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PART I – FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
H/CELL ENERGY CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
June 30, 2017
(Unaudited)

December 31, 2016

ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable (net retention)
Prepaid expenses
Costs and earnings in excess of billings
Total current assets

$

Property and equipment, net
Security deposits and other non-current assets

293,769
1,634,929
7,043
27,166
1,962,907

$

102,076
8,599

Total assets

537,867
650,886
14,168
91,904
1,294,825
99,816
8,497

$

2,073,582

$

1,403,138

$

1,062,732
46,000
168,919
114,422
1,392,073

$

661,237
52,000
83,538
114,085
910,860

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable and accrued expenses
Management fees payable – related party
Billings in excess of costs and earnings
Sales tax payable
Total current liabilities
Commitments and contingencies
Stockholders’ equity
Common Stock - $0.0001 par value; 25,000,000 shares authorized;
7,041,579 and 3,131,579 shares issued and outstanding
as of June 30, 2017 and December 31, 2016, respectively
Preferred Stock - $0.0001 par value; 5,000,000 shares authorized;
0 shares issued and outstanding
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive loss

704

313

1,302,487
(589,293)
(32,389)
681,509

Total stockholders’ equity
$

TOTAL LIABILITIES & STOCKHOLDERS’ EQUITY

2,073,582

1,283,422
(740,651)
(50,806)
492,278
$

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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1,403,138

H/CELL ENERGY CORPORATION
CONDENSED CONSOLIDATED STATEMENT OF OPERATIONS – OTHER COMPREHENSIVE INCOME
For the Six Months Ended
June 30,
2017
2016

For the Three Months Ended June 30,
2017
Revenue
Construction income
Related party

$

2016

1,906,495
24,163

Total revenue

$

1,531,479
1,500

$

3,757,250
40,253

$

2,747,483
1,500

1,930,658

1,532,979

3,797,503

2,748,983

Cost of goods sold
Direct costs
Direct costs – related party

1,147,909
34,440

990,723
1,500

2,561,729
50,345

1,904,985
1,500

Total cost of goods sold

1,182,349

992,223

2,612,074

1,906,485

Gross profit

748,309

540,756

1,185,429

842,498

Operating expenses
Research and development
General and administrative expenses
Management fees – related party

498,124
45,000

527,778
38,000

945,369
91,000

2,000
1,442,177
77,000

543,124

565,778

1,036,369

1,521,177

205,185

(25,022)

149,060

678,679

2,298

7,671

Total operating expenses
Income (Loss) from operations
Other income

2,297

Net income (loss)

$

207,482

7,767
$

(17,255)

$

151,358

$

(671,008)

Other comprehensive income (loss), net
Change in foreign currency translation adjustment
Comprehensive income (loss)

Earnings (Loss) per share
Basic
Diluted
Weighted average common shares outstanding
Basic
Diluted

7,048

43,108

$

214,530

$

$
$

0.03
0.03

$
$

7,039,357
7,948,091

25,853

(0.01)
(0.01)
2,709,357
2,709,357

18,417
$

169,775

$

(616,632)

$
$

0.02
0.02

$
$

(0.26)
(0.26)

6,355,468
7,259,155

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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54,376

2,571,387
2,571,387

H/CELL ENERGY CORPORATION
STATEMENT OF STOCKHOLDERS’ EQUITY
FOR THE SIX MONTHS ENDED JUNE 30, 2017
Common Stock

Preferred Stock

Beginning, January 1, 2017

Number
of
Shares
3,313,579

Amount
$
313

Issuance of common stock in
January 2017, Pride Acquisition

3,800,000

380

-

-

10,000

1

-

-

Stock-based compensation
expense

-

-

-

Proceeds from stock option
exercise

100,000

10

-

Common stock issued for
services

Net income
Ending, June 30, 2017

7,041,579

$

Number
of
shares

Amount
-

$

-

Additional
Paid-In
Capital
$ 1,283,422

Accumulated
Income
(Deficit)
$
(740,651)

Total
Stockholders’
Equity
$
492,278

-

-

-

4,999

-

-

5,000

-

13,456

-

-

13,456

-

-

990

-

-

1,000

-

-

-

-

151,358

18,417

169,775

704

-

-

$ 1,302,487

$

(380)

Accumulated
Other
Comprehensive
Income (Loss)
$
(50,806)

$

(589,293)

$

(32,389)

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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$

681,509

H/CELL ENERGY CORPORATION
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
For the Six Months Ended June 30,
2017
2016
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss)
Adjustments to reconcile net income (loss) to net cash used in operating activities:
Depreciation and amortization
Stock-based compensation
Change in operating assets and liabilities:
Accounts and retainage receivable
Prepaid expenses and other costs
Costs in excess of billings
Accounts payable and accrued expenses
Billings in excess of costs

$

Net cash provided by (used in) provided by operating activities

151,358

$

(671,008)

14,559
18,456

7,514
387,450

(929,652)
8,099
69,843
339,043
88,802

564,016
768
52,902
(230,175)
(50,957)

(239,492)

60,510

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of fixed assets
Proceeds from disposition of property and equipment

(19,889)
2,298

(551)
7,671

Net cash provided by (used in) investing activities

(17,591)

7,120

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance of common stock, net
Proceeds related to stock option exercises
Repayment to stockholders

1,000
-

450,000
(1,829)

Net cash provided by financing activities

1,000

448,171

Net Increase (decrease) in cash and cash equivalents
Effect of foreign currency translation on cash
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

$

(256,803)

515,801

11,985

35,620

537,867

141,332

293,769

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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$

692,753

H/CELL ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016 (UNADUITED)
1.

ORGANIZATION AND LINE OF BUSINESS
H/Cell Energy Corporation (the “Company”) was incorporated in the state of Nevada on August 17, 2015. The Company, based in Flemington, N.J., is a
company whose principal operations consist of designing and installing hydrogen energy systems. Effective January 31, 2017, the Company acquired The
Pride Group (QLD) Pty Ltd, an Australian company (“Pride”) (see Note 10). Founded in 1997, Pride is a provider of security systems integration for a
variety of customers in the government and commercial sector and has launched a new clean energy systems division to focus on the high growth
renewable energy market in Asia-Pacific.
The Company has developed a hydrogen energy system for residential and commercial use designed to create electricity. This unique system uses
renewable energy as its source for hydrogen production. It functions as a self-sustaining clean energy system. It can be configured as an off grid solution
for all electricity needs or it can be connected to the grid to generate energy credits. Its production of hydrogen is truly eco-friendly, as it is not produced
by the use of fossil fuels. It is a revolutionary green-energy concept that is safe, renewable, self-sustaining and cost effective.

