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SMARTHEAT INC.
c/o Huajun Ai: Corporate Secretary

A-1, 10, Street 7
Shenyang Economic and Technological Development Zone

Shenyang, China 110141

___________________

To Stockholders of SmartHeat Inc.:

You are cordially invited to attend the 2014 Annual Meeting of Stockholders of SmartHeat Inc., a Nevada corporation
(the “Company”), commencing at 3:30 pm (China Time), on September 30, 2014 at the Boardroom at the Langham
Place, 555 Shanghai Street, Mongkok, Kowloon, Hong Kong, China.

Details regarding admission to the meeting and the business to be conducted are described in the accompanying
Notice of Annual Meeting of Stockholders and Proxy to be held on September 30, 2014 and Proxy Statement. We
have also made available a copy of our 2013 Annual Report on Form 10-K for the fiscal year ended December 31,
2013, with this proxy statement. We encourage you to read our Annual Report. It includes our audited financial
statements and provides information about our business.

Your vote is important. Whether or not you plan to attend the Annual Meeting, we hope you will vote as soon as
possible. You may vote over the Internet, as well as by telephone, or by mailing the enclosed proxy card or voting
instruction card. Please review the instructions on each of your voting options described in this proxy statement, as
well as in the Notice you received in the mail.

Also, please let us know if you plan to attend our Annual Meeting by marking the appropriate box on the enclosed
proxy card, or, if you vote by telephone or over the Internet, by indicating your plans when prompted.

Thank you for your continued interest and support.

Sincerely,

Mr. Oliver Bialowons
Director and President
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SMARTHEAT INC.
c/o Huajun Ai: Corporate Secretary

A-1, 10, Street 7
Shenyang Economic and Technological Development Zone

Shenyang, China 110141

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD ON SEPTEMBER 30, 2014

_____________
NOTICE IS HEREBY GIVEN that an Annual Meeting of the Stockholders of SmartHeat Inc., a Nevada corporation
(the “Company”), will be held on September 30, 2014 at the  Boardroom at the Langham Place, 555 Shanghai Street,
Mongkok, Kowloon, Hong Kong, China, commencing at 3:30 pm (China Time) for the purposes of considering and
acting upon the following proposals:

1.  To elect five directors to the Board of Directors (the “Board”) of Company to serve until the next annual meeting
of stockholders or until their successors are elected and qualified;

2.  To ratify the appointment of Goldman Kurland and Mohidin, LLP as Company’s independent registered public
accounting firm for the fiscal year ending December 31, 2014;

3.  To authorize the sale of  shares (the “Stock Sale”) of certain subsidiaries of Company pursuant to the terms of a
certain Equity Interest Purchase Agreement (the  “EIPA”) dated October 10, 2013 by and among Heat PHE, Inc.
(“Heat PHE”), a Nevada corporation and wholly owned subsidiary of the Company, as Seller, and Hongjun
Zhang, on behalf of all of several individuals ( “Buyers”) identified in Buyers’ Response to RFP submitted to the
Company on September 10, 2013 and as revised and accepted by Company on September 23, 2013, as more
fully described in the enclosed Proxy Statement;

4.  To consider and vote upon one or more adjournments of the Annual Meeting, if necessary, to solicit additional
proxies if there are not sufficient votes in favor of Proposal 3;

5.  To approve an amendment to the Credit and Security Agreement dated July 27, 2012, by and between the
Company and Northtech Holdings, Inc. (“Northtech”), executed on July 14, 2014;

6.  To transact such other business as may properly come before the Annual
Meeting.

Any action on the items of business described above may be considered at the Annual Meeting at the time and on the
date specified above or at any time and date to which the Annual Meeting may be properly adjourned or postponed.

You are entitled to vote only if you were a SmartHeat stockholder as of the close of business on August 15, 2014 (the
“Record Date”). You are entitled to attend the Annual Meeting only if you were a SmartHeat stockholder as of the close
of business on the Record Date or hold a valid proxy for the Annual Meeting. Since seating is limited, admission to
the meeting will be on a first-come, first-served basis. You should be prepared to present photo identification for
admittance. If you are not a stockholder of record but hold shares through a broker, bank, trustee, or nominee (i.e., in
street name), you should provide proof of beneficial ownership as of the Record Date, such as your most recent
account statement prior to the Record Date, a copy of the voting instruction card provided by your broker, bank,
trustee, or nominee, or similar evidence of ownership.
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If you do not provide photo identification or comply with the other procedures outlined above, you will not be
admitted to the Annual Meeting. For security reasons, you and your bags will be subject to search prior to your
admittance to the meeting. Please let us know if you plan to attend the meeting by marking the appropriate box on the
enclosed proxy card if you requested to receive printed proxy materials, or, if you vote by telephone or over the
Internet, by indicating your plans when prompted.

The Annual Meeting will begin promptly at 3:30 pm (China Time). Check-in will begin at 3:15 pm (China Time), and
you should allow ample time for the check-in procedures.

Your vote is very important. Whether or not you plan to attend the Annual Meeting, we encourage you to read this
proxy statement and submit your proxy or voting instructions as soon as possible. For specific instructions on how to
vote your shares, please refer to the instructions on the Notice of Internet Availability of Proxy Materials (Notice) you
received in the mail, the section entitled Questions and Answers About the Proxy Materials and the Annual Meeting
beginning on page 4 of this proxy statement or, if you requested to receive printed proxy materials, your enclosed
proxy card.

By Order of the Board of Directors,

Mr. Oliver Bialowons
Director and President

This notice of Annual Meeting and proxy statement and form of proxy are being distributed and made available on or
about September 9, 2014.
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PROXY STATEMENT

ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD ON SEPTEMBER 30, 2014

This Proxy Statement is furnished in connection with the solicitation of proxies by the Board of Directors of
Smartheat Inc. (“Smartheat”, the “Company”, “us”, “our”, or “we”) for use at the Annual Meeting of Stockholders to be held on
September 30, 2014, at 3:30 p.m. local time at the  Boardroom at the Langham Place, 555 Shanghai Street, Mongkok,
Kowloon, Hong Kong, China (the “Annual Meeting”), including any adjournment or adjournments thereof, for the
purposes set forth in the accompanying Notice of Meeting and Proxy.

The address and telephone number of the Company are c/o the Corporate Secretary who maintains the Company’s
corporate records at:

A-1, 10, Street 7
Shenyang Economic and Technological Development Zone

Shenyang, China 110141
+86 (24) 2519-7699

We are providing you with this Proxy Statement together with the Company’s 2013 Annual Report on Form 10-K for
the year ended December 31, 2013.

The proxy statement and form of proxy are being distributed and made available on or about September 9, 2014.

The costs of preparing, assembling and mailing this Proxy Statement and the other material enclosed and all clerical
and other expenses of solicitation will be paid by Smartheat. In addition to the solicitation of proxies by use of the
mails, directors, officers and employees of Smartheat, without receiving additional compensation, may solicit proxies
by personal interview, mail, e-mail, telephone, facsimile or other means of communication. Smartheat also will
request brokerage houses and other custodians, nominees and fiduciaries to forward soliciting material to the
beneficial owners of Common Stock held of record by such custodians and will reimburse such custodians for their
expenses in forwarding soliciting materials.

Neither the United States Securities and Exchange Commission (“SEC”) nor any state securities commission has
approved or disapproved of the Equity Interest Purchase Agreement, passed upon the merits or fairness of the
transactions contemplated thereby or passed upon the adequacy or accuracy of the disclosure in this Proxy Statement.
Any representation to the contrary is a criminal offense.
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GENERAL INFORMATION – THE ANNUAL MEETING OF STOCKHOLDERS

General

The enclosed proxy is solicited on behalf of the Board of Directors of Company for use at the Annual Meeting to be
held at the Boardroom at the Langham Place, 555 Shanghai Street, Mongkok, Kowloon, Hong Kong, China on
September 30, 2014.

The Company maintains its corporate records at the office of its Secretary located at A-1, 10, Street 7,Shenyang
Economic and Technological Development Zone, Shenyang, China 110141, phone number +86 (24) 2519-7699.

This proxy statement and the accompanying proxy card will first made available on or about September 9, 2014 to all
stockholders entitled to vote at the meeting.

Outstanding Stock and Voting Rights

Only stockholders of record at the close of business on August 15, 2014 (the “Record Date”) are entitled to notice of and
to vote at the Annual Meeting. As of the Record Date, there were issued and outstanding 6,783,399 shares of the
Company’s Common Stock, $0.001 par value per share (the “Common Stock”), the Company’s only outstanding class of
voting securities. Each share of Common Stock entitles the holder thereof to cast one vote on each matter submitted to
a vote at the Annual Meeting.

Voting Procedures; Quorum

At the Annual Meeting, provided a quorum is present, the nominees for election as directors receiving the greatest
number of votes cast, whether in person or represented by proxy and entitled to vote, up to the number of directors to
be elected, which will be five, will be elected as directors of the Company.

Ratification of the appointment of Goldman Kurland and Mohidin, LLP as our independent registered public
accounting firm for the fiscal year ending December 31, 2014 requires the affirmative vote of a majority of the shares
present in person or represented by proxy and entitled to vote at the Annual Meeting.

The approval of the Stock Sale pursuant to the EIPA requires the affirmative vote of a majority of the shares of the
Common Stock outstanding at the close of business on the Record Date.

The approval of necessary adjournments requires the affirmative vote of a majority of the shares of the Company
Common Stock present in person or by proxy and entitled to vote at the Annual Meeting.

Approval of the Third Amendment to the Credit Agreement requires the affirmative vote of a majority of shares
Common Stock present in person or by proxy and entitled to vote at the Annual Meeting.

As of the Record Date, the directors and executive officers of the Company and their affiliates owned approximately
3.8 % of the shares entitled to vote at the Annual Meeting.  

All other matters to come before the Annual Meeting will be decided by the affirmative vote of a majority of the
shares of Common Stock present in person or represented by proxy at the Annual Meeting and entitled to vote on the
matter presented in person or by proxy, provided a quorum is present. A quorum is present if at least a majority of the
shares of Common Stock outstanding as of the Record Date are present in person or represented by proxy at the
Annual Meeting. It is currently anticipated that votes will be counted and certified by an Inspector of Election (the
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“Inspector”) who is expected to be either an employee of the Company or its transfer agent. In accordance with Nevada
law, abstentions will be treated as present for purposes of determining the presence of a quorum.
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The Inspector will treat shares that are voted WITHHELD or ABSTAIN as being present and entitled to vote for
purposes of determining the presence of a quorum but will not be treated as votes in favor of approving any matter
submitted to the stockholders for a vote. When proxies are properly dated, executed and returned, the shares
represented by such proxies will be voted at the Annual Meeting in accordance with the instructions of the
stockholder. If no specific instructions are given on such proxies, the shares will be voted:

· FOR the election of each of the nominees for directors of the Company specified herein;
· FOR the Ratification of the appointment of Goldman Kurland and Mohidin, LLP as our

independent registered public accounting firm for the fiscal year ending December 31, 2014;
· FOR the approval of the Stock Sale;
· FOR the approval of one or more adjournments of the Annual Meeting, if necessary, to

solicit additional proxies if there are not sufficient votes in favor of Proposal 3;
· FOR the approval of the Third Amendment to the Credit Agreement and
· upon such other business as may properly come before the Annual Meeting or any

adjournment or postponement thereof in the discretion of the proxies, but will not be voted
other than as provided for the matters set forth above.

If you hold shares beneficially in street name and do not provide your broker with voting instructions, your shares
may constitute “broker non-votes.” Broker non-votes occur on a matter when a broker is not permitted to vote on that
matter without instructions from the beneficial owner and instructions are not given. These matters are referred to as
“non-routine” matters. All of the matters scheduled to be voted on at the Annual Meeting are “non-routine,” except for the
proposal to ratify the appointment of Goldman, Kurland and Mohidin, LLP as SmartHeat’s independent registered
public accounting firm for the fiscal year ending December 31, 2014. In tabulating the voting result for any particular
proposal, shares that constitute broker non-votes are not considered votes cast on that proposal. Thus, broker
non-votes will not affect the outcome of any matter being voted on at the meeting, assuming that a quorum is
obtained.

Abstentions are considered votes cast and thus will have the same effect as votes “Against” each of the matters
scheduled to be voted on at the Annual Meeting.

Proposal 1. Election of directors: Broker non-votes will be deemed not entitled to vote on the subject matter as to
which the non-vote is indicated. Broker non-votes will have no effect on the vote on the election of directors, nor are
there any abstentions in the election of directors; rather stockholders may vote “for” each nominee or withhold such
vote.

Proposal 2. Ratification of the appointment of Goldman Kurland and Mohidin, LLP as our independent registered
public accounting firm for the fiscal year ending December 31, 2014: Abstentions will have the same effect as a vote
against this proposal.  Broker are entitled to vote on this routine matter. Broker non-votes will be deemed not entitled
to vote on the subject matter as to which the non-vote is indicated.

Proposal 3. Stock Sale:  A properly executed ballot marked ABSTAIN with respect to this proposal will not be
counted, although it will be counted for purposes of determining whether there is a quorum. Abstentions will have the
same effect as a vote against this proposal. Broker non-votes will be deemed not entitled to vote on the subject matter
as to which the non-vote is indicated. Broker non-votes also have the same effect as a vote against this proposal.

Proposal 4. Approval of Possible Adjournments of the Annual Meeting: A properly executed ballot marked
ABSTAIN with respect to this proposal will not be counted, although it will be counted for purposes of determining
whether there is a quorum. Since abstentions are not considered votes cast, they will have no effect on the outcome of
this proposal. Brokers have discretion to vote on behalf of beneficial owners with respect to this proposal; as a result,
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there will be no “broker non-votes” on this item.
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Proposal 5. Approval of Approval of Third Amendment to the Credit Agreement: A properly executed ballot marked
ABSTAIN with respect to this proposal will not be counted, although it will be counted for purposes of determining
whether there is a quorum. Since abstentions are not considered votes cast, they will have no effect on the outcome of
this proposal. Broker non-votes will be deemed not entitled to vote on the subject matter as to which the non-vote is
indicated. Broker non-votes also have the same effect as a vote against this proposal.

Other than the relationship of Proposal 4 to Proposal 3 as described herein, none of the proposals is conditioned on the
outcome of any other proposal.

Revocability of Proxies

The enclosed proxies will be voted in accordance with the instructions thereon. Unless otherwise stated, all shares
represented by such proxy will be voted as instructed. Any proxy given pursuant to this solicitation may be revoked
by the person giving it at any time before its use by delivering to the Secretary of the Company a written notice of
revocation or a duly executed proxy bearing a later date. Any stockholder who has executed a proxy but is present at
the Annual Meeting, and who wishes to vote in person, may do so by revoking his or her proxy as described in the
preceding sentence. Shares represented by valid proxies in the form enclosed, received in time for use at the Annual
Meeting and not revoked at or prior to the Annual Meeting, will be voted at the Annual Meeting.

The entire cost of soliciting proxies, including the costs of preparing, assembling, printing and mailing this proxy
statement, the proxy and any additional soliciting material furnished to stockholders, will be borne by the Company.
Arrangements will be made with brokerage houses, banks and other custodians, nominees and fiduciaries to send
proxies and proxy materials to the beneficial owners of stock, and the Company expects to reimburse such persons for
their reasonable out-of-pocket expenses. Proxies may also be solicited by directors, officers or employees of the
Company in person or by telephone, telegram or other means. No additional compensation will be paid to such
individuals for these services.

Solicitation of Proxies

The Company will bear the entire cost of soliciting proxies from its stockholders. In addition to solicitation of proxies
by mail, the Company will request that banks, brokers, and other record holders send proxies and proxy material to the
beneficial owners of the Company Common Stock and secure their voting instructions. The Company will reimburse
the record holders for their reasonable expenses in taking those actions. If necessary, the Company may use several of
its regular employees, who will not be specially compensated, to solicit proxies from the Company stockholders,
either personally or by telephone, facsimile, letter or other electronic means.

