charge
to our income statement and a reduction in the value of these assets.

Commencing from July 21, 2005, China has adopted a managed floating exchange rate regime based on market demand and supply
with reference to a basket of currencies. The exchange rate of the US dollar against the RMB was adjusted from approximately RMB
8.28 per US dollar to approximately RMB 8.11 per US dollar on July 21, 2005. Since then, The People’s Bank of China administers and
regulates the exchange rate of US dollar against RMB taking into account demand and supply of RMB, as well as domestic and foreign
economic and financial conditions.

In addition, there can be no assurance that we will be able to obtain sufficient foreign exchange to pay dividends or satisfy other
foreign exchange requirements in the future. We currently do not intend to pay dividends.

It may be difficult to effect service of process and enforcement of legal judgments upon our company and our officers and directors
because some of them reside outside the United States.

As our operations are presently based in China and some of our key directors and officers reside outside the United States, service of
process on our key directors and officers may be difficult to effect within the United States. Also, substantially all of our assets are located
outside the United States and any judgment obtained in the United States against us may not be enforceable outside the United States. We
have appointed Norbert Sporns, our Chief Executive Officer and President, as our agent to receive service of process in any action against
our company in the United States.

Risks Relating to our Common Stock

There are a large number of shares underlying our Series A preferred stock and warrants that may be available for future sale and the
sale of these shares may depress the market price of our common stock.



As of September 30, 2010, we had 17,884,001 shares of common stock issued and outstanding. We currently have outstanding Class
B warrants to purchase up to 114,583 shares of our common stock, stock purchase warrants to purchase up to 32,051 shares of our
common stock issued in connection with the November 2006 financing and stock purchase warrants to purchase up to 1,601,499 shares of
our common stock issued in connection with the August 2010 financing. In addition, we currently have 100,000 shares of Series A
preferred stock issued and outstanding, and the holders of our Series A preferred stock have an option right to convert each share of Series
A Preferred Stock into 0.1 shares of our common stock. These shares, including all of the shares issuable upon conversion of our Series A
preferred stock and upon exercise of our warrants, may be sold into the market place currently. The sale of these shares may adversely
affect the market price of our common stock.

Our principal stockholders, current executive officers and directors own a significant percentage of our company and will be able to
exercise significant influence over our company.

Our executive officers and directors and principal stockholders together beneficially own approximately 87.62% of the total voting
power of our outstanding voting capital stock, primarily as a result of their ownership of Series A preferred stock of our company which,
while convertible into shares of our common stock on a 0.1-for-1 basis, carries 1,000 votes per Series A preferred share rather than the 1
vote per share of our common stock. The Series A preferred stock and the common stock vote together as one class on all matters to be
voted upon by the stockholders. In particular, our three largest stockholders, Mr. Sporns, Ms. Wang Li and Mr. Wang Hua, are family
members who share approximately 87.59% of the total voting power of our company. Ms. Wang Li is the wife of Mr. Sporns and
Mr. Wang Hua is the brother of Ms. Wang Li. These stockholders will be able to determine the composition of our board of directors, will
retain the voting power to approve all matters requiring stockholder approval and will continue to have significant influence over our
affairs. This concentration of ownership could have the effect of delaying or preventing a change in our control or otherwise discouraging
a potential acquirer from attempting to obtain control of us, which in turn could have a material and adverse effect on the market price of
the common stock or prevent our stockholders from realizing a premium over the market prices for their shares of common stock.
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Investors may experience dilution from any exercise of warrants.

We currently have outstanding Class B warrants to purchase up to 114,583 shares of our common stock, stock purchase warrants
issued in November 2006 entitling the holders to purchase up to 32,051 shares of our common stock and stock purchase warrants issued in
August 2010 entitling the holders to purchase up to 1,601,499 shares of our common stock. The Class B warrants expire on January 25,
2011, the November 2006 stock purchase warrants expire on December 28, 2011 and the August 2010 stock purchase warrants expire on
August 13, 2015.

Risks Relating to NewCo and the Expansion of our Health and Bio-products Segment

Our board of directors may decide not to approve the equity offering or stock exchange listing of our health and bio-products segment;
even if our board of directors approves, the consummation of the equity offering and the successful listing of NewCo common stock on
a stock exchange will be subject to a number of conditions.