2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation
The accompanying financial statements have been prepared in accordance with accounting principles generally accepted in the United States of America
(“GAAP”) and cover the six months ended June 30, 2017. These condensed consolidated financial statements should be read in conjunction with the
financial statements and additional information as contained in our Annual Report on Form 10-K for the year ended December 31, 2016. Results of
operations for the three and six month periods ended June 30, 2017 are not necessarily indicative of the operating results that may be expected for the year
ending December 31, 2017. The other information in these condensed consolidated financial statements is unaudited but, in the opinion of management,
reflects all adjustments necessary for a fair presentation of the results for the periods covered. All such adjustments are of a normal recurring nature unless
disclosed otherwise.
Use of Estimates
The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the
financial statements, and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates. The
Company bases its estimates on historical experience and on various other assumptions that are believed to be reasonable in the circumstances, the results
of which form the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results may differ from these estimates under different assumptions or conditions.
Accounts and Retainage Receivable
Accounts receivable are recorded when invoices are issued and are presented in the balance sheet net of the allowance for doubtful accounts. The
allowance for doubtful accounts is estimated based on the Company’s historical losses, the existing economic conditions in the construction industry, and
the financial stability of its customers. Accounts are written off as uncollectible after collection efforts have failed. In addition, the Company does not
generally charge interest on past-due accounts or require collateral. At June 30, 2017 and 2016, there was no allowance for doubtful accounts required.
Property and Equipment, and Depreciation
Property and equipment are stated at cost. Depreciation is generally provided using the straight-line method over the estimated useful lives of the related
assets. Leasehold improvements are amortized on a straight-line basis over the shorter of the remaining term of the lease or the estimated useful life of the
improvement.
Repairs and maintenance that do not improve or extend the lives of the property and equipment are charged to expense as incurred.
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H/CELL ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016 (UNADUITED)
Comprehensive Income (Loss)
Comprehensive income (loss) consists of two components, net income (loss) and other comprehensive income (loss). Other comprehensive income (loss)
refers to revenue, expenses, gains and losses that are recorded as an element of stockholder’s equity but are excluded from net income (loss). The
Company’s other comprehensive income (loss) is comprised of foreign currency translation adjustments.
Foreign Currency Translation
Assets, liabilities, revenue and expenses denominated in non-U.S. currencies are translated at the rate of exchange prevailing on the date of the balance
sheet. Gains (losses) on translation of the financial statements are from the Company’s operations where the functional currency is not the U.S. dollar.
Translation gains (losses) are reflected as a component of accumulated other comprehensive income (loss). Gains (losses) on foreign currency
transactions are included in the statements of operations.
Revenue Recognition
Revenues and related costs on construction contracts are recognized using the “percentage of completion method” of accounting in accordance with the
Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) 605-35, Accounting for Performance of Construction-Type
and Certain Production Type Contracts. Under this method, contract revenues and related expenses are recognized over the performance period of the
contract in direct proportion to the costs incurred as a percentage of total estimated costs for the entirety of the contract. Costs include direct material,
direct labor, subcontract labor and any allocable indirect costs. All un-allocable indirect costs and corporate general and administrative costs are charged
to the periods as incurred.
Revenues and expenses related to service and maintenance contracts are booked when costs are incurred and billed when the job is complete.
Revisions in cost and profit estimates during the course of the contract are reflected in the accounting period in which the facts, which require the
revision, become known. Provisions for estimated losses on uncompleted contracts are made in the period in which such losses are determined. Changes
in job performance, job conditions, and estimated profitability, including those arising from contract penalty provisions, and final contract settlements
may result in revisions to costs and income and are recognized in the period in which the revisions are determined.
Cash and Cash Equivalents
Cash and cash equivalents includes cash in bank and money market funds as well as other highly liquid investments with an original maturity of three
months or less. The Company had no cash equivalents as of June 30, 2017. At times during the six months ended June 30, 2017, balances exceeded the
FDIC insurance limit of $250,000.
Research and Development Costs
Research and development costs are expensed as incurred. These costs consist primarily of consulting fees, salaries and direct payroll related costs.
Stock-Based Compensation
The Company recognizes expense for its stock-based compensation based on the fair value of the awards at the time they are granted. We estimate the
value of stock option awards on the date of grant using the Black-Scholes model. The determination of the fair value of stock-based payment awards on
the date of grant is affected by our stock price as well as assumptions regarding a number of complex and subjective variables. These variables include
our expected stock price volatility over the term of the awards, expected term, risk-free interest rate, expected dividends and expected forfeiture rates. The
forfeiture rate is estimated using historical option cancellation information, adjusted for anticipated changes in expected exercise and employment
termination behavior. Our outstanding awards do not contain market or performance conditions and all options were granted for past services.
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H/CELL ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016 (UNADUITED)
Income Taxes
The Company uses the asset and liability method of accounting for income taxes pursuant to FASB ASC 740, Income Taxes (“ASC 740”). Under this
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, including tax loss and credit carryforwards, 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 in income in the period that includes the
enactment date. Deferred income tax expense represents the change during the period in the deferred tax assets and deferred tax liabilities. The
components of the deferred tax assets and liabilities are individually classified as current and non-current based on their characteristics. Deferred tax
assets are reduced by a valuation allowance when it is more likely than not that some portion or all of the deferred tax assets will not be realized.
The determination of the Company’s provision for income taxes requires significant judgment, the use of estimates, and the interpretation and application
of complex tax laws. Significant judgment is required in assessing the timing and amounts of deductible and taxable items and the probability of
sustaining uncertain tax positions. The benefits of uncertain tax positions are recorded in the Company’s financial statements only after determining a
more-likely-than-not probability that the uncertain tax positions will withstand challenge, if any, from taxing authorities. When facts and circumstances
change, the Company reassesses these probabilities and records any changes in the financial statements as appropriate. Accrued interest and penalties
related to income tax matters are classified as a component of income tax expense.
The Company recognizes and measures its unrecognized tax benefits in accordance with ASC 740. Under that guidance, management assesses the
likelihood that tax positions will be sustained upon examination based on the facts, circumstances and information, including the technical merits of those
positions, available at the end of each period. The measurement of unrecognized tax benefits is adjusted when new information is available, or when an
event occurs that requires a change.
The Company did not identify any material uncertain tax positions. The Company did not recognize any interest or penalties for unrecognized tax
benefits.
The federal income tax returns of the Company are subject to examination by the IRS, generally for the three years after they are filed. The Company’s
2015 return is still open for examination by the taxing authorities.
There was no provision for income taxes for the three or six months ended June 30, 2017.
Fair Value of Financial Instruments
The carrying value of cash and cash equivalents, accounts payable and accrued liabilities, and short-term borrowings, as reflected in the balance sheets,
approximate fair value because of the short-term maturity of these instruments. All other significant financial assets, financial liabilities and equity
instruments of the Company are either recognized or disclosed in the financial statements together with other information relevant for making a
reasonable assessment of future cash flows, interest rate risk and credit risk. Where practicable the fair values of financial assets and financial liabilities
have been determined and disclosed; otherwise only available information pertinent to fair value has been disclosed.
Operating Loss and Tax Credit Carryforwards
At June 30, 2017, the Company has loss carryforwards totaling approximately $137,000 that may be offset against future taxable income. The
carryforward expires in 2036.
Net Income (Loss) Per Common Share
The Company computes basic net income (loss) per share by dividing net income (loss) per share available to common stockholders by the weighted
average number of common shares outstanding for the period and excludes the effects of any potentially dilutive securities. Diluted earnings per share, if
presented, would include the dilution that would occur upon the exercise or conversion of all potentially dilutive securities into common stock using the
“treasury stock” and/or “if converted” methods as applicable. The computation of basic and diluted loss per share excludes dilutive securities because
their inclusion would be anti-dilutive. Potentially-dilutive securities excluded from the computation of basic and diluted net loss per share for the three
and six months ended June 30, 2017 are as follows:
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H/CELL ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016 (UNADUITED)
June 30, 2017
Options to purchase common stock
Totals
3.