Voting

Each stockholder is entitled to one vote for each share held on the close of business on the Record Date, on each
matter properly submitted for the vote of stockholders at the Annual Meeting. The right to vote is exercisable, in
person or by properly executed proxy as described further below.

If you are a stockholder of record as of the Record Date, you may vote in person at the Annual Meeting or vote by
proxy using the proxy card. Whether or not you plan to attend the Annual Meeting, the Company urges you to vote by
proxy to ensure your vote is counted. You may still attend the Annual Meeting and vote in person if you have already
voted by proxy. To vote in person, you may come to the Annual Meeting and the Company will give you a ballot
when you arrive. To vote using the proxy card, simply complete, sign and date the proxy card (which is enclosed if
you received this proxy statement by mail or that you may request or that the Company may elect to deliver at a later
time), and return it promptly in the envelope provided. If you return your signed proxy card to the Company before
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the Annual Meeting, the Company will vote your shares as you direct.

For Shares Registered in the Name of a Broker or Bank

Most beneficial owners whose stock is held in street name receive instructions for granting proxies from their banks,
brokers or other agents, rather than the Company’s proxy card. If your shares are held in an account with a broker or
bank please follow the instructions provided by such broker or bank.

Fairness Opinion

A fairness opinion regarding the proposed Stock Sale will not be completed and available for review by stockholders
prior to the shareholder meeting and vote.
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MATTERS BEING SUBMITTED TO A VOTE OF SMARTHEAT’S STOCKHOLDERS

Proposal 1: Election of directors

At this year’s Annual Meeting, five nominees will be elected as directors, which number will constitute the entire
Board of Directors. Each director will be elected to a one-year term and will hold office until the 2015 Annual
Meeting and until his successor has been duly elected and qualified or until his earlier death, resignation or removal.
The Board of Directors currently consists of five members, each of whom are standing for re-election at the Annual
Meeting. Each of the nominees to the Board of Directors has been recommended by the Board of Directors. The
Board of Directors has nominated Oliver Bialowons, Xin Li, Kenneth Scipta, Weiguo Wang and Qingtai Kong as
directors.

THE BOARD OF DIRECTORS RECOMMENDS THAT STOCKHOLDERS VOTE FOR THE ELECTION OF
EACH OF THE NOMINEES SPECIFIED HEREIN.

Proposal 2:  Ratification of appointment of independent registered public accounting firm Goldman Kurland and
Mohidin, LLP.

At this year’s Annual Meeting, Company stockholders will be asked to ratify the appointment of Goldman Kurland and
Mohidin, LLP as the independent registered public accounting firm to audit our consolidated financial statement for
the fiscal year ending December 31, 2014.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR THE RATIFICATION OF THE APPOINTMENT
OF GOLDMAN KURLAND AND MOHIDIN, LLP AS OUR INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM FOR THE FISCAL YEAR ENDING DECEMBER 31, 2014.

Proposal 3: Stock Sale

At this year’s Annual Meeting, Company stockholders will be asked to approve the Stock Sale.

The terms of, reasons for and other aspects of the Stock Sale are described in detail in the other sections in this proxy
statement.

You should note that the Company is seeking approval of the Stock Sale because such Stock Sale might be deemed
under Nevada law to be a sale of substantially all of the Company’s assets. If stockholders do not approve the Stock
Sale, or if the Stock Sale does not otherwise close, the Company may continue to explore additional alternatives to the
Stock Sale or resubmit the Stock Sale in the same or revised form to the stockholders for approval at a future date.

The Buyers consist of a group of 25 natural persons, all of whom are P.R.C. citizens, including Wen Sha, Jun Wang
and Xudong Wang, managers of the Company’s subsidiaries engaged in the PHE segment of its business, and Huajun
Ai and Yingkai Wang, the Company’s Corporate Secretary and Acting Chief Accountant, respectively. Huajun Ai,
Wen Sha, Jun Wang and Xudong Wang are also principals in Northtech Holdings Inc.  See the section captioned
“Interests of Certain Persons in the Stock Sale”.

THE COMPANY’S BOARD OF DIRECTORS RECOMMENDS THAT COMPANY STOCKHOLDERS VOTE
FOR  PROPOSAL 3 TO APPROVE THE STOCK SALE.

Proposal 4: Approval of Possible Adjournments of the Annual Meeting
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If the Company fails to receive a sufficient number of votes to approve Proposal 3 at the Annual Meeting, the
Company may propose to adjourn the Annual Meeting on one or more occasions, each for a period of not more than
30 days, for the purpose of soliciting additional proxies to approve Proposal 3. The Company currently does not
intend to propose adjournment at the Annual Meeting if there are sufficient votes to approve Proposal 3.
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You should note that in the absence of a quorum of shares present in person or represented by proxy at the meeting,
the bylaws of the Company, as amended (the “Bylaws”) provide that the chairperson of the meeting may adjourn the
meeting. The presentation of this Proposal 4 to the stockholders of the Company is not intended to, and does not,
prevent the chairperson of the meeting from adjourning the Annual Meeting in the manner set forth in the Company’s
Bylaws under such circumstances. In addition, this Proposal 4 does not prevent the meeting from otherwise being
adjourned or postponed in accordance with the requirements of the Nevada Revised Statutes, our Articles of
Incorporation or the Bylaws of the Company.

THE COMPANY’S BOARD OF DIRECTORS RECOMMENDS THAT COMPANY STOCKHOLDERS VOTE
FOR  PROPOSAL 4 TO ADJOURN THE ANNUAL MEETING, IF NECESSARY, TO SOLICIT ADDITIONAL
PROXIES IF THERE ARE NOT SUFFICIENT VOTES IN FAVOR OF PROPOSAL 3.

Proposal 5: Third Amendment to the Credit Agreement

At this year’s Annual Meeting, Company stockholders will be asked to approve the Third Amendment to the Credit
Agreement.

The terms of, reasons for and other aspects of the Third Amendment to the Credit Agreement are described in detail in
the other sections in this proxy statement.

You should note that Company is seeking approval under the terms of the Third Amendment to the Credit Agreement,
which, if not approved, will constitute an event of default.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE “FOR” THE APPROVAL OF THE AMENDMENT TO
THE CREDIT AGREEMENT.

 SUMMARY OF THE PROXY STATEMENT

This summary highlights selected information from this proxy statement and may not contain all of the information
that is important to you. You should read carefully this entire proxy statement and the documents referred to in this
proxy statement for a more complete description of the matters on which you are being asked to vote. A copy of the
EIPA is attached as  Annex A  to this proxy statement. You are encouraged to read the EIPA as it is the legal
document that governs the Stock Sale. This summary is qualified in its entirety by the EIPA and the more detailed
information appearing elsewhere in this document. This summary includes page references in parentheses to direct
you to a more complete description of the topics presented in this summary.

The Company

SmartHeat, Inc.

We are a U.S. holding company with no material assets other than the ownership interests through our subsidiaries
Heat PHE and Heat HP of our foreign subsidiaries that design, manufacture and sell plate heating equipment (PHEs)
and heat pumps (HPs) in the People’s Republic of China (“PRC”) and Germany.

Heat PHE

Heat PHE was formed in Nevada on August 23, 2013 and is our wholly owned subsidiary and, at that time, we entered
into an assignment agreement (“PHE Assignment Agreement”) with Heat PHE to reorganize the business into a separate
segment holding those subsidiaries that operated in the plate heating equipment, meters and related products.
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Under the PHE Assignment Agreement, the Company agreed to transfer, and in the case of indirectly owned
subsidiaries, cause to be transferred, to Heat PHE the following subsidiaries of the Company:

SmartHeat Taiyu (Shenyang) Energy Technology Co., Ltd.
SanDeKe Co., Ltd.
SmartHeat (Shenyang) Energy Equipment Co., Ltd.
SmartHeat Siping Beifang Energy Technology Co., Ltd.
Hohhot Ruicheng Technology Co., Ltd.

Our Heat PHE subsidiaries contain approximately 92 % of the assets and approximately 90 % of the liabilities of the
Company, excluding the inter-segment transactions.

A PHE is a device that transfers heat from one fluid to another fluid across large metal plates. PHE products are used
in the industrial, residential and commercial sectors to make energy use more efficient and to reduce pollution by
reducing the need for coal fired boilers. The subsidiaries of Heat PHE design, manufacture, sell and service PHEs,
PHE Units, which combine PHEs with various pumps, temperature sensors, valves and automated control systems,
heat meters and heat pumps for use in commercial and residential buildings. They also design, manufacture and sell
spiral heat exchangers and tube heat exchangers. Their products and used in a variety of industrial processes where
heat transfer is required.  Applications include energy conversion for heating, ventilation and air conditioning, and
industrial use in petroleum refining, petrochemicals, metallurgy, food and beverage and chemical processing. The
subsidiaries of Heat PHE sell their products under the SmartHeat and Taiyu brand names and also sell PHEs under the
Sondex brand name as an authorized dealer of Sondex PHEs in China.

Heat HP

Our wholly owned subsidiary Heat HP holds those subsidiaries that manufacture and distribute heat pumps and related
products.

Heat HP was formed in Nevada on August 23, 2013 and is our wholly owned subsidiary and, at that time, we entered
into an assignment agreement (“HP Assignment Agreement”) with Heat HP to reorganize the business into a separate
segment holding those subsidiaries that operated in the heat pump related products.  Under the HP Assignment
Agreement, the Company agreed to transfer, and in the case of indirectly owned subsidiaries, cause to be transferred,
to Heat HP the following subsidiaries of the Company:

SmartHeat (China) Investment Co., Ltd.
SmartHeat (Shenyang) Heat Pump Technology Co., Ltd.
SmartHeat Deutschland GmbH
SmartHeat (Shanghai) Trading Co., Ltd.
Beijing SmartHeat Jinhui Energy Technology Co., Ltd.

Our Heat HP subsidiaries contain approximately 7 % of the assets and approximately 5 % of the liabilities of the
Company, excluding the inter-segment transactions.
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Our heat pump systems provide heating, cooling and hot water for residential and commercial buildings and process
heat for industrial applications by moving heat between two locations using small amounts of electricity. In a typical
system, heat pumps draw heat from outside air or ground to warm the inside of a home or office building. Many heat
pumps have reversible cycles, too, using the same system to cool the inside of a building by transferring heat outside.
Heat pumps replace conventional energy sources such as oil, gas and coal with the energy stored in water, soil and air
or heat recovered from wastewater or exhaust air. By transferring heat between locations, rather than burning fuel to
create a heat source, heat pumps are extremely efficient energy transfer systems. Commercial users install heat pump
systems not only to reduce energy consumption but also carbon dioxide, or CO2, emissions, a trend that is encouraged
by policymakers in China. The advantages of heat pumps in terms of energy efficiency, operating cost, CO2 emission
reduction and their ability to provide heating and cooling in one machine has made them the leading energy source for
new buildings in Germany and Austria, and has replaced conventional fossil fuel based technology in these countries
to a large degree. As the PRC government continues to focus on emissions reduction and energy conservation, we
believe there are opportunities for incremental growth in the rapidly growing heat pump market in China. We also
anticipate expanding sales of heat pumps manufactured in China under EU design standards to the European market.
Heat pumps accounted for 2% and 8% of our sales in 2013 and 2012, respectively.

If the Stock Sale is consummated and the Company exercises its option to cause the Buyers to purchase the remaining
20% of the Target Companies, we will continue to own Heat PHE and Heat HP and, indirectly, their respective
subsidiaries:

Subsidiaries of Heat HP Inc.:

SmartHeat (China) Investment Co., Ltd.
SmartHeat (Shenyang) Heat Pump Technology Co., Ltd.
SmartHeat Deutschland GmbH
SmartHeat (Shanghai) Trading Co., Ltd.
Beijing SmartHeat Jinhui Energy Technology Co., Ltd.

Subsidiaries of Heat PHE Inc.:

SanDeKe Co., Ltd.
SmartHeat Heat Exchange Equipment Co., Ltd.

Seller:

Heat PHE Inc.
A-1, 10, Street 7
Shenyang Economic and Technological Development Zone
Shenyang, China 110141
+86 (24) 2519-7699

Buyers:

The Buyers consist of a group of 25 natural persons, all of whom are P.R.C. citizens, including Wen Sha, Jun Wang
and Xudong Wang, managers of the Company’s subsidiaries engaged in the PHE segment of its business, and Huajuan
Ai and Yingkai Wang, the Company’s Corporate Secretary and Acting Chief Accountant, respectively.  Huajuan Ai,
Wen Sha, Jun Wang and Xudong Wang are also principals in Northtech Holdings Inc.

Principal Provisions of the Equity Interest Purchase Agreement (page 45 and Annex A)
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Under the terms of the Equity Interest Purchase Agreement (“EIPA”), the Buyers agreed to purchase 40% of Heat PHE’s
equity interests in the following PHE segment subsidiaries: SmartHeat Taiyu (Shenyang) Energy; SmartHeat Siping
Beifang Energy Technology Co., Ltd.; SmartHeat (Shenyang Energy Equipment) Co. Ltd.; Hohot Ruicheng
Technology Co., Ltd.; and Urumchi XinRui Technology Limited Liability Company (collectively, the “Target
Companies”). The purchase price was RMB 5,000,000, which was paid at the closing on December 30, 2013. The
Company retained an option to repurchase the equity interests of the Target Companies from Buyers at a purchase
price of RMB 5,600,000 which expired unexercised on February 28, 2014. Buyers have an option to purchase an
additional 40% equity interest in Target Companies for an additional purchase price of RMB 6,000,000 which was
exercised on March 27, 2014 prior to its expiration. As one of the closing conditions to the sale of the additional 40%
equity interest in Target Companies, Company must receive the approval of its stockholders representing a majority of
its outstanding shares. In the event such approval is not obtained, Buyers may elect to terminate the EIPA. If our
stockholders approve the sale, Company has the option to require Buyers to purchase the remaining 20% equity
interest for a purchase price of RMB 2,500,000.

Following the Stock Sale, Company’s Board of Directors plans to explore strategic alternatives to deploy the proceeds
of the Stock Sale, which may include expansion of our heat pump business in the United States, Europe and China,
future acquisitions, a merger with another company, or other actions to redeploy capital. It is unlikely, however, that
the Company will make a distribution of cash to our stockholders.
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A copy of the EIPA, as amended, is attached as Annex A to this proxy statement. The description of the EIPA herein
is qualified in its entirety by reference to the EIPA. We encourage you to read the EIPA in its entirety.

Reasons for the Stock Sale (page 42)

The Company’s Board of Directors determined that the terms of the EIPA and the transactions contemplated by the
EIPA, including without limitation, the sale of the additional 40% of its equity interest in Target Companies are
advisable and in the best interests of the Company and its stockholders, and has approved the Stock Sale and the
transactions contemplated by the EIPA.

Both positive and negative factors, together with the background of the transaction set forth below, comprise the
Board of Directors’ material considerations in entering into the EIPA.  For a description of the factors that the Board of
Directors considered in entering into the EIPA, please see the discussion below under the heading “The Sale of Stock
by the Company.”

Use of Proceeds (page 44)

A subsidiary of Heat PHE, and not the Company’s stockholders, will receive all of the net proceeds from the Stock
Sale. Following the Stock Sale, the Company’s Board of Directors plans to explore strategic alternatives to deploy the
proceeds of the Stock Sale, which may include expansion of our heat pump business in the United States, Europe and
China future acquisitions, a merger with another company, or other actions to redeploy capital. It is unlikely, however,
that the Company will make a distribution of cash to our stockholders.

Although the Board of Directors and management have had preliminary discussions regarding potential uses of our
capital following the Stock Sale, the Board of Directors intends to continue to review anticipated liabilities and
potential strategic uses of capital in connection with the continuation of the Company as a going concern.
Accordingly, we cannot specify with certainty the amount of net proceeds, if any, we will use for any particular use or
the timing in respect thereof. Consequently, you should not vote in favor of the Stock Sale based upon any
assumptions regarding the amount or timing of any potential usages of capital or distributions to stockholders.