Our board of directors and management are evaluating the proposed equity offering and stock exchange listing of NewCo to
determine whether the transaction is in our best interests as well as those of our stockholders. The board of directors may decide not to
approve the proposed equity offering and stock exchange listing of NewCo if at any time it determines, in its sole discretion, that we are
better served by not completing the transaction.

Even if the board of directors approves the equity offering and stock exchange listing, the transaction will be subject to a number of
conditions, including: (i) approval from Hong Kong securities regulators and other applicable regulators; (ii) the receipt of all permits,
registrations and consents required under the securities laws of states or other political subdivisions of the U.S. or of the PRC in
connection with the equity offering and stock exchange listing; (iii) HKEX’s approval for listing of NewCo’s common stock; and (iv) the
nonexistence of any order, injunction or decree issued by any court of competent jurisdiction or other legal restraint or prohibition that
might prevent the consummation of the equity offering and stock exchange listing or any of the transactions related thereto. If we are not
able to meet these conditions, we may not be able to complete the equity offering or successfully list the common stock of NewCo on a
stock exchange.

If the equity offering and the stock exchange listing are consummated, our existing stockholders’ ownership percentage in our health
and bio-products business will be diluted.

In connection with the proposed equity offering and stock exchange listing described under “Management s Discussion and Analysis
— General Overview — Proposed Equity Offering and Listing,” we would contribute our health and bio-products business to a newly
created subsidiary and sell up to 35% of the equity interests in that subsidiary to Asian investors. If this transaction is consummated, your
ownership interest in this business segment would be diluted.

Even if the proposed equity offering and stock exchange listing are successfully completed, we may not achieve the desired results and
there is no guarantee that we will receive any benefits.

In “Management’s Discussion and Analysis — General Overview — Proposed Equity Offering and Listing,” we describe the purposes
and potential benefits to the proposed equity offering and stock exchange listing. However, we may not be able to achieve some or all of
the benefits or such benefits may be delayed or may not occur at all. If we do not achieve these benefits, our revenue and operating profits
may be adversely impacted.

The proposal to open new health product stores in China and our potential franchising opportunities in connection with such stores
may become critical components of our growth and overall business strategy; yet we have no experience operating retail stores or
franchises.

Because we have no experience operating retail stores or franchises, it is difficult to forecast accurately our future revenues and
expenses related to these business opportunities. Additionally, our health product stores would be subject to risks inherent in the
establishment of a new business, including, among other things, efficiently deploying our capital, developing our product and service
offerings, complying with the Food Safety Laws of China and other applicable regulations, developing and implementing our marketing
campaigns and strategies. Our ability to generate future revenues from these operations will be dependent on a number of factors, many of
which are beyond our control. To be successful, we must establish market recognition in this business. This will require us to expend
significant resources, including capital and management time.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.

During the period from January 1, 2010 to September 30, 2010, no unregistered securities were issued and no repurchases were
made.



ITEM 3. DEFAULTS UPON SENIOR SECURITIES.

There have been no material defaults.

ITEM 4. [REMOVED AND RESERVED.]
ITEMS. OTHER INFORMATION.

On November 5, 2010, we entered into the Independent Non-Executive Director Agreement with Kevin M. Fitzsimmons.
Mr. Fitzsimmons joined the Company’s Board in March 2010. The agreement provides annual cash compensation of $20,000, which
amount increases each year by at least 10%. In addition, Mr. Fitzsimmons is entitled to an annual bonus of at least $15,000, which is
payable in shares of the Company’s common stock. The scheduled termination date of the agreement is March 8, 2015, but the agreement
may be terminated earlier by either party upon advance notice of 60 days.

The above description is qualified in its entirety by reference to the agreement, a copy of which is filed as Exhibit 10.1 hereto and is
incorporated herein by reference.
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ITEM 6. EXHIBITS.

10.1

31.1
312
32.1
322

Independent Non-Executive Director Agreement, dated November 5, 2010, between HQ Sustainable Maritime Industries, Inc. and
Kevin M. Fitzsimmons.

Certification of Chief Executive Officer Pursuant to Rule 13a-14(a).
Certification of Chief Financial Officer Pursuant to Rule 13a-14(a).
Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350.
Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350.
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SIGNATURES

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

Dated: November 9, 2010
HQ SUSTAINABLE MARITIME INDUSTRIES, INC.

By:  /s/ Norbert Sporns

Name: Norbert Sporns
Title: Chief Executive Officer and President

By: /s/ Jean-Pierre Dallaire

Name: Jean-Pierre Dallaire
Title: Chief Financial Officer
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