1,000,000
1,000,000

RELATED PARTY TRANSACTIONS
The Company’s current office space consists of approximately 800 square feet, which is donated to it from one of its executive officers. There is no lease
agreement and the Company pays no rent.
Effective February 4, 2016, the Company sold 526,316 shares of common stock to Reza Enterprises, Inc., an entity beneficially owned by Rezaul Karim.
In connection with, and as a condition of closing, the Company agreed to appoint Rezaul Karim to its board of directors. Rezaul Karim resigned from the
board of directors effective April 1, 2017.
In June 2016, the Company entered into a contract with Rezaul Karim, then one of its directors, for the installation of an HC-1 system. The system
installation was approximately 90% complete as of June 30, 2017 and generated $40,253 of revenue for the six months ended June 30, 2017. The
Company subcontracted the installation of the system to Renewable Energy Holdings LLC (“REH”), a company owned by Mike Strizki, one of the
Company’s executive officers. James Strizki, one of the Company’s executive officers and former director, is vice president of operations at REH. Costs
incurred were $50,345 for REH for the six months ended June 30, 2017.
On April 1, 2017, the Company entered into a consulting agreement with Rezaul Karim for a period of one year. As such his function will be to promote
our products and services. In April 2017, Rezaul Karim exercised 100,000 options.
The Company has entered into agreements to indemnify its directors and executive officers, in addition to the indemnification provided for in the
Company’s articles of incorporation and bylaws. These agreements, among other things, provide for indemnification of the Company’s directors and
executive officers for certain expenses (including attorneys’ fees), judgments, fines and settlement amounts incurred by any such person in any action or
proceeding, including any action by or in the right of the Company, arising out of such person’s services as a director or executive officer of the
Company, any subsidiary of the Company or any other company or enterprise to which the person provided services at the Company’s request. The
Company believes that these provisions and agreements are necessary to attract and retain qualified persons as directors and executive officers.
At June 30, 2017 and December 31, 2016, the balances due to Turquino Equity LLC, a significant shareholder, amounted to approximately $46,000 and
$52,000, respectively, which are included in accounts payable on the balance sheet. These balances represent expenses for management services. For the
three months ended June 30, 2017 and 2016, management fees expensed totaled approximately $45,000 and $38,000 respectively. For the six months
ended June 30, 2017 and 2016, management fees expensed totaled approximately $91,000 and $77,000, respectively.

4.

SIGNIFICANT CONCENTRATIONS OF CREDIT RISK
Cash is maintained at an authorized deposit-taking institution (bank) incorporated in both the United States and Australia and is insured by the U.S.
Federal Deposit Insurance Corporation and Australian Securities & Investments Commission up to $250,000 and approximately $186,000 USD in total,
respectively.
Credit risk for trade accounts is concentrated as well because substantially all of the balances are receivable from entities located within certain
geographic regions. To reduce credit risk, the Company performs ongoing credit evaluations of its customers’ financial conditions, but does not generally
require collateral. In addition, at June 30, 2017, approximately 60% of the Company’s accounts receivable was due from two unrelated customers, 36%
and 24%, respectively; and, at June 30, 2016, approximately 25% was due from two unrelated customers, 13% and 12%, respectively.
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H/CELL ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016 (UNADUITED)
5.

MAJOR CUSTOMERS
There were two customers with a concentration of 10% or higher 27%, and 22%, respectively, for the three months ended June 30, 2017, and 35% and
17%, respectively, for the six months ended June 30, 2017. During the three and six months ended June 30, 2016, there was one customer with a
concentration of 10% or higher of the Company’s revenue, 10% and 18%, respectively.

6.

PROPERTY AND EQUIPMENT
At June 30, 2017 and December 31, 2016, property and equipment were comprised of the following:
June 30, 2017
Furniture and fixtures (5 to 7 years)
Machinery and equipment (5 to 7 years)
Computer and software (3 to 5 years)
Auto and truck (5 to 7 years)
Leasehold improvements (life of lease)

$

Less accumulated depreciation
$

6,736
35,284
84,310
238,447
39,891
404,668
305,592
102,076

December 31, 2016
6,320
34,480
79,098
227,456
37,425
384,779
284,963
$
99,816
$

Depreciation expense for the three months ended June 30, 2017 and 2016 were $7,529 and $4,182 respectively. Depreciation expense for the six months
ended June 30, 2017 and 2016 amounted to $14,559 and $7,514, respectively.
7.

UNCOMPLETED CONTRACTS
Costs, estimated earnings and billings on uncompleted contracts are summarized as follows at June 30, 2017 and December 31, 2016:

Costs incurred on uncompleted contracts
Estimated earnings
Costs and estimated earnings on uncompleted contracts
Billings to date
Costs and estimated earnings in excess of billings on uncompleted contracts
Costs and earnings in excess of billings on completed contracts

$

$
Costs in excess of billings
Billings in excess of cost

$
$

8.

June 30, 2017
2,253,444
1,051,706
3,305,150
3,252,542
52,608
194,361
(141,753)
27,166
(168,919)
(141,753)

December 31, 2016
2,193,406
629,086
2,822,492
2,558,700
263,792
255,426
$
8,366
$

$
$

91,904
(83,538)
8,366

LEASES
The Company entered into two operating leases for office space in Woombye and Brisbane, Queensland, Australia, both expiring in April 2018. The
future minimum payments on the leases for each of the next two years and in the aggregate amount to the following:
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H/CELL ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016 (UNADUITED)
Year ending December 31,
2017
2018

$
$

38,883
68,005
106,888

Rent expense for the three months ended June 30, 2017 and 2016 was approximately $22,000. Rent expense for each of the six months ended June 30,
2017 and 2016 amounted to approximately $45,000 and is included in “General and Administrative” expenses on the related statements of operations.
9.

CONTRACT BACKLOG
As of June 30, 2017, the Company had a contract backlog approximating $819,000, with anticipated direct costs to completion approximating $626,600.
At June 30, 2016, the Company had a contract backlog approximating $1,557,500 with anticipated direct costs to completion approximating $1,298,000.

10.

ACQUISITION UNDER COMMON CONTROL
On January 31, 2017 (the “Closing Date”), the Company entered into a share exchange agreement (the “Exchange Agreement”) by and among the
Company, The Pride Group (QLD) Pty Ltd., an Australian corporation (“Pride”), Turquino Equity LLC (“Turquino”) and Stephen Paul Mullane and
Marie Louise Mullane as Trustees of the Mullane Family Trust (the “Mullane Trust” and together with Turquino, the “Pride Shareholders”). Andrew
Hidalgo and Matthew Hidalgo, the Company’s Chief Executive Officer and Chief Financial Officer, respectively, are each a managing partner of
Turquino.
Pursuant to the Exchange Agreement, the Company acquired all of the issued and outstanding capital stock of Pride from the Pride Shareholders in
exchange for an aggregate of 3,800,000 shares of the Company’s common stock (the “Acquisition Shares”). As a result, the combination of the Company
and Pride pursuant to the Exchange Agreement is considered a business combination of companies under common control and will be accounted for in a
manner similar to a pooling-of-interests. The accompanying financial statements have been retrospectively restated as a result of an acquisition of another
company under common control with the Company, which was completed in January 2017.

11.