Recommendations to the Company’s Stockholders (page 44)

The Company’s Board of Directors has determined that the sale of substantially all of the Company’s assets pursuant to
the Stock Sale is advisable in the best interests of the Company and the Company’s stockholders.  The Company’s
Board of Directors has approved the Stock Sale, and recommends that the stockholders of the Company vote in favor
of the EIPA and the transactions contemplated by the EIPA, and in favor of any necessary adjournments. Certain of
the Company’s former officers, who are significant stockholders, have interests in the Stock Sale that are different
from the other holders of the shares of the Company’s Common Stock. See the section captioned “Interests of Certain
Persons in the Stock Sale”.

Conditions to the Stock Sale (page 45)

The obligations of each of Buyers and Heat PHE to complete the Stock Sale are subject to the satisfaction of specified
conditions set forth in the EIPA, including the approval of the EIPA and related agreements by Company’s
stockholders holding a majority of the outstanding shares of Common Stock.   For a description of the closing
conditions, please see the discussion below under the headings “Principal Provisions of the Equity Interest Purchase
Agreement.”

Interests of Certain Persons in the Stock Sale (page 46)
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Buyers consist of a group of 25 natural persons, all of whom are P.R.C. citizens, including Wen Sha, Jun Wang and
Xudong Wang, managers of the Company’s subsidiaries engaged in the PHE segment of its business, and Huajun Ai
and Yingkai Wang, the Company’s Corporate Secretary and Acting Chief Accountant, respectively. Huajun Ai, Wen
Sha, Jun Wang and Xudong Wang are also principals in Northtech Holdings Inc.
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Risk Factors (page 14)

In evaluating the Stock Sale, in addition to the other information contained in this proxy statement, you should
carefully consider the risk factors relating to the Stock Sale and our Company discussed herein.

RISK FACTORS

When you decide whether to vote for approval of the Stock Sale, you should consider the following factors in
conjunction with the other information included in this proxy statement.

If the Stock Sale is not consummated, we will continue to seek other financing alternatives and operate for as long as
possible.

If the Stock Sale is not consummated we will continue to seek additional financing option and operate for as long as
possible. If we are unable to find alternatives to finance and expand our PHE segment and we continue to operate at a
loss we will need to consider options in bankruptcy as we will have not enough operating cash to continue our
business.

We cannot be sure if or when the Stock Sale will be completed.

The consummation of the Stock Sale is subject to the satisfaction or waiver of various conditions, including the
authorization of the Stock Sale by our stockholders and receipt of a Fairness Opinion. We cannot guarantee that the
closing conditions set forth in the EIPA will be satisfied. If we are unable to satisfy the closing conditions in the
Buyer’s favor or if other mutual closing conditions are not satisfied, the Buyer will not be obligated to complete the
Asset Sale.

If the Stock Sale is not completed, our board of directors, in discharging its fiduciary obligations to our stockholders,
will evaluate other strategic alternatives that may be available. Such other strategic alternatives may not be as
favorable to our stockholders as the Stock Sale. Any future sale of substantially all of our assets or other transactions
may be subject to further stockholder approval.

While the Stock Sale is pending, it creates uncertainty about our future that could have a material adverse effect on
our business, financial condition and results of operations.

While the Stock Sale is pending, it creates uncertainty about our future. As a result of this uncertainty, our current or
potential business partners may decide to delay, defer or cancel entering into new business arrangements with us
pending completion or termination of the Asset Sale. In addition, while the Stock Sale is pending, we are subject to a
number of risks, including:

•                 the diversion of management and employee attention from our day-to-day business;

•                 the potential disruption to business partners and other service providers; and

•                 the possible inability to respond effectively to competitive pressures, industry developments and future
opportunities.

The occurrence of any of these events individually or in combination could have a material adverse effect on our
business, financial condition and results of operation.
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In addition, pending the completion of the Stock Sale, we may be unable to attract and retain key personnel and our
management’s focus and attention and employee resources may be diverted from operational matters during the
pendency of the Asset Sale.

In the event that the Stock Sale is not completed, the announcement of the termination of the EIPA may also adversely
affect the trading price of our Common Stock, our business or our relationships with lenders, customers, suppliers and
employees.

Our former officers and current executive officers and managers of the Company’s subsidiaries have interests in the
Stock Sale other than, or in addition to, the interests of our stockholders generally.

The Buyers consist of a group of 25 natural persons, all of whom are P.R.C. citizens, including Wen Sha, Jun Wang
and Xudong Wang, managers of the Company’s subsidiaries engaged in the PHE segment of its business, and Huajun
Ai and Yingkai Wang, the Company’s Corporate Secretary and Acting Chief Accountant, respectively. Huajun Ai,
Wen Sha, Jun Wang and Xudong Wang are also principals in Northtech Holdings Inc. Our board of directors was
aware of these interests and considered them, among other matters, in approving the EIPA.

We will continue to incur the expenses of complying with public company reporting requirements following the
closing of the Stock Sale.

After the Stock Sale, we will continue to be required to comply with the applicable reporting requirements of the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), even though compliance with such reporting
requirements is economically burdensome.

If the Stock Sale is not completed and the EIPA is terminated, there may not be any other offers from potential
acquirers.

If the Stock Sale is not completed and the EIPA is terminated, we may seek another purchaser for our assets. There
can be no assurances that we would be able to enter into meaningful discussions or to otherwise complete any
transaction with any other party who may have an interest in purchasing our assets on terms acceptable to us.
Additionally, the inability to complete the Stock Sale could make potential acquirers more reluctant to engage in a
transaction with us.

We may be exposed to litigation related to the Stock Sale from the holders of our Common Stock.

Transactions such as the Stock Sale are often subject to lawsuits by stockholders. Because the holders of our Common
Stock will not receive any consideration from the Stock Sale, it is possible that they may sue the Company or its board
of directors.

We will incur significant expenses in connection with the Stock Sale.

We expect to pay legal fees, accounting fees and proxy filing costs whether or not the Stock Sale closes. Any
significant expenses or payment obligations incurred by us in connection with the Stock Sale could adversely affect
our financial condition and cash position.

 The Company’s stockholders will not receive any of the proceeds of the Stock Sale.

If the Stock Sale is consummated, the cash purchase price will be paid directly to a subsidiary of Heat PHE located in
China.  None of the net proceeds of the purchase price will be received by the Company’s stockholders, unless the
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Board of Directors ultimately proposes a distribution to the stockholders.
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QUESTIONS AND ANSWERS ABOUT THE PROXY MATERIALS AND THE ANNUAL MEETING

Q: Why am I receiving these materials?

A: Our Board of Directors has delivered printed proxy materials to you, in connection with the solicitation of proxies
for use at SmartHeat’s 2013 Annual Meeting of Stockholders, which will take place on September 30, 2014, at the
Boardroom at the Langham Place, 555 Shanghai Street, Mongkok, Kowloon, Hong Kong, China, at 3:30 pm (China
Time). As a stockholder, you are invited to attend the Annual Meeting and are requested to vote on the items of
business described in this proxy statement.

Q: What information is contained in this proxy statement?

A: The information in this proxy statement relates to the proposals to be voted on at the Annual Meeting, the voting
process, the compensation of our directors and most highly paid executive officers, corporate governance, and certain
other required information.

Q: What items of business will be voted on at the Annual Meeting?

A: The items of business scheduled to be voted on at the Annual Meeting are:

1.  To elect five directors to the Board of Directors (the “Board”) of the Company to serve until the next annual
meeting of stockholders or until their successors are elected and qualified;

2.  To ratify the appointment of Goldman Kurland and Mohidin, LLP as the Company’s independent registered
public accounting firm for the fiscal year ending December 31, 2014;

3.  To authorize the Stock Sale, which might be deemed under Nevada law to be the sale of substantially all the
assets of the Company;

4.  To consider and vote upon one or more adjournments of the Annual Meeting, if necessary, to solicit additional
proxies if there are not sufficient votes in favor of Proposal 3;

5.  To approve an amendment to the Credit and Security Agreement, dated
July 27, 2012, by and between the Company and Northtech Holdings, Inc.
(“Northtech”), executed on July 14, 2014; and

6.  To transact such other business as may properly come before the Annual
Meeting.

Q: How does the Board of Directors recommend that I vote?

A: Our Board of Directors recommends that you vote your shares “For” each of the 5 proposals scheduled to be voted
upon at the Annual Meeting.

Q: Will the Company Provide the Stockholders a Copy of the Fairness Opinion Prior to the Vote?

A: A fairness opinion regarding the proposed Stock Sale will not be completed and available for review by
stockholders prior to the shareholder meeting and vote. 
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Q: What shares can I vote?

A: Each share of SmartHeat Common Stock issued and outstanding as of the close of business on the Record Date for
the 2014 Annual Meeting of Stockholders is entitled to be voted on all items being voted on at the Annual Meeting.
You may vote all shares owned by you as of the Record Date, including (1) shares held directly in your name as the
stockholder of record, and (2) shares held for you as the beneficial owner in street name through a broker, bank,
trustee, or other nominee. On the Record Date we had 6,783,399 shares of Common Stock issued and outstanding.

Q: How many votes am I entitled to per share?

A: Each holder is entitled to one vote for each share of Common Stock held as of the Record Date.

Q: What is the difference between holding shares as a stockholder of record and as a beneficial owner?

A: Most SmartHeat stockholders hold their shares as a beneficial owner through a broker or other nominee rather than
directly in their own name. As summarized below, there are some distinctions between shares held of record and those
owned beneficially.

Stockholder of Record

If your shares are registered directly in your name with our transfer agent, Interwest Transfer Company, Inc., you are
considered, with respect to those shares, the stockholder of record, and the Notice was sent directly to you by
SmartHeat. As the stockholder of record,  you have the right to grant your voting proxy directly to SmartHeat or to
vote in person at the Annual Meeting. If you requested to receive printed proxy materials, SmartHeat has enclosed or
sent a proxy card for you to use. You may also vote on the Internet or by telephone, as described in the Notice and
below under the heading “How can I vote my shares without attending the Annual Meeting?”

Beneficial Owner

If your shares are held in an account at a brokerage firm, bank, broker-dealer, trust, or other similar organization, like
the vast majority of our stockholders, you are considered the beneficial owner of shares held in street name, and the
Notice was forwarded to you by that organization. As the beneficial owner, you have the right to direct your broker,
bank, trustee, or nominee how to vote your shares, and you are also invited to attend the Annual Meeting.

Since a beneficial owner is not the stockholder of record, you may not vote your shares in person at the Annual
Meeting unless you obtain a “legal proxy” from the broker, bank, trustee, or nominee that holds your shares giving you
the right to vote the shares at the meeting. If you do not wish to vote in person or you will not be attending the Annual
Meeting, you may vote by proxy. You may vote by proxy over the Internet or by telephone, as described in the Notice
and below under the heading “How can I vote my shares without attending the Annual Meeting?”

Q: How can I contact SmartHeat’s transfer agent?

A: Contact our transfer agent by either writing to Interwest Transfer Company, Inc., 1981 Murray Holladay Road,
Suite 100, Salt Lake City, UT 84117, or by telephoning 801-272-9294.

Q: How can I attend the Annual Meeting?

A: You are entitled to attend the Annual Meeting only if you were a SmartHeat stockholder as of the Record Date or
you hold a valid proxy for the Annual Meeting. Since seating is limited, admission to the meeting will be on a
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first-come, first-served basis. You must present photo identification for admittance. If you are not a stockholder of
record but hold shares as a beneficial owner in street name, you must also provide proof of beneficial ownership as of
the Record Date, such as your most recent account statement prior to the Record Date, a copy of the voting instruction
card provided by your broker, bank, trustee, or nominee, or other similar evidence of ownership.

 If you do not provide photo identification or comply with the other procedures outlined above, you will not be
admitted to the Annual Meeting. For security reasons, you and your bags will be subject to search prior to your
admittance to the meeting.

Please let us know if you plan to attend the meeting by marking the appropriate box on the enclosed proxy card, or, if
you vote by telephone or Internet, by indicating your plans when prompted.

The meeting will begin promptly at 3:30 pm (Local time). Check-in will begin at 3:15 pm (Local time), and you
should allow ample time for the check-in procedures.
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Q: How can I vote my shares in person at the Annual Meeting?

A: Shares held in your name as the stockholder of record may be voted by you in person at the Annual Meeting.
Shares held beneficially in street name may be voted by you in person at the Annual Meeting only if you obtain a
legal proxy from the broker, bank, trustee, or nominee that holds your shares giving you the right to vote the shares.
Even if you plan to attend the Annual Meeting, we recommend that you also submit your proxy or voting instructions
as described below so that your vote will be counted if you later decide not to attend the meeting.

Q: How can I vote my shares without attending the Annual Meeting?

A: Whether you hold shares directly as the stockholder of record or beneficially in street name, you may direct how
your shares are voted without attending the Annual Meeting. If you are a stockholder of record, you may vote by
proxy. You can vote by proxy over the Internet by following the instructions provided in the Notice, or, if you
requested to receive printed proxy materials, you can also vote by mail or telephone pursuant to instructions provided
on the proxy card. If you hold shares beneficially in street name, you may also vote by proxy over the Internet by
following the instructions provided in the Notice, or, by following the voting instruction card provided to you by your
broker, bank, trustee, or nominee.

Q: Can I change my vote or revoke my proxy?

A: You may change your vote at any time prior to the taking of the vote at the Annual Meeting. If you are the
stockholder of record, you may change your vote by (1) granting a new proxy bearing a later date (which
automatically revokes the earlier proxy) using any of the methods described above (and until the applicable deadline
for each method), (2) providing a written notice of revocation to SmartHeat’s Corporate Secretary at A-1, 10, Street 7,
Shenyang Economic and Technological Development Zone, Shenyang China 110141, prior to your shares being
voted, or (3) attending the Annual Meeting and voting in person. Attendance at the meeting will not cause your
previously granted proxy to be revoked unless you specifically so request. For shares you hold beneficially in street
name, you may change your vote by submitting new voting instructions to your broker, bank, trustee, or nominee
following the instructions they provided, or, if you have obtained a legal proxy from your broker, bank, trustee, or
nominee giving you the right to vote your shares, by attending the Annual Meeting and voting in person.

Q: Is my vote confidential?

A: Proxy instructions, ballots, and voting tabulations that identify individual stockholders are handled in a manner that
protects your voting privacy. Your vote will not be disclosed either within SmartHeat or to third parties, except: (1) as
necessary to meet applicable legal requirements, (2) to allow for the tabulation of votes and certification of the vote,
and (3) to facilitate a successful proxy solicitation. Occasionally, stockholders provide on their proxy card written
comments, which are then forwarded to SmartHeat management.

Q: How many shares must be present or represented to conduct business at the Annual Meeting?

A: The quorum requirement for holding the Annual Meeting and transacting business is majority of the voting power
of the issued and outstanding Common Stock of SmartHeat as of the Record Date must be present in person or
represented by proxy. Both abstentions and broker non-votes (described below) are counted for the purpose of
determining the presence of a quorum.

Q: How are votes counted?
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A: In the election of directors (proposal number 1), you may vote “For” all or some of the nominees or your vote may be
“Withheld” with respect to one or more of the nominees.

For the other items of business, you may vote “For,” “Against,” or “Abstain.” If you elect to “Abstain,” the abstention has the
same effect as a vote “Against.”

If you provide specific instructions with regard to certain items, your shares will be voted as you instruct on such
items. If no instructions are indicated, the shares will be voted as recommended by the Board of Directors.

Q: What is the voting requirement to approve each of the proposals?

A: In the election of directors, the five persons receiving the highest number of affirmative “For” votes at the Annual
Meeting will be elected.