STOCK OPTIONS AWARDS AND GRANTS
A summary of the stock option activity and related information for the 2016 Plan from August 17, 2015 (date of inception) to June 30, 2017 is as follows:

WeightedAverage
Exercise Price

Shares
Outstanding at December 31, 2015
Grants
Exercised
Canceled
Outstanding at December 31, 2016
Grants
Exercised
Canceled
Outstanding at June 30, 2017
Exercisable at June 30, 2017

1,000,000
1,000,000
100,000
(100,000)
1,000,000
1,000,000
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WeightedAverage
Remaining
Contractual
Term

Aggregate
Intrinsic Value

$

0.01

5.00

$

387,450

$

0.01
2.00
0.01

4.19
3.25
-

$

387,450
107,653
(38,745)

$
$

1.00
1.00

3.35
3.35

$

456,358
456,358

H/CELL ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016 (UNADUITED)
The aggregate intrinsic value in the preceding table represents the total pretax intrinsic value, based on options with an exercise price less than the
Company’s estimated market stock price of $0.3958 as of March 31, 2016, which would have been received by the option holders had those option
holders exercised their options as of that date. It also includes options granted at exercise price of $2.00, which is equal to the closing sales price of the
Corporation’s common stock on the date of grant.
Option valuation models require the input of highly subjective assumptions. The fair value of stock-based payment awards was estimated using the BlackScholes option model with a volatility figure derived from an index of historical stock prices of comparable entities until sufficient data exists to estimate
the volatility using the Company’s own historical stock prices. Management determined this assumption to be a more accurate indicator of value.
The Company accounts for the expected life of options based on the contractual life of options for non-employees and for non-statutory options granted to
employees. For incentive options granted to employees, the Company accounts for the expected life in accordance with the “simplified” method, which is
used for “plain-vanilla” options, as defined in the accounting standards codification. The risk-free interest rate was determined from the implied yields of
U.S. Treasury zero-coupon bonds with a remaining life consistent with the expected term of the options. The fair value of stock-based payment awards
was estimated using the Black-Scholes pricing model.
The following table presents information related to stock options at June 30, 2017:
Options Outstanding

Exercise
Price
$

0.01

Options Exercisable
Weighted
Average
Exercisable
Remaining Life
Number of
In Years
Options
3.35
1,000,000

Number of
Options
1,000,000

As of June 30, 2017, there was no unrecognized compensation expense.
12.

SEGMENT INFORMATION
Our business is organized into two reportable segments: renewable systems integration revenue and non-renewable systems integration revenue. Asset
information by operating segment is not presented below since our chief operating decision maker (“CODM”) does not review this information by
segment. Our CODM is our chief executive officer. The reporting segments follow the same accounting policies used in the preparation of the Company’s
unaudited condensed consolidated financial statements. The following represents selected information for the Company’s reportable segments for the
three and six months ended June 30, 2017 and 2016.

For the Three Months Ended
June 30, 2017
June 30, 2016
Revenue by segment
Renewable Systems integration
Non-renewable system Integration

$
$

Cost of sales by segment
Renewable Systems integration
Non-renewable system Integration

$
$

Operating expenses
Renewable Systems integration
Non-renewable system Integration

$
$

Operating (loss) income by segment
Renewable Systems integration
Non-renewable system Integration

$
$

24,163
1,906,495
1,930,658

$

34,440
1,147,909
1,182,349

$

102,169
440,955
543,124

$

(112,446)
317,631
205,185

$

13

$

$

$

$

For the Six Months Ended
June 30, 2017
June 30, 2016

1,500
1,531,479
1,532,979

$

1,500
990,723
992,223

$

60,122
505,656
565,778

$

(60,122)
35,100
(25,022)

$

$

$

$

$

40,253
3,757,250
3,797,503

$

50,345
2,561,729
2,612,074

$

148,604
887,765
1,036,369

$

(158,696)
307,756
149,060

$

$

$
$
$

1,500
2,747,483
2,748,983

1,500
1,904,985
1,906,485

491,127
1,030,050
1,521,177
(491,127)
(187,552)
(678,679)

H/CELL ENERGY CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016 (UNADUITED)
13.

RECENT ACCOUNTING PRONOUNCEMENTS
In May 2014, the FASB issued Accounting Standards Update (“ASU”) No. 2014-09, “Revenue from Contracts with Customers” (Topic 606). This ASU
provides guidance for revenue recognition and affects any entity that either enters into contracts with customers to transfer goods or services or enters into
contracts for the transfer of nonfinancial assets and supersedes the revenue recognition requirements in Topic 605, “Revenue Recognition,” and most
industry specific guidance. The standard’s core principle is the recognition of revenue when a company transfers promised goods or services to customers
in an amount that reflects the consideration to which we expect to be entitled in exchange for those goods or services. In doing so, companies will need to
use more judgment and make more estimates than under the current guidance. These may include identifying performance obligations in the contract,
estimating the amount of variable consideration to include in the transaction price and allocating the transaction price to each separate performance
obligation. In August 2015, the FASB issued ASU 2015-14, “Revenue from Contracts with Customers” (Topic 606): Deferral of the Effective Date,
which deferred the effective date of ASU 2014-09 to fiscal years beginning after December 15, 2017, including interim reporting periods within that
reporting period. Early adoption is permitted for fiscal years beginning after December 15, 2016. We have begun a limited evaluation of the provisions of
ASU 2014-09 and the impact, if any, it may have on our financial position and results of operations.
In March 2016, FASB issued ASU No. 2016-09, “Improvements to Employee Share-based Payment Accounting” (“ASU 2016-09”). ASU 2016-09
simplifies several aspects of the accounting for employee share-based payment transactions for both public and nonpublic entities, including the
accounting for income taxes, forfeitures, and statutory tax withholding requirements, as well as classification in the statement of cash flows. ASU 2016-09
is effective for annual periods beginning after December 15, 2016, and interim periods within those annual periods. We do not believe the accounting
standards currently adopted have a material effect on the accompanying condensed consolidated financial statements.
During January 2016, the FASB issued ASU No. 2016-01, “Financial Instruments — Overall: Recognition and Measurement of Financial Assets and
Financial Liabilities (“ASU 2016-01”). The standard addresses certain aspects of recognition, measurement, presentation, and disclosure of financial
instruments. This ASU is effective for fiscal years, and interim periods within those years, beginning after December 15, 2017. Early adoption is not
permitted with the exception of certain provisions related to the presentation of other comprehensive income. The adoption of ASU 2016-01 is not
expected to have a material impact on our financial position, results of operations or cash flows.
During February 2016, the FASB issued ASU No. 2016-02, “Leases” (“ASU 2016-02”). The standard requires lessees to recognize a lease liability and a
lease asset for all leases, including operating leases, with a term greater than 12 months on its balance sheet. The update also expands the required
quantitative and qualitative disclosures surrounding leases. ASU 2016-02 is effective for fiscal years beginning after December 15, 2018, including
interim periods within those fiscal years. The adoption of ASU 2016-02 is not expected to have a material impact on our financial position, results of
operations or cash flows due to an insignificant number of leases that the Company has entered into.
In August 2016, FASB issued ASU No. 2016-15, “Classification of Certain Cash Receipts and Cash Payments” (“ASU 2016-15”). ASU 2016-15 clarifies
the presentation and classification of certain cash receipts and cash payments in the statement of cash flows. ASU 2016-15 is effective for fiscal years,
and interim periods within those years beginning after December 15, 2017. Early adoption is permitted. The Company does not expect the adoption of
ASU No. 2016-15 to have a material impact on its financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2017 AND 2016 (UNADUITED)
In May 2017, the FASB issued ASU No. 2017-09, Compensation – Stock Compensation (Topic 718): Scope of Modification Accounting (“ASU 201709”) to clarify when to account for a change to the terms or conditions of a share-based payment award as a modification. Under this new guidance,
modification accounting is required if the fair value, vesting conditions, or classification of the award changes as a result of the change in terms or
conditions. ASU 2017-09 is effective for annual reporting periods beginning after December 15, 2017, including interim reporting periods within each
annual reporting period. The Company does not expect the adoption of this guidance to have a material impact on the financial statements.
Management does not believe there would have been a material effect on the accompanying financial statements had any other recently issued, but not yet
effective, accounting standards been adopted in the current period.
14.

NET INCOME PER SHARE
The following table sets forth the information needed to compute basic and diluted earnings per share:

Net income
Weighted average common shares outstanding
Dilutive securities
Options
Diluted weighted average common shares outstanding
Basic net income per share
Diluted net income per share

Three months ended
June 30, 2017
$
207,482
7,039,357

Six months ended
June 30, 2017
$
151,358
6,355,468

908,734
7,948,091
0.03
0.03

903,687
7,259,155
0.02
0.02

$
$

$
$

For the three and six month periods ended June 30, 2016, certain potential shares of common stock have been excluded from the calculation of diluted
income per share because of a net loss, and therefore, the effect on diluted income per share would have been anti-dilutive.
15.