For Proposals 2, 4 and 5, the affirmative “For” vote of a majority of those shares present in person or represented by
proxy and entitled to vote on them at the Annual Meeting is required for approval.
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For Proposal 3, the affirmative vote of a majority of share outstanding required. If you hold shares beneficially in
street name and do not provide your broker with voting instructions, your shares may constitute “broker non-votes.”
Broker non-votes occur on a matter when a broker is not permitted to vote on that matter without instructions from the
beneficial owner and instructions are not given. These matters are referred to as “non-routine” matters. All of the matters
scheduled to be voted on at the Annual Meeting are “non-routine,” except for the proposal to ratify the appointment of
Goldman, Kurland and Mohidin, LLP as SmartHeat’s independent registered public accounting firm for the fiscal year
ending December 31, 2014. In tabulating the voting result for any particular proposal, shares that constitute broker
non-votes are not considered votes cast on that proposal. Thus, broker non-votes will not affect the outcome of any
matter being voted on at the meeting, assuming that a quorum is obtained.

Abstentions are considered votes cast and thus will have the same effect as votes “Against” each of the matters
scheduled to be voted on at the Annual Meeting.

Please note that the rules regarding how brokers may vote your shares have changed. Brokers may no longer vote your
shares on the election of directors in the absence of your specific instructions as to how to vote so we encourage you
to provide instructions to your broker regarding the voting of your shares.

Q: Is cumulative voting permitted for the election of directors?

A: No. You may not cumulate your votes for the election of directors.

Q: What happens if additional matters are presented at the Annual Meeting?

A: Other than the four items of business described in this proxy statement, we are not aware of any other business to
be acted upon at the Annual Meeting. If you grant a proxy, the person named as proxy holder, Oliver Bialowons, will
have the discretion to vote your shares on any additional matters properly presented for a vote at the meeting. If for
any reason any of the nominees is not available as a candidate for director, the persons named as proxy holders will
vote your proxy for such other candidate or candidates as may be nominated by the Board of Directors.

Q: Who will serve as inspector of elections?

A: The inspector of elections will be either the transfer agent or an officer of the Company.

Q: Who will bear the cost of soliciting votes for the Annual Meeting?

A: SmartHeat will pay the entire cost of preparing, assembling, printing, mailing, and distributing these proxy
materials and soliciting votes. If you choose to vote over the Internet, you are responsible for Internet access charges
you may incur. If you choose to vote by telephone, you are responsible for telephone charges you may incur. In
addition to the mailing of these proxy materials, the solicitation of proxies or votes may be made in person, by
telephone, or by electronic communication by our directors, officers, and personnel, who will not receive any
additional compensation for such solicitation activities.

Q: Where can I find the voting results of the Annual Meeting?

A: We will disclose voting results on a Form 8-K filed with the SEC within four business days after the Annual
Meeting, which will also be available on our website.
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Q: What is the deadline to propose actions for consideration at next year’s Annual Meeting of Stockholders or to
nominate individuals to serve as directors?

A: Stockholder Proposals: Stockholders may present proper proposals for inclusion in our proxy statement and for
consideration at the next annual meeting of stockholders by submitting their proposals in writing to SmartHeat’s
Corporate Secretary in a timely manner. For a stockholder proposal to be considered for inclusion in our proxy
statement for our 2015 Annual Meeting of Stockholders, the Corporate Secretary of SmartHeat must receive the
written proposal at our principal executive offices no later than Friday, May 1, 2015; provided, however, that in the
event that we hold our 2015 Annual Meeting of Stockholders more than 30 days before or after the one-year
anniversary date of the 2014 Annual Meeting, we will disclose the new deadline by which stockholders proposals
must be received under Item 5 of Part II of our earliest possible Quarterly Report on Form 10-Q or, if impracticable,
by any means reasonably determined to inform stockholders. In addition, stockholder proposals must otherwise
comply with the requirements of Rule 14a-8 of the Securities Exchange Act of 1934, as amended (Exchange Act).
Such proposals also must comply with SEC regulations under Rule 14a-8 regarding the inclusion of stockholder
proposals in company-sponsored proxy materials. Proposals should be addressed to:

SmartHeat Inc.
Attn: Corporate Secretary

c/o
Newman & Morrison, LLP
44 Wall Street, 12th Floor

New York, NY 10001

For a stockholder who wishes to present a proposal before an annual meeting of stockholders but does not intend for
the proposal to be included in our proxy statement must deliver a timely written notice to our Corporate Secretary. To
be timely for our 2015 Annual Meeting of Stockholders, our Corporate Secretary must receive the written notice at
our principal executive offices:

• not later than the close of business on Monday, February 2, 2015.

In the event that we hold our 2015 Annual Meeting of Stockholders more than 30 days before or after the one-year
anniversary date of the 2014Annual Meeting, then notice of a stockholder proposal that is not intended to be included
in our proxy statement must be received not later than the close of business on the earlier of the following two dates:

• the 10th day following the day on which notice of the meeting date is mailed, or

• the 10th day following the day on which public disclosure of the meeting date is
made.

 If a stockholder who has notified us of his or her intention to present a proposal at an annual meeting does not appear
to present his or her proposal at such meeting, we are not required to present the proposal for a vote at such meeting.

Nomination of Director Candidates: You may propose director candidates for consideration by our Nominating and
Corporate Governance Committee. Any such recommendations should include the nominee’s name and qualifications
for membership on our Board of Directors, and should be directed to the Corporate Secretary of SmartHeat at the
address set forth above. For additional information regarding stockholder recommendations for director candidates,
see “Consideration of Director Nominees” on page 12 of this proxy statement.

Edgar Filing: SMARTHEAT INC. - Form PRER14A

33



Copy of Bylaw Provisions: You may contact our Corporate Secretary at our principal executive offices for a copy of
the relevant bylaw provisions regarding the requirements for making stockholder proposals and nominating director
candidates.

QUESTIONS AND ANSWERS ABOUT THE STOCK SALE

Q: WHY IS SMARTHEAT PROPOSING TO ENTER INTO THE STOCK SALE?

A: After due consideration of all other alternatives reasonably available to the Company, the Board of Directors
concluded that the completion of the Stock Sale was the best alternative to raise additional working capital to fund the
Company’s Heat HP segment for expansion of its products into markets located in the United States, China and
Europe.  The Company requires significant additional funds and cash flow to pay creditors and to support the Heat HP
business which continues to operate with losses.  The Company has not been able to attract purchasers for its Heat HP
segment that would generate sufficient funds to supply additional cash flow to support the Heat PHE operations.
However, the Stock Sale substantially eliminates our losses from Heat PHE and provides funds for us to develop Heat
HP’s heat pump business.  Following the Stock Sale, the Company’s Board of Directors plans to explore strategic
alternatives to deploy the proceeds of the Stock Sale, which may include expansion of its Heat HP heat pump products
into markets located in the United States, China and Europe, future acquisitions, a merger with another company, or
other actions to redeploy capital. It is unlikely, however, that the Company will make a distribution of cash to our
stockholders.
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Q: WHAT WILL SMARTHEAT RECEIVE FOR THE ASSETS BEING SOLD IN THE STOCK SALE?

A: Pursuant to the terms of the EIPA, Buyers purchased 40% of the Company’s equity interests in the Target
Companies. The purchase price of RMB 5,000,000 was paid on December 30, 2013. The Company retained an option
to repurchase the equity interests of the Target Companies from Buyers at a purchase price of RMB 5,600,000 which
expired on February 28, 2014.  Buyers have exercised their option to purchase an additional 40% equity interest in
Target Companies for an additional purchase price of RMB 6,000,000 subject to various closing conditions, including
stockholder approval. If the Company’s stockholders approve the Stock Sale, the Company has the option to require
the Buyers to purchase the remaining 20% equity interest for a purchase price of RMB 2,500,000.  A subsidiary of
Heat PHE located in China will receive the proceeds of the Stock Sale. In addition, because the transaction is a Stock
Sale, all liabilities related to the Target Subsidiaries (which, at March 31, 2014 was approximately $63.6 million) will
be transferred to Buyers.

Q: WHAT HAPPENS IF THE EQUITY INTEREST SALE IS NOT COMPLETED?

A: As a condition to closing of the Buyers’ purchase of the additional 40% equity interest, approval of a majority of the
Company’s stockholders is required. In the event such approval is not obtained, Buyers may terminate the EIPA. If the
Stock Sale is not completed, the Company will continue to seek other strategic options, including, without limitation,
future acquisitions, a merger with another company, or other actions to raise capital.  Management believes that the
Company would continue to operate at a significant loss until another alternative to the Stock Sale is identified and
implemented.  If the Company continues to operate at a loss and becomes insolvent, it may be forced to resort to
bankruptcy protection. In such event, it is extremely unlikely that the Company will be able to satisfy all of its
liabilities and obligations, and there would therefore be no continuing operation of the Heat HP segment.

Q: WILL ANY DISTRIBUTIONS BE MADE TO SMARTHEAT’S STOCKHOLDERS?

A: The Board of Directors intends to continue to review anticipated liabilities and potential strategic uses of capital in
connection with the operation of Heat HP as a going concern. Following the Stock Sale, the Company’s Board of
Directors plans to explore strategic alternatives to deploy the proceeds of the Stock Sale, which may include
expansion of its Heat HP heat pump products into markets located in the United States, China and Europe, future
acquisitions, a merger with another company, or other actions to redeploy capital. Accordingly, we cannot specify
with certainty the amount of net proceeds, if any, we will use for any particular use or the timing in respect thereof.
Consequently, you should not vote in favor of the Stock Sale based upon any assumptions regarding the amount or
timing of any potential usages of capital or distributions to stockholders.

Q: WHAT HAPPENS IF SMARTHEAT’S STOCKHOLDERS DO NOT APPROVE THE EQUITY INTEREST
SALE?

A: As a condition to closing of the purchase of the additional 40% equity interest, approval of a majority of the
Company’s stockholders is required. In the event such approval is not obtained, either Buyers or Company may
terminate the EIPA. If the Stock Sale is not completed, the Company will continue seek other strategic options,
including, without limitation, future acquisitions, a merger with another company, or other actions to raise
capital.  Management believes the Company will continue to operate at a significant loss until another alternative to
the Stock Sale is identified and implemented.  If the Company continues to operate at a loss and becomes insolvent, it
may be forced to resort to bankruptcy protection. In such event, it is extremely unlikely that the Company will be able
to satisfy all of its liabilities and obligations, and there would therefore be no continuing operation of the Company.

Q: AM I ENTITLED TO APPRAISAL RIGHTS?
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A: No.  The Company’s stockholders are not entitled to appraisal rights in connection with the Stock Sale.
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DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Our current executive officers and directors and their ages, positions and biographical information are as follows:

Name Position Age
Oliver Bialowons President & Director 45
Yingkai Wang Acting Chief Accountant 41
Kenneth Scipta Director 72
Weiguo Wang Director 48
Xin Li Director 40
Qingtai Kong Director 67

Our executive officers are appointed by, and serve at the discretion of, our Board of Directors. Each executive officer
is a full time officer. Our directors hold office for one-year terms or until their successors have been elected and
qualified. There are no family relationships between any of our directors, executive officers or other key personnel
and any other of our directors, executive officers or key personnel. There are no arrangements or understandings
between any of our directors or executive officers and any other persons pursuant to which such director or executive
officer was selected in that capacity.

Oliver Bialowons, President and Director

Oliver Bialowons was appointed as a Director and as President of the Company on May 25, 2012, to fill the roles
formerly held by Jun Wang. Mr. Bialowons brings more than 20 years of experience as a turnaround executive to the
Board of Directors and management of the Company. Mr. Bialowons also serves as a Director of KarstadtQuelle AG,
a German retailer. In 2009, Mr. Bialowons assumed the position of Chairman of Bowe Bell Howell Inc., a financially
stressed U.S. based manufacturer of industrial logistics equipment with worldwide operations and distribution. Mr.
Bialowons directed the restructuring of Boewe Bell Howell’s business and eventual sale of the Bell Howell business to
Bell and Howell, LLC, a portfolio company of Versa Capital Management, LLC. Mr. Bialowons continued to serve as
Chairman of Bowe Bell Howell in the United States until March of 2012. Since March of 2012, Mr. Bialowons has
also served as the Chief Executive Officer of IHR Platz in Germany. From 2008 to 2010, Mr. Bialowons was Chief
Executive Officer of Boewe Systec AG and Wanderer Werke AG, and from 2007-2008 he was Chief Operating
Officer of neckermann.de GmBH.  Prior to 2007, Mr. Bialowons held various management positions at Mitsubishi
Motors Corp. and DaimlerChrysler AG.

Yingkai Wang, Acting Chief Accountant and Treasurer

Yingkai Wang was appointed as our Acting Chief Accountant on June 7, 2013. Mr. Wang has served as our
subsidiaries financial manager since 2007, and has been responsible for our internal financial reporting, establishing a
budget and for analyzing our subsidiaries’ overall financial position.  Mr. Wang was previously the financial manager
of Shenyang Zhong Zhijie Electric Equipment Co., Ltd. from 2004-2007, and Shenyang Materials Group from August
1996 – April 2004.  Mr. Wang is acquainted with our subsidiaries’ operations and was appointed to serve our Acting
Chief Accountant by our Board of Directors as we continue to search for a new Chief Financial Officer.

Huajun Ai, Corporate Secretary

Ms. Ai was appointed our Corporate Secretary on April 14, 2008. Ms. Ai joined Taiyu in 2002 as its Corporate
Secretary. From December 2000 to October 2002, she served as an accountant at Shenyang Dongyu International
Trade Co., Ltd. From July 1994 to November 2000, Ms. Ai served as an accountant at Northeast Jin Cheng Industrial
Corp. Ms. Ai obtained her bachelor’s degree in Foreign Trade Accounting from Shenyang North Eastern University in
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1994.

 Kenneth Scipta, Director

Kenneth Scipta was appointed to our Board of Directors and as Chairman of our Audit Committee on July 10, 2012.
Mr. Scipta, a certified public accountant, has over 35 years of relevant accounting experience, and has served on
several boards of directors. From 1993 to 1996, Mr. Scipta was the president and a board member of Mid-West
Springs Manufacturing Company, a NASDAQ traded company, where he was responsible for day to day operations,
planning, administration and financial reporting. Upon Mr. Scipta’s resignation he assumed the duties of president of
the special products division, which included catalog sales, die springs and the development of international sales.
Previously, from 1979-1993, Mr. Scipta served in various positions such as president, vice president of finance and
vice president of sales and marketing for Mid-West’s primary subsidiary. From 1998 to 2006, Mr. Scipta was the chief
executive officer and a board member of First National Entertainment Company, a multi-million dollar company
traded on NASDAQ.
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Weiguo Wang, Director

Mr. Wang was appointed to our Board of Directors on June 19, 2008, and serves currently as the Chairman of our
Compensation Committee and member of our Audit Committee and Nominating and Corporate Governance
Committee. Mr. Wang brings over eight years of relevant industry oversight and extensive engineering experience to
the Board. Mr. Wang has served as a Director of the China Special Equipment Inspection and Research Agency since
2006. Prior positions include serving as a supervisor of the Lanzhou Heat Transfer & Save Energy Engineering Center
in 2006, Assistant Secretary General of the China Standardization Committee on Boilers and Pressure Vessels in 2005
and Deputy General Manager of Boilers Standard (Beijing) Technology Services Center Co., Ltd. in 2004. From July
2001 to December 2003, Mr. Wang was a teacher at Tianjin University, China. Mr. Wang holds a bachelor’s degree in
Mechanics, a master’s degree in Fluid Mechanics and a PhD in Fluid Mechanics, all from Beijing University. His skills
include business analysis, industry analysis, and long-range planning, especially as applied to manufacturing and
standards implementation.

Xin Li, Director

Mr. Li was appointed to our Board of Directors on July 29, 2009, and serves as the Chairman of our Nominating and
Corporate Governance Committee and member of our Audit Committee and Compensation Committee. Mr. Li brings
more than a decade of corporate governance and industrial operations management experience to the Board. He is a
renowned management consultant in China and currently serves as the general manager of Beijing ShengGao
Consulting Co., Ltd., a strategic advisory firm founded by him more than 10 years ago that focuses on providing
strategic guidance and management training to global companies. He also serves as an independent director and chairs
the audit and various governance committees at several large Chinese domestic companies not listed in the United
States. Mr. Li is a prolific writer in strategies and management issues. He has authored several books in the areas of
management science and strategic planning. Mr. Li is proficient in Mandarin Chinese and English. He has an MBA
and is a Research Fellow at the Management Science Center of Beijing University.