SUBSEQUENT EVENTS
On July 14, 2017, an aggregate of 50,000 non-statutory options were granted to two employees with such options vesting 25% on each of the first through
fourth anniversary of issuance, expiring five years from the date of issuance an having an exercise price of $1.50, which is equal to the closing sales price
of the Company’s common stock on the date of grant.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
This Management’s Discussion and Analysis of Financial Condition and Results of Operations includes a number of forward-looking statements that
reflect Management’s current views with respect to future events and financial performance. You can identify these statements by forward-looking words such as
“may,” “will,” “expect,” “anticipate,” “believe,” “estimate” and “continue,” or similar words. Those statements include statements regarding the intent, belief
or current expectations of us and members of our management team as well as the assumptions on which such statements are based. Prospective investors are
cautioned that any such forward-looking statements are not guarantees of future performance and involve risk and uncertainties, and that actual results may differ
materially from those contemplated by such forward-looking statements.
Readers are urged to carefully review and consider the various disclosures made by us in this report and in our other reports filed with the Securities and
Exchange Commission. Important factors currently known to Management could cause actual results to differ materially from those in forward-looking statements.
We undertake no obligation to update or revise forward-looking statements to reflect changed assumptions, the occurrence of unanticipated events or changes in
the future operating results over time. We believe that our assumptions are based upon reasonable data derived from and known about our business and
operations. No assurances are made that actual results of operations or the results of our future activities will not differ materially from our assumptions. Factors
that could cause differences include, but are not limited to, expected market demand for our products, fluctuations in pricing for materials, and competition.
Business Overview
We were formed in August 2015 to expand upon the successful implementation of a hydrogen energy system used to completely power a residence or
commercial property with clean energy so that it can run independent of the utility grid and also provide energy to the utility grid for monetary credits. This unique
system uses renewal energy as its source for hydrogen production. We believe that it is a revolutionary green-energy concept that is safe, renewable, self-sustaining
and cost effective. On January 31, 2017, the Company acquired The Pride Group (QLD) Pty Ltd, an Australian company (“Pride”). Founded in 1997, Pride is a
provider of security systems integration for a variety of customers in the government and commercial sector and has launched a new clean energy systems division
to focus on the high growth renewable energy market in Asia-Pacific.
Pride Energy Systems is Pride’s clean energy division, which sells, designs, installs and maintains a variety of technology services in the clean energy
market, including audits of energy consumption, review of energy and tax credits available, feasibility studies, solar/battery energy system design, zoning and
permitting analysis, site design/preparation and restoration, system startup, testing and commissioning and maintenance. The division has just begun to bid for
clean energy systems and is focused on the residential, commercial and government sectors. The division is able to utilize the many contacts established in the
security systems division.
There are great benefits to hydrogen energy. The use of hydrogen as a fuel produces no carbon dioxide or other greenhouse gases. Unlike fossil fuels, the
only emissions from hydrogen fuel are chemically pure water and oxygen. Hydrogen can be extracted from water using renewable energy from the sun and unlike
batteries, hydrogen energy can be stored indefinitely. There is no drilling, fracking or mining required to produce hydrogen energy. We believe it is safe and
efficient, and the cleanest energy source on the planet.
We have succeeded in developing a hydrogen energy system designed to create electricity that is generated by renewable solar energy. We call the
hydrogen energy system the HC-1. The HC-1 system functions as a self-sustaining renewable energy system. It can be configured as an off grid solution for all
your electricity needs or it can be connected to the grid to generate energy credits. Its production of hydrogen is truly eco-friendly, as it is not produced by the use
of fossil fuels. It is a system comprised of solar modules, inverters, batteries, a hydrogen generator, a fuel cell and a hydrogen storage tank.
When there is solar power, the solar modules produce renewable energy that is collected through a solar inverter, which charges a bank of batteries
through a battery inverter. After the batteries are fully charged, the excess electricity is then combined with water through a hydrogen generator that extracts the
hydrogen from the water in a gasified state, which is safely transferred to the hydrogen tank and stored for later use. If the tank is full, excess electricity is sent
from the batteries through the battery inverter to the utility grid, which results in energy credits for the system owner.
The HC-1 system is connected to the residential or commercial property through the inverters. The electricity is always provided by the charged batteries.
If there is no solar power to charge the batteries, the system keeps the batteries fully charged by using hydrogen stored in the tank, which processed through a fuel
cell, creates the electricity. As the system is able to produce hydrogen, that keeps the hydrogen tank full, it provides a continuous supply of clean energy and
sustainability that is independent from the grid.
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Each HC-1 system is custom designed to accommodate the electrical loads for an end user. The system is completely scalable. If the customer is
connected to the electric grid, energy production that is converted to hydrogen in excess of the amount stored in the hydrogen tank is transferred to the local
electric company, creating energy credits.
If a customer wishes to connect our system to the electrical grid in order to generate renewable energy credits, the customer needs to obtain
interconnection agreements from the applicable local primary electricity utility. In our experience, there has not been any cost involved in obtaining an
interconnection agreement, but as the requirements are determined on a local basis, it may be possible that some nominal costs are involved in connection with the
process. If the customer obtains an interconnection agreement, once the HC-1 system is operational, the HC-1 system end user can eliminate their electric bill and,
if in a permissible state, can begin generating energy credits. In certain states, an end user receives one energy credit for each 1,000 kWh produced through renewal
energy. The customer sells these credits to a broker who in turn sells the credits to a utility company so that the utility company can demonstrate their compliance
with the regulatory obligations to reduce greenhouse gas emissions. The price per credit can vary depending on supply and demand. Many other states that may not
offer an energy credit program, do offer other cash incentives for renewable energy systems.
Current Operating Trends
Currently, our employees are licensed to install our HC-1 systems in the State of New Jersey. Pride sells, designs, installs and maintains a variety of
technology products in the security systems market, including commercial alarm systems, access control, video surveillance, CCTV (closed circuit
television)/MATV (master antenna television) systems, biometric technology, audio/visual systems, nurse call systems and public announcement systems. Pride
also provides programs for annual maintenance of its products and systems. The division generates approximately half of its revenue from government contracts
and the other half from the commercial sector. Pride has recurring annual maintenance revenue of close to AUD $2 million. Pride is a certified security systems
integrator for the Queensland Government and has various government contracts in place for installation, maintenance and project services. Pride also works with a
number of general contractors as a subcontractor for security systems integration.
We intend to aggressively grow our business, both organically and through strategic acquisitions. We intend to acquire companies with licensed
contractors in various states and regions, which will allow us to expand the territories in which we can install our systems. These acquired companies will also
provide us with a consistent revenue stream, a customer base for marketing our HC-1 systems and technicians. Initially, we intend to focus on states or countries
whose government supports a regulatory standard requiring its utility companies to increase their production of energy from renewable energy sources.
These governments have established various incentives and financial mechanisms to accelerate and promote the use of renewable energy sources.
Currently, many states comply with regulatory standards including New Jersey, Massachusetts, Pennsylvania, Maryland, Ohio, Delaware, North Carolina, Virginia,
Kentucky, West Virginia, Michigan, Indiana, Illinois as well as the District of Columbia. In addition, countries such as the United Kingdom, Australia, Italy,
Poland, Sweden, Belgium and Chile have adopted regulatory standards. The list is expanding each year.
We are also searching for suitable acquisition targets that will complement our services, create revenue production, allow us to expand our sales and
technical staff and provide us with a larger customer base to pursue with greater geographic coverage. As of the date of this quarterly report, we have no written
agreements or understandings to acquire any companies and no assurances can be given that we will identify or successfully acquire any other companies.
Results of Operations
For the three months ended June 30, 2017 and 2016
Revenue and Cost of Revenue
We had $1,930,658 of revenue and $1,182,349 for cost of revenue during the three months ended June 30, 2017, respectively, of which $24,163 and
$34,440, respectively, was related party. We had $1,532,979 of revenue and $992,223 for cost of revenue for the three months ended June 30, 2016, of which
$1,500 was related party for both revenue and cost of revenue. The revenue breakdown by segment is as follows:
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For the Three Months Ended
June 30, 2017
June 30, 2016
Revenue by segment
Renewable Systems integration
Non-renewable system Integration

$
$

24,163
1,906,495
1,930,658

$
$

1,500
1,531,479
1,532,979

General and Administrative Expenses
During the three months ended June 30, 2017, our general and administrative expenses were $543,124. $102,169 was related to the Renewable Systems
Integration segment, including corporate expenses: $12,000 of legal fees, $8,852 of consulting/dues and subscription fees, which pertained to EDGAR fees and
OTC Market annual listing fees, $13,457 of stock-based compensation, $2,786 of travel, $60,119 of accounting fees related to audit, consulting and Pride
acquisition costs, directors and officers insurance liability of $2,601 and $2,355 of miscellaneous expenses.
The non-renewable Systems Integration segment incurred general and administrative expenses during the three months ended June 30, 2017 of $438,658,
including management and administrative salaries of $147,735 along with $114,654 of other various employee expenses, such as vacation and sick time, and
management fees of $45,089. In addition, automobile expenses totaled $49,130, which included repairs, fuel and auto allowance. Facilities lease for the Pride
offices totaled $21,830. Professional fees of $2,776 consisted of legal and accounting fees incurred for tax and human resources advice. Consulting/dues and
subscription fees were $1,329, which pertained to miscellaneous business subscriptions and renewals. Insurances of $11,250, computer expenses of $7,048, a
safety audit of $5,166, telecommunications of $7,305, and utilities of $2,496 were also expensed. We incurred $1,461 of travel and entertainment. In addition, we
incurred interest expense of $4,814, other miscellaneous fees of $11,596 and depreciation of $7,275.
During the three months ended June 30, 2016, expenses for our general and administrative expenses were $565,778. $60,122 was related to the
Renewable Systems Integration segment, including corporate expenses. Professional fees of $42,350 consisted of legal fees incurred in connection with capital
raising activities and accounting fees. We incurred $9,098 of travel and entertainment related to a renewables industry convention along with $4,258 of
advertising/promotional, $3,321 of dues and subscriptions relating to EDGAR fees. In addition, we incurred $945 of miscellaneous expenses and depreciation of
$150.
The non-renewable Systems Integration segment incurred general and administrative expenses during the three months ended June 30, 2016 was
$497,889, including management and administrative salaries of $176,857, $152,144 of other various employee expenses, such as vacation and sick time, and
management fees of $38,835. Automobile expenses totaled $51,072, which included repairs, fuel, lease and auto allowance. Facilities lease for the Pride offices
totaled $22,273. In addition, we incurred $14,013 for telecommunications, $4,224 of depreciation and $46,238 of miscellaneous expenses.
As a result of the foregoing, we had net income of $207,482 for the three months ended June 30, 2017, compared to a net loss of $17,255 for the three
months ended June 30, 2016.
For the six months ended June 30, 2017 and 2016
Revenue and Cost of Revenue
For the six months ended June 30, 2017, we had $3,797,503 of revenue and $2,612,074 of cost of revenue, of which $40,253 and $50,345, respectively,
was related party. For the six months ended June 30, 2016, we had $2,748,983 of revenue and $1,906,485 for cost of revenue, of which $1,500 was related party
for both revenue and cost of revenue. The revenue breakdown by segment is as follows:
For the Six Months Ended
June 30, 2017
June 30, 2016
Revenue by segment
Renewable Systems integration
Non-renewable system Integration