Qingtai Kong, Director

Mr. Kong was appointed to our Board of Directors on September 22, 2011, and serves as a member of our Audit
Committee, Compensation Committee and Nominating and Corporate Governance Committee. Mr. Kong is a senior
engineer bringing over 20 years of management experience in the gas supply and heating industry in China to the
Board, and he currently serves as commissioner of China’s Industrial Gas Committee. From 1995 to 2001, Mr. Kong
served as Deputy Director overseeing district heating projects for the Qinhuangdao District Bureau of Municipal &
Rural Construction in Hebei Province. From 1991 to 1995, Mr. Kong served as general manager of the state-owned
utility Gas Supply Corporation of Qinhuangdao in Hebei Province. Mr. Kong’s career in the gas industry began in
1988 with his position as chief engineer of a gas network project in the city of Qinhuangdao.

Board Meetings

Our Board of Directors held two meetings during fiscal year 2013, which does not include actions taken by written
consent or committee meetings.  Each director attended at least 75% of the meetings of the Board of Directors held
during the period for which he has been a director and the meetings of the Board committees on which he served
during the periods that he served in fiscal year 2013.  Under our Corporate Governance Guidelines, directors are
expected to attend either in person or by telecommunication, all meetings of our Board of Directors, all meetings of
any committee of which he is a member and the annual meeting of stockholders, in addition to spending the time
necessary to discharge properly his respective duties and responsibilities.  All members of the Board of Directors were
in attendance at the Company’s 2013 Annual Meeting of Stockholders.
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Board Leadership Structure and Role in Risk Oversight

Since filing our Form 10-Q for the quarter ended March 31, 2012, we significantly restructured our Board of Directors
and management. Two directors, Jun Wang and Arnold Staloff, resigned, and two new directors, Oliver Bialowons
and Kenneth Scipta, were appointed to our Board of Directors.  Jun Wang resigned as Chairman and Chief Executive
Officer of the parent company in order to focus his time and attention on our operations in China. He retained his
positions as General Manager of several of our operating subsidiaries. Mr. Wen Sha and Xudong Wang also resigned
from their respective positions with the parent company in order to focus their time and attention to their roles with
our operating subsidiaries. Oliver Bialowons assumed the duties of President of the parent company on May 25, 2012,
and Michael Wilhelm assumed the duties of Chief Financial Officer and Treasurer on July 10, 2012, following the end
of our second quarter.

23

Edgar Filing: SMARTHEAT INC. - Form PRER14A

40



On February 23, 2013, Michael Wilhelm resigned from his position as our Chief Financial Officer due to being “named
personally in a groundless stockholder suit, where the alleged (unproven) actions in question are alleged to have taken
place long before his involvement with the company.” Mr. Wilhelm was added as a defendant to the class action
lawsuit filed against the Company, its directors, and certain of its former officers, originally captioned  Steven
Leshinsky v. James Wang, et. al,  now captioned  Stream Sicav, Dharanedra Rai et al. v. James Jun Wang, Smartheat
Inc. et al.,  in an amended complaint filed by the Rosen Law Firm on January 28, 2012.  We have had difficulty in
retaining a suitable replacement for Mr. Wilhelm due to this class action lawsuit.

In the interim, and so as to have a principal accounting officer that could sign the certifications under Sections 302(a)
and 906 of the Sarbanes Oxley Act of 2002 necessary to complete and file our period reports with the Securities and
Exchange Commission, we appointed Yangkai Wang as our Acting Chief Accountant on June 7, 2013. While Mr.
Yingkai Wang has served as a financial manager to our subsidiaries since 2007, he has limited relevant education and
training in U.S. GAAP and related SEC rules and regulations.

As part of its oversight functions, the Board of Directors is responsible for the oversight of risk management at the
Company.  Our Board of Directors delegates risk oversight to our Audit Committee, which considers and addresses
risk assessment and risk management issues and concerns, and reviews with management the Company’s major risk
exposures and the steps management has taken to monitor and control such exposures.

Director Independence

Our Board of Directors has determined that each of Messrs. Scipta, Wang, Li, and Kong are independent
directors.  We have established the following standing committees of the Board of Directors: Audit, Compensation
and Nominating and Corporate Governance.  All members of the Audit, Compensation and Nominating and Corporate
Governance Committees satisfy the “independence” standards applicable to members of each such committee.  The
Board of Directors made this affirmative determination regarding these directors’ independence based on discussions
with the directors and on its review of the directors’ responses to a standard questionnaire regarding employment and
compensation history; affiliations, family and other relationships; and, on transactions by the directors with the
Company, if any.  The Board of Directors considered relationships and transactions between each director, or any
member of his immediate family, and the Company, its subsidiaries and its affiliates.  The purpose of the Board of
Directors’ review with respect to each director was to determine whether any such relationships or transactions were
inconsistent with a determination that the director is independent under the NASDAQ rules.

 Nominating and Corporate Governance Committee

We established our Nominating and Corporate Governance Committee (the “Nominating Committee”) in April
2009.  The Nominating Committee consists of Messrs. Wang, Li, Kong, and Scipta each of whom is an independent
director.  Mr. Li is the Chairman of the Nominating Committee.  The Nominating Committee assists in the selection
of director nominees, approves director nominations to be presented for stockholder approval at our annual meeting
and fills any vacancies on our Board of Directors, considers any nominations of director candidates validly made by
stockholders (the process for which is set forth herein under the section entitled “Stockholder Nominations for
Directors”), and reviews and considers developments in corporate governance practices.  The Nominating Committee
held no meetings during fiscal year 2013, which does not include actions taken by written consent.  The Board of
Directors has adopted a written charter for the Nominating Committee, the current copy of which is available on our
website at www.smartheatinc.com.
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Consideration of Director Nominees

The policy of our Nominating and Corporate Governance Committee is to consider properly submitted
recommendations for candidates to the Board of Directors from stockholders. In evaluating such recommendations,
the Nominating and Corporate Governance Committee seeks to achieve a balance of experience, knowledge, integrity,
and capability on the Board of Directors and to address the membership criteria set forth under “Director Qualifications”
below. Any stockholder recommendations for consideration by the Nominating and Corporate Governance Committee
should include the candidate’s name, biographical information, information regarding any relationships between the
candidate and SmartHeat within the last three years, at least three personal references, a statement of recommendation
of the candidate from the stockholder, a description of our shares beneficially owned by the stockholder, a description
of all arrangements between the candidate and the recommending stockholder and any other person pursuant to which
the candidate is being recommended, a written indication of the candidate’s willingness to serve on the Board of
Directors, any other information required to be provided under securities laws and regulations, and a written
indication to provide such other information as the Nominating and Corporate Governance Committee may
reasonably request. There are no differences in the manner in which the Nominating and Corporate Governance
Committee evaluates nominees for director based on whether the nominee is recommended by a stockholder or
otherwise. Stockholder recommendations to the Board of Directors should be sent to:

SmartHeat Inc.
Attn: Corporate Secretary

A-1, 10, Street 7
Shenyang Economic and Technological Development Zone

Shenyang, China 110141

Director Qualifications

Our Nominating and Corporate Governance Committee will evaluate and recommend candidates for membership on
the Board of Directors consistent with criteria established by our Board of Directors. While our Board of Directors has
not adopted a formal diversity policy or specific standards with regard to the selection of director nominees, due to the
global and complex nature of our business, the Board of Directors believes it is important to consider diversity of race,
ethnicity, gender, age, education, cultural background, and professional experiences in evaluating board candidates.

Although our Board of Directors has not formally established any specific, minimum qualifications that must be met
by each candidate for the Board of Directors or specific qualities or skills that are necessary for one or more of the
members of the Board of Directors to possess, when considering a potential non-incumbent candidate, the Nominating
and Corporate Governance Committee will factor into its determination the following qualities of a candidate:
educational background, diversity of professional experience, including whether the person is a current or former chief
executive officer or chief financial officer of a public company or the head of a division of a large international
organization, knowledge of our business, integrity, professional reputation, independence, and ability to represent the
best interests of our stockholders.

Our Nominating and Corporate Governance Committee uses a variety of methods for identifying and evaluating
nominees for directors. Our Nominating and Corporate Governance Committee regularly assesses the appropriate size
and composition of the Board of Directors, the needs of the Board of Directors and the respective committees of the
Board of Directors, and the qualifications of candidates in light of these needs. Candidates may come to the attention
of the Nominating and Corporate Governance Committee through stockholders, management, current members of the
Board of Directors, or search firms. The evaluation of these candidates may be based solely upon information
provided to the committee or may also include discussions with persons familiar with the candidate, an interview of
the candidate or other actions the committee deems appropriate, including the use of third parties to review candidates.
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Audit Committee and Audit Committee Financial Expert

We have established a separately-designated standing audit committee in accordance with Section 3(a)(58)(A) of the
Exchange Act. Our Audit Committee consists of Messrs. Scipta, Wang, Li, and Kong, each of whom is an
independent director. Mr. Scipta, Chairman of the Audit Committee, is an “audit committee financial expert” as defined
under Item 407(d)(5) of Regulation S-K. The purpose of the Audit Committee is to represent and assist our Board of
Directors in its general oversight of our accounting and financial reporting processes, audits of the financial statements
and internal control and audit functions. The Audit Committee held four meetings during fiscal year 2013, which does
not include actions taken by written consent. As more fully described in its charter, a copy of which is available on our
website at www.smartheatinc.com, the functions of the Audit Committee include the following:

· appointment of independent auditors, determination of their compensation and
oversight of their work;

· review the arrangements for and scope of the audit by independent auditors;

· review the independence of the independent auditors;

· consider the adequacy and effectiveness of the internal controls over financial
reporting;

· pre-approve audit and non-audit services;

· establish procedures regarding complaints relating to accounting, internal
accounting controls, or auditing matters;

· review and approve any related party transactions;

· discuss with management our major financial risk exposures and our risk
assessment and risk management policies; and

· discuss with management and the independent auditors our draft quarterly interim
and annual financial statements and key accounting and reporting matters.

Compensation Committee

We established our Compensation Committee in April 2009.  The Compensation Committee consists of Messrs.
Wang, Li, Kong and Scipta each of whom is an independent director.  Dr. Wang is the Chairman of the Compensation
Committee.  The Compensation Committee is responsible for the design, review, recommendation and approval of
compensation arrangements for our directors, executive officers and key personnel, and for the administration of our
equity incentive plan, including the approval of grants under such plan to our directors, personnel and
consultants.  The Compensation Committee also reviews and determines compensation of our executive officers.  The
Compensation Committee may delegate its authority to subcommittees, but may not delegate its responsibilities for
any matters involving executive compensation unless all members of such subcommittee qualify as independent
directors.  The Compensation Committee may consult with the members of management in the exercise of its
duties.  Notwithstanding such consultation, the Compensation Committee retains absolute discretion over all
compensation decisions with respect to the executive officers.  The Compensation Committee held no meetings during
fiscal year 2013, which does not include actions taken by written consent.  The Board of Directors has adopted a
written charter for the Compensation Committee, the current copy of which is available on our website at
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www.smartheatinc.com.

            The compensation of our executive officers and other personnel is composed of base compensation and equity
compensation.   The Compensation Committee has determined the compensation of all executive officers appointed
subsequent to the establishment of our Compensation Committee in April 2009.  The Compensation Committee will
review base compensation of the executive officers, taking into consideration the Company’s overall financial position
and the state of its business.  The Compensation Committee will determine any increase in compensation, with respect
to each officer, based on individual performance, level of responsibility, and skills and experience, taking into account
the anticipated level of difficulty in replacing such officers with persons of comparable experience, skill and
knowledge.

The Committee has the exclusive authority to hire compensation, accounting, legal or other advisors. In connection
with any such hiring, the Committee can determine the scope of the consultant’s assignments and their fees. The scope
of a consultant’s services may include providing the Committee with data regarding compensation trends, assisting the
Committee in the preparation of market surveys or tally sheets or otherwise helping it evaluate compensation
decisions. The Committee did not retain an outside compensation consultant in 2013.

26

Edgar Filing: SMARTHEAT INC. - Form PRER14A

45



Communications with the Board of Directors

Stockholders may contact the Board of Directors about bona fide issues or questions about SmartHeat by sending an
email to info@smartheatinc.com or by writing the Corporate Secretary at the following address:

SmartHeat Inc.
Attn: Corporate Secretary

A-1, 10, Street 7
Shenyang Economic and Technological Development Zone

Shenyang, China 110141

Any matter intended for the Board of Directors, or for any individual member or members of the Board of Directors,
should be directed to the email address or street address noted above, with a request to forward the communication to
the intended recipient or recipients. In general, any stockholder communication delivered to the Corporate Secretary
for forwarding to the Board of Directors or specified member or members will be forwarded in accordance with the
stockholder’s instructions.

Legal Proceedings

Oliver Bialowons, our President, was an executive officer of Bowe Bell & Howell Company, a U.S. based
manufacturer of industrial logistics equipment with worldwide operations and distribution, which filed for bankruptcy
in April of 2011. Bowe Bell & Howell Company acted as debtor in possession and no external receiver was appointed
in the bankruptcy proceeding. The bankruptcy proceeding was subsequently dismissed in March of 2012.

Mr. Bialowons also served as chief executive officer of Wanderer-Werke AG from December 2008 to March 2010,
and Boewe Systec AG from December 2008 to November 2010.  Wanderer-Werke AG and Boewe Systec AG filed
for insolvency in Germany in May of 2010.

Other than as disclosed above during the past ten years, none of our directors or executive officers has been:

· the subject of any bankruptcy petition filed by or against any business of which such
person was a general partner or executive officer either at the time of the bankruptcy
or within two years prior to that time;

· convicted in a criminal proceeding or is subject to a pending criminal proceeding
(excluding traffic violations and other minor offenses);

· subject to any order, judgment or decree, not subsequently reversed, suspended or
vacated, of any court of competent jurisdiction, permanently or temporarily
enjoining, barring, suspending or otherwise limiting his involvement in any type of
business, securities or banking activities;

· found by a court of competent jurisdiction (in a civil action), the SEC or the
Commodity Futures Trading Commission to have violated a federal or state
securities or commodities law, that has not been reversed, suspended, or vacated;

· subject of, or a party to, any order, judgment, decree or finding, not subsequently
reversed, suspended or vacated, relating to an alleged violation of a federal or state
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securities or commodities law or regulation, law or regulation respecting financial
institutions or insurance companies, law or regulation prohibiting mail or wire fraud
or fraud in connection with any business entity; or

· subject of, or a party to, any sanction or order, not subsequently reversed, suspended
or vacated, of any self-regulatory organization, any registered entity or any
equivalent exchange, association, entity or organization that has disciplinary
authority over its members or persons associated with a member.

None of our directors, officers or affiliates, or any beneficial owner of 5% or more of our Common Stock, or any
associate of such persons, is an adverse party in any material proceeding to, or has a material interest adverse to, us or
any of our subsidiaries.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following sets forth information as of the Record Date, regarding the number of shares of our Common Stock
beneficially owned by (i) each person that we know beneficially owns more than 5% of our outstanding Common
Stock, (ii) each of our named executive officers, (iii) each of our directors and (iv) all of our named executive officers
and directors as a group. The amounts and percentages of our Common Stock beneficially owned are reported on the
basis of SEC rules governing the determination of beneficial ownership of securities. Under the SEC rules, a person is
deemed to be a “beneficial owner” of a security if that person has or shares “voting power,” which includes the power to
vote or to direct the voting of such security, or “investment power,” which includes the power to dispose of or to direct
the disposition of such security. A person is also deemed to be a beneficial owner of any securities of which that
person has the right to acquire beneficial ownership within 60 days through the exercise of any stock option, warrant
or other right. Under these rules, more than one person may be deemed a beneficial owner of the same securities and a
person may be deemed to be a beneficial owner of securities as to which such person has no economic interest. Unless
otherwise indicated, each of the stockholders named in the table below, or his or her family members, has sole voting
and investment power with respect to such shares of our Common Stock. As of the Record Date, there were 6,783,399
shares of our Common Stock issued and outstanding.

Except as otherwise indicated, the address of each of the stockholders listed below is: c/o SmartHeat Taiyu
(Shenyang) Energy A-1, 10, Street 7, Shenyang Economic and Technological Development Zone, Shenyang, China
110141.

Name of beneficial owner
Number
of shares

Percent of
class

5% Stockholders
Northtech Holdings Inc.
Mill Mall 5, Wickhams Cay 1
P.O. Box 3085
Road Town, Tortola
British Virgin Islands 2,100,000(3)(6) 31.9%
Beijing YSKN Machinery & Electronic
Equipment Co., Ltd.
Rm 1106, Huapu International Plaza
No.19,
Chaowai Street, Chaoyang District
Beijing, China 680,800(1) 10.3%
Yang In Cheol
#630-5, Namchon-Dong
Namdong-Yu
Incheon, South Korea 302-405 384,800(2) 5.9%

Directors and Named Executive
Officers
Oliver Bialowons 200,000(4) 3.0%
Kenneth Scipta 50,000(5) 0.8%
All Directors and Named Executive
Officers as a Group (7 Persons) 250,000 3.8%

(1)  Disclosed on Amendment No. 1 to the Schedule 13D for Beijing YSKN Machinery &
Electronic Equipment Co., Ltd (“Beijing YSKN”) filed on June 30, 2008, for beneficial
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ownership as of May 7, 2008. Beijing YSKN has sole power to vote and dispose of the
shares owned by it. Jun Wang and Fang Li each hold 50% of the equitable and legal
rights, title and interests in and to the share capital of Beijing YSKN and, as a result of
such ownership, each of Messrs. Wang and Li has the shared power to vote and dispose
of the shares held by Beijing YSKN.

(2)  Disclosed on the Schedule 13G for Yang In Cheol filed on April 25, 2008, for beneficial
ownership as of April 14, 2008.

(3)  Disclosed on the Schedule 13D for Northtech Holdings filed on July 28, 2014.

(4)  Disclosed on the Form 4 for Oliver Bialowons filed on March 31, 2014.

(5)  Disclosed on the Form 4 and Form 3 for Kenneth Scipta filed on April 24, 2014 and
March 31, 2014 respectively.

(6)  200,000 shares of Common Stock granted pursuant to Amendment No.3 to the Credit
and Security Agreement.

We are not aware of any arrangements that could result in a change in control of the Company.
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 SECTION 16(A) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Exchange Act requires our executive officers and directors and persons who own more than 10%
of our Common Stock to file reports regarding ownership of, and transactions in, our securities with the Commission
and to provide us with copies of those filings. Based solely on our review of the copies received by us and on the
written representations of certain reporting persons, we believe that, all such Section 16(a) filing requirements were
timely met during 2013, except for NorthTech Holdings, Inc. According to our records during the time period of
December 21, 2012 through December 31, 2013 a Form 3 and Form 4 were not timely filed by NorthTech Holdings,
Inc. in connection with the following transactions in the Company’s Common Stock: 1,300,000 shares issued as of
December 21, 2012, 100,000 shares issued as of January 1, 2013, 200,000 shares issued as of August 23, 2013 and
100,000 shares issued September 17, 2013.  A Form 3 and Form 4 for each of the above transactions were
subsequently filed with the SEC on May 28, 2014.

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

On July 27, 2012, we entered into a secured revolving credit facility under the terms of a Secured Credit Agreement
with Northtech Holdings, Inc., an entity owned by certain members of the Company’s former management, Jun Wang,
our former Chief Executive Officer, Xudong Wang, our former Vice President of Strategy and Development, and Wen
Sha, our former Vice President of Marketing. Huajun Ai, our current Corporate Secretary, is also a part owner of
Northtech. As amended, the Credit Agreement provides for borrowings of up to $2,500,000 with any amounts
borrowed maturing on April 30, 2014. Borrowings under the Credit Agreement are secured by 55% of the equity
interest in each of our wholly-, directly-owned subsidiaries and are repayable, at our option, in shares of our Common
Stock. On December 21, 2012, we elected to repay $1,301,300 of the $1,384,455 outstanding under the Credit
Agreement with 1,300,000 restricted shares of our Common Stock, 26.5% of our total issued and outstanding shares
of Common Stock, as authorized by the Credit Agreement and approved by our stockholders. On August 23, 2013, we
entered into the August 2013 Amendment to the Credit Agreement dated July 27, 2012, as amended on December 21,
2012. The August 2013 Amendment decreases the interest rate payable on borrowings under the Credit Agreement
effective January 1, 2013, to 10% annually, compounded and payable quarterly, from 1.25% per month, payable
monthly. We agreed to pay an amendment fee of 100,000 restricted shares of the Company’s Common Stock, and to
deliver to Northtech share certificates representing 55% of the issued and outstanding shares of Heat HP Inc. and Heat
PHE Inc., discussed further below, to perfect Northtech’s security interest under the Credit Agreement. On August 23,
2013, we entered into an Assignment and Assumption Agreement with Northtech whereby Northtech agreed to
assume a $100,000 obligation of the Company in exchange for 200,000 restricted shares of the Company’s Common
Stock. On September 17, 2013 we issued Northtech 100,000 restricted shares of the Company’s Common Stock in
consideration of its consent to use its proposal as a stalking horse proposal to solicit other potential purchasers of our
subsidiaries’ assets.  On March 26, 2014, we gave notice to Northtech pursuant to the terms of the Credit Agreement,
extending the maturity date on the Credit Agreement from April 30, 2014 to January 3, 2015 and elected to pay the
extension fee of 4% by issuing 200,000 shares of its Common Stock to Northtech. On July 10, 2014 we entered into
the July 2014 Amendment to the Credit and Security Agreement and issued an additional 200,000 shares of our
Common Stock as an extension fee.

On October 10, 2013, we entered in the EIPA, under the terms of which, Buyers agreed to purchase 40% of the
Company’s equity interests in substantially all of the PHE segment subsidiaries in the consideration of RMB
5,000,000. Buyers consist of a group of 25 natural persons, all of whom are P.R.C. citizens, including Wen Sha, Jun
Wang and Xudong Wang, managers of certain of the Company’s subsidiaries engaged in the PHE segment of its
business, and Huajuan Ai and Yingkai Wang, the Company’s Corporate Secretary and Acting Chief Accountant,
respectively. Huajuan Ai, Wen Sha, Jun Wang and Xudong Wang are also principals in Northtech Holdings Inc. On
March 27, 2014, Buyers exercised their option to purchase an additional 40% of the equity interests in the PHE
segment subsidiaries from the Company. The closing of transaction will be scheduled to occur after satisfaction of the
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conditions set forth in the EIPA, including, without limitation, approval of the transaction by a majority of the
Company’s stockholders entitled to vote.

Except as disclosed above, there were no transactions with any related persons (as that term is defined in Item 404 in
Regulation S-K) during 2012 or 2013, or any currently proposed transaction, in which we were or are to be a
participant and the amount involved was in excess of $120,000 and in which any related person had a direct or indirect
material interest.
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Our written policy for related party transactions provides that we will enter into or ratify a transaction with a related
party only when our Board of Directors, acting through the Audit Committee, determines that the transaction is in the
best interests of the company and our stockholders. The policy requires the review and approval by our Audit
Committee for any transaction in which (i) the aggregate amount involved will or may be expected to exceed
$120,000 in any fiscal year, (ii) we are a participant and (iii) any related person has or will have a direct or indirect
interest. Related persons include our executive officers, directors, director nominees, persons known to be the
beneficial owner of more than 5% of our outstanding Common Stock or immediate family members of any of the
foregoing persons. In determining whether to approve or ratify a transaction with a related party, the Audit Committee
will take into account, among other relevant factors, whether the transaction is on terms no less favorable than terms
generally available to an unaffiliated third party under the same or similar circumstances. If advance approval of a
transaction is not feasible, the Audit Committee may approve and ratify the transaction in accordance with the policy.
Any member of the Audit Committee who is a related party with respect to a transaction under review may not
participate in the deliberations or vote on the approval of the transaction.

COMPENSATION OF DIRECTORS AND EXECUTIVE OFFICERS

As a “smaller reporting company,” we have elected to follow the scaled disclosure requirements for smaller reporting
companies with respect to the disclosures required by Item 402 of Regulation S-K. Under such scaled disclosure, we
are not required to provide a Compensation Discussion and Analysis, Compensation Committee Report and certain
other tabular and narrative disclosures relating to executive compensation.

The following table sets forth information concerning the compensation for the years ended December 31, 2013 and
2012, of each of our named executive officers.

Summary Compensation Table

Name and
Principal
Position Year Salary Bonus

Stock
Awards

Option
Awards

Nonequity
Incentive

Plan
Compensation

Nonqualified
Deferred

Compensation
Earnings

All
Other

CompensationTotal
($) ($) ($)(1) ($)(1) ($) ($) ($) ($)

Oliver
Bialowons 2013

100,000 0 0 0 0 0 0
100,000

President 2012 48,800 0 5,000 0 0 0 0 53,800
Michael
Wilhelm 2013

- - - - - - -
-

Former Chief
Financial
Officer 2012

30,000 0 0 0 0 0 0

30,000
Jun Wang 2013 - - - - - - - -
Former
President and 2012

150,000 0 0 0 0 0 0
150,000

Chief
Executive
Officer
Zhijuan Guo 2013 - - - - - - 0 -
Former Chief
Financial
Officer 2012

12,000 0 0 0 0 0 0

12,000
Xudong Wang 2013 - - - - - - - -
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Former Vice
President of 2012

107,397 0 0 0 0 0 0
107,397

Strategy and
Development
Yingkai Wang 2013 21,242 0 0 0 0 0 0 21,242
Acting Chief
Accountant 2012

20,911 0 0 0 0 0 0
20,911

(1)  Amounts shown reflect aggregate grant date fair value of awards and do not reflect whether the
recipient actually has realized a financial benefit from such grant, such as by selling the stock or
exercising the options.
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The following table sets forth information concerning the outstanding equity awards held by each of our named
executive officers at December 31, 2012.

Outstanding Equity Awards at Fiscal Year-End for 2013
Option Awards

Number of Securities Underlying
Unexercised Options

Option
Exercise Price

Option
Expiration

Name (#) Exercisable (#) Unexercisable ($) Date
Jun Wang - - - -
Zhijuan Guo - - - -
Xudong Wang 2,500 (1) 118.50 06/30/2016

(1)  
Options granted on February 1, 2010, with a life of five years that vested on June
30, 2011 and June 29, 2012.

Agreements with Personnel

On January 1, 2008, Taiyu entered into a 3-year employment agreement with Jun Wang, which agreement was
renewed on the same terms through December 31, 2013, upon mutual agreement between Mr. Wang and Taiyu.
Pursuant to the terms of his employment agreement, Mr. Wang shall receive a salary in an amount that is not less than
the lowest minimum wage per month paid in Shenyang and shall be based on the uniform wage and incentive system
in Shenyang. Effective on February 1, 2010, the Compensation Committee approved an increase in the annual
compensation of Mr. Wang to a base salary of $150,000 per year from $18,000 per year. The Compensation
Committee believed it in the best interests of the company to approve the increase in salary for Mr. Wang because of
his continued importance to our long-term strategy and success and increased responsibilities since 2008 when his
prior base salary was established under his employment agreement. However, he resigned in 2012.

On January 1, 2008, Taiyu entered into a 3-year employment agreement with Zhijuan Guo, which agreement was
renewed on the same terms through December 31, 2013, upon mutual agreement between Ms. Guo and Taiyu.
Pursuant to the terms of her employment agreement, Ms. Guo received a salary in an amount that is not less than the
lowest minimum wage per month paid. Ms. Guo’s employment agreement was terminated concurrently with her
resignation.

On February 1, 2010, SmartHeat entered into an executive agreement with Xudong Wang for a term ending on June
30, 2013. Mr. Wang was compensated at $120,000 per year and eligible for annual cash bonuses at the sole discretion
of the Board of Directors. The Company terminated this executive agreement and issued a promissory note in the
amount of $77,625 in satisfaction of the Company’s remaining commitment under the executive Agreement. The
promissory note was subsequently paid in full with 77,625 shares of the Company’s Common Stock.

On July 10, 2012, SmartHeat entered into an agreement with Mr. Oliver Bialowons, the Company’s President,
effective as of May 25, 2012 for a one-year term. His agreement is automatically renewed for another one year from
May 25, 2013. Mr. Bialowons is compensated at $100,000 per year.

Each of the above agreements contains provisions prohibiting competition by such officers following their services to
us.

We currently do not have any defined pension plan for our named executive officers. Pursuant to their executive
agreements, we shall provide to such officers all the necessary insurances and social welfares, including but not
limited to medical, work injury, maternity, retirement and unemployment insurance and housing fund, according to
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our policies and the relevant laws and regulations of local governmental authorities and the PRC.

We currently do not have nonqualified defined contribution or other plans that provides for the deferral of
compensation for our named executive officers nor do we currently intend to establish any such plan.

Grants of Plan-Based Awards

On May 25, 2010, our stockholders approved the 2010 Equity Incentive Plan authorizing the issuance of up to
100,000 shares of our Common Stock. The Compensation Committee administers the Plan and may grant awards,
including restricted shares, incentive stock options and nonqualified stock options, under the Plan to our officers,
directors and employees pursuant to the guidelines set forth in the Plan.

On November 28, 2011, Jun Wang and Xudong Wang each received a grant of 32,500 restricted shares of our
Common Stock under the 2010 Equity Incentive Plan in recognition of their service and contributions to us. The
restricted shares were fully vested on the grant date and issued pursuant to exemptions from registration under the
Securities Act.
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On April 14, 2011, Xudong Wang received a grant of 5,000 restricted shares of our Common Stock under the 2010
Equity Incentive Plan with the intent of reflecting his expected future performance and to further align Mr. Wang’s
interests with those of our stockholders. The restricted shares were fully vested on the grant date and issued pursuant
to exemptions from registration under the Securities Act.

On February 1, 2010, pursuant to his executive agreement, Xudong Wang received a grant of options to purchase
5,000 shares of our Common Stock at an exercise price per share of $118.50. The options have a life of 5 years and
options to purchase 2,500 shares of our Common Stock vested on June 30, 2011, with the remaining options to
purchase 2,500 shares of our Common Stock to vest on June 29, 2012, subject to Mr. Wang’s continued employment.

 Change-In-Control and Separation Agreements

The employment agreements between Jun Wang and our subsidiaries specified the conditions under which the
agreements may be terminated and set forth minimum severance payments according to the relevant laws and
regulations of local governmental authorities and the PRC.

Our employment agreement between Xudong Wang and our subsidiaries specifies the conditions under which the
agreement may be terminated and stipulated that Mr. Wang shall not be entitled to severance payments upon
termination.

We do not have any other existing arrangements providing for payments or benefits in connection with the
resignation, severance, retirement or other termination of any of our named executive officers, or a change in control
of the company or a change in the named executive officer’s responsibilities following a change in control.

Compensation of Directors

The following table sets forth information concerning the compensation of our directors for the year ended December
31, 2013.