$
$

40,253
3,757,250
3,797,503

$

1,500
2,747,483
2,748,983

$
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General and Administrative Expenses
During the six months ended June 30, 2017, our general and administrative expenses were $1,036,369. $148,604 was related to the Renewable Systems
Integration segment, including corporate expenses: $31,500 of legal fees, $16,526 of consulting/dues and subscription fees, which pertained to EDGAR fees and
OTC Market annual listing fees, $18,457 of stock-based compensation, $6,583 of travel, $68,006 of accounting fees related to audit, consulting and Pride
acquisition costs, directors and officers insurance liability of $2,601 and $4,932 of miscellaneous expenses.
The non-renewable Systems Integration segment incurred general and administrative expenses during the six months ended June 30, 2017 of $885,467,
including management and administrative salaries of $314,306 along with $214,435 of other various employee expenses, such as vacation and sick time, and
management fees of $90,899. In addition, automobile expenses totaled $90,565, which included repairs, fuel and auto allowance. Facilities lease for the Pride
offices totaled $44,724. Professional fees of $5,860 consisted of legal and accounting fees incurred for tax and human resources advice. Consulting/dues and
subscription fees were $2,726, which pertained to miscellaneous business subscriptions and renewals. Insurances of $15,086, computer expenses of $12,938, safety
expenses including an audit of $6,230, telecommunications of $14,520, and utilities of $6,342 were also expensed. We incurred $1,948 of travel and entertainment.
In addition, we incurred interest expense of $6,391 bad debt expense of $24,019, other miscellaneous fees of $22,216, and depreciation of $14,559.
During the six months ended June 30, 2016 expenses for our general and administrative expenses were $1,521,177. $491,127 was related to the
Renewable Systems Integration segment, including corporate expenses. Professional fees of $82,539 consisted of legal fees incurred in connection with capital
raising activities and accounting fees. We incurred $10,305 of travel and entertainment related to a renewables industry convention along with $4,258 of
advertising/promotional, $3,321 of dues and subscriptions relating to EDGAR fees, and $2,000 in research and development. In addition, we incurred $387,450 of
stock-based compensation, $955 of miscellaneous expenses and depreciation of $300.
The non-renewable Systems Integration segment incurred general and administrative expenses during the six months ended June 30, 2016 of $1,022,379,
including management and administrative salaries of $339,666, $333,821 of other various employee expenses, such as vacation and sick time, and management
fees of $76,710. Automobile expenses totaled $105,291, which included repairs, fuel, lease and auto allowance. Facilities lease for the Pride offices totaled
$44,803. In addition, we incurred $29,525 for telecommunications, $10,655 of legal and accounting fees, $7,514 of depreciation and $82,064 of miscellaneous
expenses.
As a result of the foregoing, we had net income of $151,358 for the six months ended June 30, 2017 compared to a net loss of $671,008 for the six months
ended June 30, 2016.
Liquidity and Capital Resources
As of June 30, 2017, we had working capital of $570,834, comprised of $293,769 of cash and cash equivalents, $1,634,929 of accounts receivables,
$7,043 of prepaid expenses and $27,166 of costs in excess of billings, offset by $1,108,732 of accounts payables and accrued expenses, $168,919 of billings in
excess of cost and $114,422 of sales tax payable, which made up current liabilities at June 30, 2017.
For the six months ended June 30, 2017, we used $239,492 of cash in operating activities, which represented our net income of $151,358 $339,043 of
changes in accounts payable, $14,559 of depreciation and amortization, $8,099 of prepaid expenses, $69,843 of costs in excess of billings, $88,802 of billings in
excess of cost and $18,456 of stock-based compensation, offset by $929,652 of changes in accounts receivables,
For the six months ended June 30, 2016, operating activities provided us with $60,510 of cash, which represented our net loss of $671,008, $564,016 of
changes in accounts receivables, $387,450 of stock-based compensation, $52,902 of costs in excess of billings, $7,514 of depreciation and amortization, and $768
of prepaid expenses, offset by our net loss of $671,008, $230,175 of changes in accounts payable, and $50,957 of billings not in excess of cost.
For the six months ended June 30, 2017, we used $17,591 in investing activities relating to the purchase of fixed assets of $19,889, offset by $2,298 of
proceeds from the disposition of property and equipment. For the six months ended June 30, 2016, we received $7,120 of cash from investing activities relating to
$7,671 pf proceeds from the disposition of property and equipment offset by the purchase of fixed assets of $551.
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For the six months ended June 30, 2017, we received $1,000 from financing activities, which represented proceeds from the exercise of stock options. For
the six months ended June 30, 2016, we received $448,171 from financing activities, which represented $450,000 of proceeds from the sale of our common stock,
offset by $1,829 of repayment to stockholders.
In the future we expect to incur expenses related to compliance for being a public company and travel related to visiting potential customer sites. We
expect that our general and administrative expenses will increase as we expand our business development, add infrastructure and incur additional costs related to
being a public company, including incremental audit fees, investor relations programs and increased professional services.
Our future capital requirements will depend on a number of factors, including the progress of our sales and marketing of our services, the timing and
outcome of potential acquisitions, the costs involved in operating as a public reporting company, the status of competitive services, the availability of financing and
our success in developing markets for our services. When we enter into contacts with customers, they will be required to make payments in tranches, including a
payment after a contract is executed but prior to commencement of the project. We believe our existing cash, together with revenue generated by future projects
under tranche payment plans, will be sufficient to fund our operating expenses and capital equipment requirements for at least the next 12 months.
We presently do not have any available credit, bank financing or other external sources of liquidity. While we have achieved net income from operations
as of June 30, 2017, our operations historically have not been a source of liquidity and we cannot be assured they will be in the near future. We may need to obtain
additional capital in order to expand operations and fund our activities. Future financing may include the issuance of equity or debt securities, obtaining credit
facilities, or other financing mechanisms. Even if we are able to raise the funds if required, it is possible that we could incur unexpected costs and expenses, fail to
collect significant amounts owed to us, or experience unexpected cash requirements that would force us to seek alternative financing. Furthermore, if we issue
additional equity or debt securities, stockholders may experience additional dilution or the new equity securities may have rights, preferences or privileges senior
to those of existing holders of our common stock. If additional financing is not available or is not available on acceptable terms, we may be required to delay,
reduce the scope of or eliminate our marketing and business development services.
February 2016 Private Placement
Effective February 4, 2016, we sold 526,316 shares of common stock to one accredited investor for gross proceeds of $200,000.
June 2016 Private Placement
Effective June 16, 2016, we sold 500,000 shares of common stock to 52 accredited investors for gross proceeds of $250,000.
Critical Accounting Policies
Our discussion and analysis of our financial condition and results of operations are based on our financial statements, which have been prepared in
accordance with U.S. GAAP. The preparation of these financial statements requires us to make estimates and judgments that affect our reported amounts of assets,
liabilities, revenues and expenses. On an ongoing basis, we evaluate our estimates and judgments, including those related to accrued expenses and stock-based
compensation. We based our estimates on historical experience and on various other assumptions that we believe to be reasonable under the circumstances, the
results of which form the basis for making judgments about the carrying values of assets and liabilities and the reported amounts of revenues and expenses that are
not readily apparent from other sources. Actual results may differ from these estimates.
We believe the following critical accounting policies affect our more significant judgments and estimates used in the preparation of our consolidated
financial statements.
Cash and Cash Equivalents
Cash and cash equivalents includes cash in bank and money market funds as well as other highly liquid investments with an original maturity of three
months or less.
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Revenue Recognition
Revenues from construction contracts are included in contract revenue in the consolidated statements of operations and are recognized under the
percentage-of-completion accounting method. The percent complete is measured by the cost incurred to date compared to the estimated total cost of each project.
This method is used as management considers expended cost to be the best available measure of progress on these contracts, the majority of which are completed
within one year, but may occasionally extend beyond one year. Inherent uncertainties in estimating costs make it at least reasonably possible that the estimates used
will change within the near term and over the life of the contracts.
Contract costs include all direct material and labor costs and those indirect costs related to contract performance and completion. Provisions for estimated
losses on uncompleted contracts are made in the period in which such losses are determined. General and administrative costs are charged to expense as incurred.
Changes in job performance, job conditions and estimated profitability, including those arising from contract penalty provisions and final contract
settlements, may result in revisions to costs and income. Such revisions are recognized in the period in which they are determined.
Costs and estimated earnings in excess of billings are comprised principally of revenue recognized on contracts (on the percentage-of-completion method)
for which billings had not been presented to customers because the amounts were not billable under the contract terms at the balance sheet date. In accordance with
the contract terms, any unbilled receivables at period end will be billed subsequently. Amounts are billed based on contractual terms. Billings in excess of costs and
estimated earnings represent billings in excess of revenues recognized.
Research and Development Costs
Research and development costs are expensed as incurred. These costs consist primarily of consulting fees, salaries and direct payroll related costs.
Stock-Based Compensation
We measure the cost of services received in exchange for an award of equity instruments based on the fair value of the award. For employees and
directors, the fair value of the award is measured on the grant date and for non-employees, the fair value of the award is generally re-measured on vesting dates and
interim financial reporting dates until the service period is complete. The fair value amount is then recognized over the period during which services are required to
be provided in exchange for the award, usually the vesting period.
As of June 30, 2017, we had 1,000,000 options outstanding to purchase shares of common stock, none of which were vested.
Recent Accounting Pronouncements
In May 2014, the FASB issued ASU No. 2014-09, “Revenue from Contracts with Customers” (Topic 606). This ASU provides guidance for revenue
recognition and affects any entity that either enters into contracts with customers to transfer goods or services or enters into contracts for the transfer of
nonfinancial assets and supersedes the revenue recognition requirements in Topic 605, “Revenue Recognition,” and most industry specific guidance. The
standard’s core principle is the recognition of revenue when a company transfers promised goods or services to customers in an amount that reflects the
consideration to which we expect to be entitled in exchange for those goods or services. In doing so, companies will need to use more judgment and make more
estimates than under the current guidance. These may include identifying performance obligations in the contract, estimating the amount of variable consideration
to include in the transaction price and allocating the transaction price to each separate performance obligation. In August 2015, the FASB issued ASU 2015-14,
“Revenue from Contracts with Customers” (Topic 606): Deferral of the Effective Date, which deferred the effective date of ASU 2014-09 to fiscal years beginning
after December 15, 2017, including interim reporting periods within that reporting period. Early adoption is permitted for fiscal years beginning after December 15,
2016. We have begun a limited evaluation of the provisions of ASU 2014-09 and the impact, if any, it may have on our financial position and results of operations.
As of June 30, 2017 management has deemed the impact as immaterial.
In March 2016, FASB issued ASU No. 2016-09, “Improvements to Employee Share-based Payment Accounting” (“ASU 2016-09”). ASU 2016-09
simplifies several aspects of the accounting for employee share-based payment transactions for both public and nonpublic entities, including the accounting for
income taxes, forfeitures, and statutory tax withholding requirements, as well as classification in the statement of cash flows. ASU 2016-09 is effective for annual
periods beginning after December 15, 2016, and interim periods within those annual periods. We do not believe the accounting standards currently adopted will
have a material effect on our financial statements.
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During January 2016, the FASB issued ASU No. 2016-01, “Financial Instruments — Overall: Recognition and Measurement of Financial Assets and
Financial Liabilities (“ASU 2016-01”). The standard addresses certain aspects of recognition, measurement, presentation, and disclosure of financial instruments.
This ASU is effective for fiscal years, and interim periods within those years, beginning after December 15, 2017. Early adoption is not permitted with the
exception of certain provisions related to the presentation of other comprehensive income. The adoption of ASU 2016-01 is not expected to have a material impact
on our financial position, results of operations or cash flows.
During February 2016, the FASB issued ASU No. 2016-02, “Leases” (“ASU 2016-02”). The standard requires lessees to recognize a lease liability and a
lease asset for all leases, including operating leases, with a term greater than 12 months on its balance sheet. The update also expands the required quantitative and
qualitative disclosures surrounding leases. ASU 2016-02 is effective for fiscal years beginning after December 15, 2018, including interim periods within those
fiscal years. The adoption of ASU 2016-02 is not expected to have a material impact on our financial position, results of operations or cash flows due to an
insignificant number of leases that we have entered into.
In August 2016, FASB issued ASU No. 2016-15, “Classification of Certain Cash Receipts and Cash Payments” (“ASU 2016-15”). ASU 2016-15 clarifies
the presentation and classification of certain cash receipts and cash payments in the statement of cash flows. ASU 2016-15 is effective for fiscal years, and interim
periods within those years beginning after December 15, 2017. Early adoption is permitted. We do not expect the adoption of ASU No. 2016-15 to have a material
impact on our financial statements.
In May 2017, the FASB issued ASU No. 2017-09, Compensation – Stock Compensation (Topic 718): Scope of Modification Accounting (“ASU 201709”) to clarify when to account for a change to the terms or conditions of a share-based payment award as a modification. Under this new guidance, modification
accounting is required if the fair value, vesting conditions, or classification of the award changes as a result of the change in terms or conditions. ASU 2017-09 is
effective for annual reporting periods beginning after December 15, 2017, including interim reporting periods within each annual reporting period. The Company
does not expect the adoption of this guidance to have a material impact on the financial statements.
Management does not believe there would have been a material effect on the accompanying financial statements had any other recently issued, but not yet
effective, accounting standards been adopted in the current period.
ITEM 3 - QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Not required under Regulation S-K for “smaller reporting companies.”
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ITEM 4 - CONTROLS AND PROCEDURES
Evaluation of disclosure controls and procedures.
Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our disclosure controls
and procedures pursuant to Rule 13a-15 under the Securities Exchange Act of 1934 as of the end of the period covered by this Quarterly Report on Form 10-Q. In
designing and evaluating the disclosure controls and procedures, management recognizes that any controls and procedures, no matter how well designed and
operated, can provide only reasonable assurance of achieving the desired control objectives. In addition, the design of disclosure controls and procedures must
reflect the fact that there are resource constraints and that management is required to apply its judgment in evaluating the benefits of possible controls and
procedures relative to their costs.
Based on management’s evaluation, our Chief Executive Officer and Chief Financial Officer concluded that, as of June 30, 2017, as a result of the
material weakness described below, our disclosure controls and procedures are not designed at a reasonable assurance level and are ineffective to provide
reasonable assurance that information we are required to disclose in reports that we file or submit under the Exchange Act is recorded, processed, summarized, and
reported within the time periods specified in SEC rules and forms, and that such information is accumulated and communicated to our management, including our
Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure. The material weakness, which relates
to internal control over financial reporting, that was identified is:
a)

We lacked sufficient written policies and procedures for accounting and financial reporting with respect to the requirements and application of
U.S. GAAP and SEC disclosure requirements.

We intend to create written policies and procedures for accounting and financial reporting with respect to the requirements and application of U.S. GAAP
and SEC disclosure requirements during the 2017 fiscal year.
We will continue to monitor and evaluate the effectiveness of our disclosure controls and procedures and our internal controls over financial reporting on
an ongoing basis and are committed to taking further action and implementing additional enhancements or improvements, as necessary and as funds allow.
Changes in internal control over financial reporting.
We have created a segregation of duties consistent with control objectives utilizing an outside consultant for financial statement preparation along with
providing technical advice and to address non-routine or complex accounting matters. In addition, as a result of our acquisition of Pride in January 2017, we have
incorporated accounting personnel and technical accounting expertise within the accounting function, including accounting personnel with experience in U.S.
public reporting requirements.
Except as described above, there were no changes in our internal control over financial reporting that occurred during the quarter ended June 30, 2017 that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II - OTHER INFORMATION
Item 1. Legal Proceedings
We are currently not a party to any material legal proceedings or claims.
Item 1A. Risk Factors
Not required under Regulation S-K for “smaller reporting companies.”
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
In April 2017, we issued 100,000 shares of our common stock to a former director upon the exercise of stock options at an exercise price of $0.01 per
share.
The issuance of our common stock was exempt from registration under the Securities Act of 1933, as amended, in reliance upon Section 4(a)(2) of the
Securities Act.
Item 3. Defaults Upon Senior Securities
None.
Item 4. Mine Safety Disclosures
None.
Item 5. Other Information
None.
Item 6. Exhibits
31.01

Certification of Chief Executive Officer pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a), as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

31.02

Certification of Chief Financial Officer pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a), as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002.

32.01

Certifications of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

101 INS

XBRL Instance Document

101 SCH

XBRL Taxonomy Extension Schema Document

101 CAL

XBRL Taxonomy Calculation Linkbase Document

101 LAB

XBRL Taxonomy Labels Linkbase Document

101 PRE

XBRL Taxonomy Presentation Linkbase Document

101 DEF

XBRL Taxonomy Extension Definition Linkbase Document
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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.
H/CELL ENERGY CORPORATION
Date: August 14, 2017

By: /s/ ANDREW HIDALGO
Andrew Hidalgo
Chief Executive Officer (Principal Executive
Officer)

Date: August 14, 2017

By: /s/ MATTHEW HIDALGO
Matthew Hidalgo
Chief Financial Officer (Principal Financial Officer
and Principal Accounting Officer)
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EXHIBIT 31.01
CERTIFICATION
I, Andrew Hidalgo, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of H/Cell Energy Corporation;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision,
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting; and

5.

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonable likely
to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal controls over
financial reporting.

Date: August 14, 2017
/s/ ANDREW HIDALGO
Andrew Hidalgo
Chief Executive Officer

EXHIBIT 31.02
CERTIFICATION
I, Matthew Hidalgo, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of H/Cell Energy Corporation;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements
made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision,
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting; and

5.

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonable likely
to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal controls over
financial reporting.

Date: August 14, 2017
/s/ MATTHEW HIDALGO
Matthew Hidalgo
Chief Financial Officer

Exhibit 32.01
CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
I, Andrew Hidalgo, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the Quarterly
Report of H/Cell Energy Corporation on Form 10-Q for the fiscal quarter ended June 30, 2017 fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934 and that information contained in this Quarterly Report on Form 10-Q fairly presents in all material respects the financial
condition and results of operations of H/Cell Energy Corporation.

Date: August 14, 2017

By:
/s/ ANDREW HIDALGO
Name: Andrew Hidalgo
Title: Chief Executive Officer

I, Matthew Hidalgo, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the Quarterly
Report of H/Cell Energy Corporation on Form 10-Q for the fiscal quarter ended June 30, 2017 fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934 and that information contained in this Quarterly Report on Form 10-Q fairly presents in all material respects the financial
condition and results of operations of H/Cell Energy Corporation.

Date: August 14, 2017

By:
/s/ MATTHEW HIDALGO
Name: Matthew Hidalgo
Title: Chief Financial Officer