Director Compensation Table for 2013
Fees Earned or
Paid in Cash

Option
Awards

All Other
Compensation Total

Name ($) ($) ($) ($)
Oliver Bialowons - -
Kenneth Scipta 25,000 - - 25,000
Weiguo Wang 12,000 - - 12,000
Xin Li 17,910 - - 17,910
Qingtai Kong 3,750 - - 3,750

Our independent directors receive cash compensation, paid in equal quarterly installments, for their service. In
addition, at the discretion of the non-interested members of the Compensation Committee, independent directors are
eligible to receive bonuses for service to our company outside the normal duties as a director and grants of options to
purchase our Common Stock under the 2010 Equity Incentive Plan. Messrs. Li and Kong receive compensation of
$17,910 and $3,750 per year, respectively, paid in equal quarterly installments. Mr. Scipta receives $25,000 per year,
paid in equal quarterly installments. We do not compensate our non-independent directors for serving as our directors.
All directors are eligible to receive reimbursement of expenses incurred with respect to attendance at board meetings
and meetings of committees thereof, which is not included in the above table. We do not maintain a medical, dental or
retirement benefits plan for the directors.
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The directors may determine remuneration to be paid to the directors with interested members refraining from voting.
The Compensation Committee will assist the directors in reviewing and approving the compensation structure for the
directors.
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INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Our Audit Committee appointed GKM as the independent registered certified public accounting firm to audit the
books and accounts of our company and our subsidiaries for the fiscal year ending December 31, 2013. GKM has
served as our independent accountant since April 14, 2008. The following table presents the aggregate fees billed for
professional services rendered by GKM for the years ended December 31, 2012 and 2013.

2012 2013
Audit fees $ 159,500 $ 234,750
Audit-related fees 1,300 2,500
Tax fees - -
All other fees 1,300 -

In the above table, “audit fees” are fees billed for services provided related to the audit of our annual financial
statements, quarterly reviews of our interim financial statements and services normally provided by the independent
accountant in connection with statutory and regulatory filings or engagements for those fiscal periods. “Audit-related
fees” are fees not included in audit fees that are billed by the independent accountant for assurance and related services
that are reasonably related to the performance of the audit or review of our financial statements. “Tax fees” are fees
billed by the independent accountant for professional services rendered for tax compliance, tax advice and tax
planning. “All other fees” are fees billed by the independent accountant for products and services not included in the
foregoing categories.

Audit Committee’s Pre-Approval Policy

It is the Audit Committee’s policy to approve in advance the types and amounts of audit, audit-related, tax and any
other services to be provided by our independent accountants. In situations where it is not possible to obtain full Audit
Committee approval, the Audit Committee has delegated authority to the Chairman of the Audit Committee to grant
pre-approval of auditing, audit-related, tax and all other services. Any pre-approved decisions by the Chairman are
required to be reviewed with the Audit Committee at its next scheduled meeting. The Audit Committee approved all
audit and audit-related services provided by GKM during the fiscal year ended December 31, 2013.
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REPORT OF THE AUDIT COMMITTEE OF THE BOARD OF DIRECTORS

The Audit Committee (Committee) of the Board of Directors of SmartHeat is comprised entirely of independent
directors who meet the independence requirements of the Listing Rules of the Nasdaq Stock Market and the Securities
and Exchange Commission. The Committee operates pursuant to a charter that is available on our website at
www.smartheatinc.com.

The Committee oversees SmartHeat’s financial reporting process and internal control structure on behalf of the Board
of Directors. Management is responsible for the preparation, presentation, and integrity of the financial statements and
the effectiveness of SmartHeat’s internal control over financial reporting. SmartHeat’s independent auditors are
responsible for expressing an opinion as to the conformity of SmartHeat’s consolidated financial statements with
generally accepted accounting principles and as to the effectiveness of SmartHeat’s internal control over financial
reporting.

In performing its responsibilities, the Committee has reviewed and discussed with management and the independent
auditors the audited consolidated financial statements in SmartHeat’s Annual Report on Form 10-K for the year ended
December 31, 2013. The Committee has also discussed with the independent auditors matters required to be discussed
by the Auditing Standards No. 16, Communications with Audit Committees, as adopted by the Public Company
Accounting Oversight Board (PCAOB) in Rule 3200T.

The Committee received written disclosures and the letter from the independent auditors pursuant to the applicable
requirements of the PCAOB regarding the independent auditors’ communications with the Committee concerning
independence, and the Committee discussed with the auditors their independence.

Based on the reviews and discussions referred to above, the Committee unanimously recommended to the Board of
Directors that the audited consolidated financial statements to be included in SmartHeat’s Annual Report on Form
10-K for the year ended December 31, 2013.

AUDIT COMMITTEE
Weiguo Wang
Xin Li
Qingtai Kong
Kenneth Scipta
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PROPOSALS TO BE VOTED ON

PROPOSAL NUMBER 1
ELECTION OF DIRECTORS

Nominees

The Nominating and Corporate Governance Committee recommended, and the Board of Directors nominated:

·  Oliver Bialowons,

·  Xin Li,

·  Kenneth Scipta,

·  Weiguo Wang, and

·  Qingtai Kong

as nominees for election as members of our Board of Directors at the Annual Meeting. At the Annual Meeting, five
directors will be elected to the Board of Directors.

Except as set forth below, unless otherwise instructed, the persons appointed in the accompanying form of proxy will
vote the proxies received by them for these nominees, who are presently directors of SmartHeat. In the event that any
nominee becomes unavailable or unwilling to serve as a member of our Board of Directors, the proxy holders will
vote in their discretion for a substitute nominee. The term of office of each person elected as a director will continue
until the next annual meeting or until a successor has been elected and qualified, or until the director’s earlier death,
resignation or removal.

The sections titled “Directors and Executive Officers” and “Consideration of Director Nominees” on page 12 of this proxy
statement contain more information about the leadership skills and other experiences that caused the Nominating and
Corporate Governance Committee and the Board of Directors to determine that these nominees should serve as
directors of SmartHeat.

Required Vote

The five nominees receiving the highest number of affirmative “FOR” votes shall be elected as directors. Unless marked
to the contrary, proxies received will be voted “FOR” these nominees.

Recommendation

Our Board of Directors recommends a vote FOR the election to the Board of Directors of each of the above mentioned
nominees.
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PROPOSAL NUMBER 2

RATIFICATION OF APPOINTMENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Audit Committee of the Board of Directors has appointed Goldman Kurland and Mohidin, LLP as the
independent registered public accounting firm to audit our consolidated financial statements for the fiscal year ending
December 31, 2014. During the fiscal year ended December 31, 2013, Goldman Kurland and Mohidin LLP served as
our independent registered public accounting firm. See “Independent Registered Public Accounting Firm” on page 20 of
this proxy statement. Notwithstanding its selection, the Audit Committee, in its discretion, may appoint another
independent registered public accounting firm at any time during the year if the Audit Committee believes that such a
change would be in the best interests of SmartHeat and its stockholders. If the appointment is not ratified by our
stockholders, the Audit Committee may reconsider whether it should appoint another independent registered public
accounting firm. Representatives of Goldman Kurland and Mohidin, LLP are expected to attend the Annual Meeting,
where they will be available to respond to appropriate questions and, if they desire, to make a statement.

Required Vote

Ratification of the appointment of Goldman Kurland and Mohidin, LLP as our independent registered public
accounting firm for the fiscal year ending December 31, 2014 requires the affirmative “FOR” vote of a majority of the
shares present in person or represented by proxy at the Annual Meeting and entitled to vote thereon. If you elect to
“ABSTAIN,” the abstention has the same effect as a vote “AGAINST.” Unless marked to the contrary, proxies received
will be voted “FOR” ratification of the appointment of Goldman Kurland and Mohidin, LLP.

Recommendation

Our Board of Directors recommends a vote FOR the ratification of the appointment of Goldman Kurland and
Mohidin, LLP as our independent registered public accounting firm for the fiscal year ending December 31, 2014.
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PROPOSAL NUMBER 3

APPROVAL OF THE STOCK SALE

At this year’s Annual Meeting, our stockholders are being asked to approve the Stock Sale, which might be deemed to
be a sale of substantially all of the assets of the Company, to Buyers as described in the EIPA, as amended, in the
form of Annex A attached to the proxy statement.  Stockholders are also being asked to consider and vote upon
Proposal 4, which provides for one or more adjournments of the Annual Meeting to solicit additional proxies in the
event there are not sufficient votes in favor of Proposal 3 at the Annual Meeting.

At this year’s Annual Meeting, the proxies granted by stockholders will be voted aggregately FOR the approval of the
Stock Sale described below and FOR a possible adjournment of the Annual Meeting, unless a proxy specifies that it is
to be voted against the Stock Sale and/or against any possible adjournments.

Approval of Proposal 3 requires approval of majority of shares outstanding.

OUR BOARD OF DIRECTORS RECOMMENDS THAT STOCKHOLDERS VOTE FOR THE STOCK SALE
DESCRIBED BELOW.

The following information is with respect to the Stock Sale:

FORWARD-LOOKING INFORMATION

This proxy statement contains statements that may constitute "forward-looking statements." Generally,
forward-looking statements include words or phrases such as "anticipates," "believes," "estimates," "expects,"
"intends," "plans," "projects," "could," "may," "might," "should," "will," the negative of such terms, and words and
phrases of similar import. For example, our statements about our reasons for the Stock Sale, our expected completion
of the Stock Sale and our use of the proceeds thereof, all involve forward-looking statements.  Such statements are
based on management's current expectations and are subject to a number of risks and uncertainties, including, but not
limited to, the difficulty inherent in operating in a rapidly evolving market, market and economic conditions, the
impact of competitive products, product demand and market acceptance risks, changes in product mix, our ability to
improve our margins, costs and availability of raw materials, fluctuations in operating results, delays in development
of highly complex products, risks from uncertainties regarding litigation or mediation, our ability to continue as a
going concern, risk of customer contract or sales order cancellations or reductions in volume, failure to meet the
conditions necessary to complete the Stock Sale, risks inherent with each of the possible strategic alternatives to
deploy the proceeds of the Stock Sale as well as other risks detailed from time to time in our filings with the U.S.
Securities and Exchange Commission (the “SEC”). These risks and uncertainties could cause our actual results to differ
materially from those described in our forward-looking statements. Any forward-looking statement represents our
expectations or forecasts only as of the date it was made and should not be relied upon as representing its expectations
or forecasts as of any subsequent date. Except as required by law, we undertake no obligation to correct or update any
forward-looking statement, whether as a result of new information, future events or otherwise, even if our
expectations or forecasts change.

THE STOCK SALE

This section of the proxy statement describes material aspects of the proposed Stock Sale by Heat PHE, a subsidiary
of the Company, through the Stock Sale, and certain related transactions. While the Company believes that the
description covers the material terms of the Stock Sale, this summary may not contain all of the information that is
important to you. You should carefully read this entire proxy statement and the other documents referred to in this

Edgar Filing: SMARTHEAT INC. - Form PRER14A

62



proxy statement for a more complete understanding of the Stock Sale and related transactions of the Company.

The Company’s Board of Directors is recommending the Stock Sale be approved by its stockholders at the Annual
Meeting. A copy of the EIPA, as amended, setting forth the terms and conditions of the Stock Sale, is attached as
Annex A to this proxy statement.

On September 18, 2013, the Board of Directors of the Company authorized the execution of the EIPA with Buyers,
which was entered into as of October 10, 2013. Pursuant to the terms of the EIPA, Buyers will acquire at the Closing
controlling ownership of substantially all of the subsidiaries of Heat PHE which may be determined to constitute
substantially all of the assets of the Company under Nevada law.
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In consideration for the acquisition of shares pursuant to the EIPA, Buyers will pay to Seller

·  RMB 5,000,000 for 40% of the equity interests of Target Companies

·  RMB 6,000,000 for an additional 40% equity interest in the Target Companies (constituting control)

·  RMB 2,500,000 for the remaining 20% equity interest if we exercise our option to require Buyers to purchase such
20% interest.

There is no assurance that the Stock Sale will be completed. Certain material terms of the EIPA and features of the
Stock Sale are summarized below.   Stockholders should read the EIPA in its entirety.

Background of the Company

We were incorporated in the State of Nevada on August 4, 2006, under the name Pacific Goldrim Resources, Inc., as
an exploration stage corporation with minimal operations, to engage in the exploration for silver, lead and zinc. On
April 14, 2008, we changed our name to SmartHeat Inc. and entered into a Share Exchange Agreement (the “Share
Exchange Agreement”), to acquire Shenyang Taiyu Machinery & Electronic Equipment Co., Ltd., subsequently
renamed SmartHeat Taiyu (Shenyang) Energy Technology Co., Ltd. (“Taiyu”), a privately held Sino-foreign joint
venture company formed under the laws of the PRC on July 24, 2002, and engaged in the design, manufacture, sale
and service of PHE products in China.

We are a U.S. holding company with no material assets other than the ownership interests of our foreign subsidiaries
that design, manufacture and sell PHEs and related systems in the People’s Republic of China (“PRC”) and Germany. A
PHE is a device that transfers heat from one fluid to another fluid across large metal plates. PHE products are used in
the industrial, residential and commercial sectors to make energy use more efficient and to reduce pollution by
reducing the need for coal fired boilers. The subsidiaries of Heat PHE design, manufacture, sell and service PHEs,
PHE Units, which combine PHEs with various pumps, temperature sensors, valves and automated control systems,
heat meters and heat pumps for use in commercial and residential buildings. They also design, manufacture and sell
spiral heat exchangers and tube heat exchangers. Their products and related systems are an increasingly important
element in providing a clean technology solution to energy consumption and air pollution problems in China and are
commonly used in a wide variety of industrial processes where heat transfer is required. Common applications include
energy conversion for heating, ventilation and air conditioning, and industrial use in petroleum refining,
petrochemicals, metallurgy, food and beverage and chemical processing. The subsidiaries of Heat PHE sell their
products under the SmartHeat and Taiyu brand names and also sell PHEs under the Sondex brand name as an
authorized dealer of Sondex PHEs in China.

Our wholly owned subsidiary Heat HP holds those subsidiaries that manufacture and distribute heat pumps and related
products.

Background of the Transaction

During the final quarter of 2011 and the first four months of 2012 management met with various investment bankers,
strategic consulting firms and banks seeking advice regarding financing, mergers, divestitures, asset sales, and other
potential restructuring transactions. On April 23, 2012 we entered into a Restructuring Agreement, subject to Board
approval, appointing Nimbus as a restructuring advisor to our Board of Directors. On May 15, 2012, Arnold Staloff,
director and chairman of the Audit Committee resigned.
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On May 24, 2012 and May 25, 2012, our board of directors held meetings in Hong Kong. The Compensation
Committee recommended, and the Board approved, the appointment of Oliver Bialowons as a director to fill the
vacancy created by the resignation of Mr. Staloff.  Mr. Jun Wang, our former Chairman and Chief Executive Officer,
discussed the downturn in business, the liquidity issues of the Company and recommended the appointment of
Nimbus as a restructuring advisor to the Board of Directors whereby our Board of Directors ratified the Restructuring
Agreement and the appointment of Nimbus. The Board of Directors then considered various factors impacting the
financial condition of the Company and the need for immediate financing in order to preserve the financial viability of
the public holding company. Mr. Wang indicated that he had formed a group of investors through a British Vergin
Island special purpose vehicle called Northtech, Inc. (“NorthTech”) led by him and including Mr. Sha, Mr. Xudong
Wang and Ms. Jane Ai, our corporate secretary that would be willing to provide short term interim financing to our
public holding company. Mr. Wang and our former senior management team consisting of Mr. Wen Sha, our former
Chief Operating Officer, Ms. Zhijuan Guo, Chief Financial Officer and Mr. Xudong Wang our former Vice President
of Strategy and Development, resigned. Mr. Sha and Mr. Wang continued as managers of the subsidiaries. Mr.
JunWang also resigned from the Board of Directors and as our Chief Executive Officer in order to facilitate
consideration by the Board of this financing option free of the issue of conflict of interest. Moreover, he indicated that
our public holding company would be best served by an executive officer with experience in restructuring in order to
evaluate strategic options for the Company. Jun Wang continues to serve in his positions as General Manager of
certain of our subsidiaries.  Mr. Wang then recommended to the Board of directors that Oliver Bialowons be
appointed as President of our Company. The Board of Directors approved the appointment of Mr. Bialowons as
President and instructed Nimbus to begin a search for a Chief Financial Officer for our Company.
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To address our immediate cash needs, the Board of Directors approved borrowing up to $1,000,000 to fund ordinary
course operating expenses under a binding commitment letter for a Revolving Line of Credit, subject to an acceptable
fairness opinion, negotiation of final terms and the execution of a definitive agreement. The Board of Directors
directed Nimbus to determine if alternative sources of lending exist by conducting a market canvas to be completed by
July 31, 2012.  In the event that Nimbus was not able to find a lender on better terms than presented by NorthTech,
Nimbus was instructed to negotiate the definitive terms of a secured revolving line of credit with NorthTech subject to
approval of our President.

On May 30, 2012, after we announced the management restructuring and secured revolving credit agreement,
NASDAQ announced that it was suspending the trading of our Common Stock until all requests for further
information from NASDAQ had been fully satisfied.  Our Common Stock did not trade on NASDAQ after that time.
Notwithstanding the fact that the Company supplied to NASDAQ all information that was requested, the trading
suspension resulted in a formal suspension on November 9, 2012 and to our ultimate delisting on August 19, 2013.
While the decision of NASDAQ is currently under appeal the suspension and delisting of our Common Stock
significantly curtailed our borrowing and financing options in connection with our restructuring efforts.

At a Board meeting held on June 28, 2012, our Board of Directors considered the issues facing the public holding
company resulting from NASDAQ’s suspension of trading of our Common Stock, the continued liquidity needs, the
inability to dividend income from the subsidiaries while they were operating at a loss and the resultant need to
restructure the public holding company.  Nimbus updated the members of the Board of Directors on the conditions
leading to the liquidity situation, the current financial condition of the company and the likely unavailability of funds
to upstream to the public holding company for at least the next year and recommended that the public holding
company enter into the secured revolving credit agreement and increase the amount to $2,000,000.  Nimbus reviewed
the terms of the proposed secured revolving credit agreement with the Board of Directors and the various risks if the
public holding company did not address its current liquidity issues.  The Board of Directors approved the secured
revolving credit agreement with Northtech and instructed Nimbus to explore additional options to permit the
subsidiaries to upstream cash upon attaining profitability or obtain alternative sources of financing to replace the
revolving credit facility and/or provide liquidity in the event that the subsidiaries did not become profitable.

In addition the Board of Directors reviewed the credentials of Michael Wilhelm and Kenneth Scipta and
recommended that Nominating Committee interview the candidates for the positions of Chief Financial Officer and
Chairman of the Audit Committee, respectively.  On July 10, 2012, our Nominating and Corporate Governance
Committee approved appointment of Michael Wilhelm as our Chief Financial Officer and Kenneth Scipta to chair our
Audit Committee.

On July 27, 2012, we entered into the secured revolving credit facility under the terms of a Secured Credit Agreement
with Northtech Holdings Inc.

On August 31, 2012, a putative class action lawsuit, Steven Leshinsky v. James Wang, et. al., which purported to
allege federal securities law claims against the Company and certain of its former offers and directors, was filed in the
United States District Court for the Southern District of New York. In addition to naming Jun Wang, our former Chief
Executive Officer, the suit named our Chief Financial Officer Michael Wilhelm which despite the frivolous and
unfounded allegations against him which were subsequently dismissed, resulted in his decision to resign as our Chief
Financial Officer in February 20, 2013.

On November 21, 2012 we received a fairness opinion from Houlihan Capital, LLC as to the fairness of the terms of
the Credit and Security Agreement. On November 19, 2012, our Board of Directors, after review, approved the
conclusions of Houlihan Capital that the Credit and Security Agreement was fair to the Company.
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On December 11, 2012, we held our 2012 Annual Meeting of our stockholders.  Our stockholders approved the initial
restructuring actions taken by the Company in fiscal year 2012 consisting of:

•           The replacement of Jun Wang and Arnold Staloff on our Board of Directors with Oliver Bialowons and
Kenneth Scipta, respectively;
•           The appointment of Oliver Bialowons as our President;
•           The appointment of Michael Wilhelm as our Chief Financial Officer;
•           The retention of Nimbus as restructuring advisor to the Board of Directors; and
•           The execution of the Credit and Security Agreement and the amendments thereto.
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On December 14, 2012, our Board of Directors met to review the results of the Annual Meeting and to discuss the
continuing difficulties encountered by the business of the subsidiaries and the liquidity issues facing the public
holding company. The members of the Board of Directors discussed the possibility of a going concern qualification
being included in audited financial statements of the Company for the in fiscal year 2012. In order to conserve cash
disbursements for the year and to improve the financial position of the Company at year end, the Board of Directors
made the determination that it was in the best interests of the Company to repay substantially all of the outstanding
balance under the Credit and Security Agreement in restricted shares of our Common Stock valued for the purpose of
the exchange at a price of $1.00 per share prior to the close of the 2012 fiscal year. This transaction improved the
balance sheet by exchanging debt for equity and resulted in a non-cash profit of $768,300 being the difference
between the exchange rate of $1.00 per share and the actual market price of $0.41 at which the Company shares of
Common Stock traded on the date of the exchange.

The Board of Directors also proposed that the Company negotiate with Northtech to amend the Credit Agreement by
increasing the line of credit to $2,500,000 and adjusting the minimum and maximum share price for conversion of
shares to a collar of between $0.50 and $3.50 per share. The Credit and Security Agreement was amended on
December 21, 2012 after the exchange was completed at $1.00 per share.

On February 20, 2013, Michael Wilhelm resigned as our Chief Financial Officer.

On June 7, 2013, Yingkai Wang was appointed as Acting Chief Accountant of SmartHeat, Inc.

On June 25, 2013, our Board of Directors met to discuss the continued deterioration of the financial condition of the
public holding company and the progress of the restructuring and financing efforts. Nimbus outlined the continued
pressing need for alternative sources of financing as the Company’s subsidiaries require additional working capital to
fund registered capital, accounts receivable, and research and development costs related to the Company’s plate
heating business. Nimbus further noted that additional funds were needed to expand the Company’s business from
eastern to western China where customer demand for the Company’s products was shifting. Nimbus advised the
members of the Board of Directors to approve a canvas of the market for additional sources of financing aside from
Northtech which was approved. With respect to the market canvas, we circulated a Request for Stalking Horse
Restructuring Proposals in both the United States and the People’s Republic of China for the purchase of all, or a part
of, or a joint venture investment in or with, the Company or any one or more of its directly or indirectly owned
subsidiaries. This Request for Stalking Horse Restructuring Proposals was publicly announced in a press release on
Form 8-K filed on August 26, 2013. In addition to the Request for Stalking Horse Restructuring Proposals, we
retained a third-party firm in each of these respective markets to conduct a market canvas to seek proposals. In
addition, the Board of Directors approved an amendment to the credit and security agreement lowering the interest
rate to 10% per annum and permitting the company to incur an additional $2,000,000 in subordinated debt. On August
23, 2013, the amendment was executed by Northtech and us.

The Board of Directors also approved an offer to be made to accredited investors who are currently stockholders of
the Company to purchase Exchangeable Subordinated Notes in denominations of $100,000 bearing interest at the rate
of 10% per annum, due on June 30, 2015, and exchangeable, at the option of the Company, for restricted common
shares at an exchange rate of $0.50 per share. The Exchangeable Subordinated Notes were subordinated to the
indebtedness owed to Northtech but otherwise were substantially similar to the terms under which the Company was
borrowing from Northtech. The Company concluded the offering prior to the Annual Meeting of Stockholders on
December 10, 2013.

The Board of Directors considered a recommendation by Nimbus to reorganize its lines of businesses into two
segments, heat pumps and PHEs in order to provide better visibility and accountability for these businesses, additional
options for financing and to facilitate further expansion of the heat pump business.
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On August 13, 2013 our Board of Directors approved the segmentation of our businesses into the Smartheat PHE
segment, consisting of PHEs, PHE Units, heat meters and related products, and the Smartheat Heat Pump segment
consisting of heat pumps and related products. The segmentation was completed prior to the end of the third fiscal
quarter of 2013.
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On September 17th and 18th , 2013, our Board of Directors met to further consider the deterioration of our financial
condition and alternatives available after Nimbus had directed third party investment firms to solicit levels of interest
in purchasing all or part of the assets of the Company and/or its subsidiaries. These firms had contacted approximately
275 potential investors approximately evenly divided between the United States and China. One potential offer to
purchase certain of the PHE related business was received. The investor group offered approximately 11 million RMB
or $1.8 million for these PHE business plus assign of liabilities.  The Board of Directors made the determination that
the proposal could be accepted, subject to negotiation of acceptable terms and execution of definitive agreements, if
the Buyers would offer a minimum of $2,000,000 (the approximate market value of the Company) measured by the
market price and number of shares of Common Stock plus a premium and agreed upon a price of 13.5 RMB.  In
addition, the Buyers would need to agree, and the definitive documents would need to properly reflect, that we could
use the proposal and agreement to solicit other buyers for the PHE assets, subject to a breakup fee of 600,000 RMB
(approximately $95,000).  In effect the proposal would be used by the Company as a Stalking Horse to determine if a
better offer could be found and evaluate the fairness of the price received. The market canvas and stalking horse
process, together with the offering of Exchangeable Subordinated Notes to accredited investors who were our
stockholders was disclosed in the Company’s current report on Form 8K filed on September 30, 2013.

The definitive EIPA related to the proposal was negotiated and executed on October 10, 2013 with the terms further
described below. A Form 8K was filed along with the complete EIPA on October 15, 2013. The definitive EIPA was
negotiated with Buyers under the direction of Oliver Bialowons, President of the Company, with the support and
assistance of the Company’s professional advisers.  Direct negotiations were conducted in the Chinese language
through Heng Lu, the Managing Director of Nimbus Capital  Limited, a Hong Kong registered company with
Hongjun Zhang, representative of Buyers.  Nimbus Capital is the China side adviser retained by the Company to
solicit restructuring proposals in China.  It was through these efforts in China that the proposal from Buyers was
developed.  Nimbus Capital is affiliated with Nimbus through a mutual cooperation arrangement whereby each
provides support services for the other in their respective jurisdictions.

The principal issues which Mr. Bialowons directed Mr. Lu to negotiate were the following:

● price and premium
● transaction structure
● break up price
● representations
● conditions
● indemnification
● certainty

Price and Premium.  The goal was to obtain the highest total consideration available, including payment in the most
tax efficient form.  After analysis, it was determined that the most effective means to avoid tax leakage was to sell
stock and  receive the proceeds in China with the  most likely purpose of reinvesting the proceeds in the Company’s
heat pump business.  In response to  Buyers’ initial proposal, the Board established a minimum cash proceeds  of
$2,000,000 plus assumption of all liabilities, known or unknown, absolute or contingent, relating to the Target
Companies subject to the Proposal.  This represented a premium of approximately 10% to the Buyers’ initial proposal,
and a small premium to the Company’s overall market capitalization.  Ultimately, cash proceeds  of RMB
13,500,000  was negotiated, equivalent to approximately USD $2,200,000 when the EIPA was signed on October 10,
2013 plus assumption of liablities.  This represented a premium of approximately 15% to the total market
capitalization of the Company on the date of signing.

Transaction Structure.  The transaction was structured by the Company as a sale of stock.  This was the most tax
efficient structure but, more importantly, it assured the Company that all indebtedness and guarantees --which
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included substantially all of the debt for borrowed money , and all guarantees issued by,  all of the Company’s Chinese
subsidiaries--and other liabilities and obligation of the Target Companies, whether known or unknown, contingent or
absolute, would be transferred to Buyers.

Break-up Price.  Fundamental to the restructuring process and the Board’s valuation was a stalking horse process used
to determine the value of the businesses to be sold.  Initially bids were publicly solicited, and the proposal from
Buyers was the only proposal received by the Company during this initial aspect of the process.  As part of the EIPA,
the Board required the ability to rescind the sale to Buyers and accept a higher bid.  The Company was able to
negotiate what in effect was a break up fee of RMB 600,000 (approximately $100,000)--which was approximately 5%
of the total cash price and a much smaller percentage of the total consideration.  Following the initial closing on the
sale of a 40% interest, the Company conducted a resolicitation of proposals using the EIPA as a stalking horse.  This
resolicitation was reported in a Form 8-K filing on January 3, 2014.  As noted elsewhere in this Proxy Statement, no
other proposals were subsequently received by the Company.

Representations.  Typically an agreement for the sale of a business (particularly a stock sale) contains multiple
representations and warranties concerning the business, each with the potential to give rise to post-closing
claims.  Through the process of negotiating the EIPA, the Company was able to eliminate substantially all
representations and warranties.  As a result, Buyers are acquiring the Target Companies substantially “as is” without the
right to assert post-closing claims.
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Conditions. Typically an agreement for the sale of a business contains multiple conditions to closing, each with the
potential to give rise to the ability of one of the parties to walk away from the transaction.  Through the process of
negotiating the EIPA, the Company was able to eliminate substantially all conditions to closing favoring Buyers.  The
EIPA contains two mportant conditions favoring the Company, namely, requirements for shareholder approval and
receipt of a Fairness Opinion. These conditions allow the Company to walk from the sale transaction if a better offer
can be identified.

Indemnification.  Typically an agreement for the sale of a business contains provisions for post-closing
indemnification, each with the potential to give rise to the ability of a buyer to claw-back part or all of the purchase
price.  The EIPA does not contain any provision for such post-closing indemnification.

Certainty.  The Company wanted assurance that Buyers had the financial ability to close and would close without
attempting to renegotiate the price or other terms and conditions.  To provide that assurance, the transaction was
structured as an “as is” transaction with no “material adverse change” closing condition.  In addition, a minority 40%
interest was sold to Buyers initially to assure their financial ability and commitment to completion.

 The Buyers consist of a group of 25 natural persons, all of whom are P.R.C. citizens, including Wen Sha, Jun Wang
and Xudong Wang, managers of the Company’s subsidiaries engaged in the PHE segment of its business, and Huajuan
Ai and Yingkai Wang, the Company’s Corporate Secretary and Acting Chief Accountant, respectively.  Huajun Ai,
Wen Sha, Jun Wang and Xudong Wang are also principals in Northtech Holdings Inc.

On December 7, 2013 our offer to sell Exchangeable Subordinated Notes expired without any subscriptions being
received by the Company.

On December 10, 2013 we held a stockholder meeting at which our stockholders approved the amendments to the
Credit and Security Agreement dated July 27, 2012, by and between the Company and Northtech Holdings, Inc.
(“Northtech”), executed on December 21, 2012, and July 27, 2013 and, in an advisory vote, approved the restructuring
actions undertaken by the Company in fiscal year 2013.

On December 20, 2013, the Board of Directors approved the sale of 40% of the Target Companies in our PHE
segment pursuant to the terms of the EIPA.

On December 30, 2013 we closed the transactions contemplated by the EIPA and transferred 40% of the stock of the
Target Companies to the Buyers.

Between December 30, 2013 and February 28, 2014, we conducted a re-canvas of the market and surveyed the
Company’s major shareholders in an effort to attract a better price or competing proposal to the terms of the EIPA.

As of February 28, 2014, we receive no competing offers through the stalking horse process and the Company let its
option to re-purchase the equity interest of the Target Companies expired un-exercised.

On March 27, 2014, we received notice pursuant to the EIPA that Buyers thereunder would exercise their option to
purchase an additional 40% of the Target Companies, subject to satisfaction of the conditions set forth in the EIPA
which included, without limitation, receipt by Buyers and seller of a fairness opinion to the effect that the sale of the
additional 40% of the Target Companies is fair to the stockholders of the Company from a financial point of view and
approval of the sale of the additional equity interests by a majority of our stockholders. The fairness opinion regarding
the proposed Stock Sale will not be completed and available for review by stockholders prior to the shareholder
meeting and vote.
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Reasons for the Stock Sale

The following discussion of the reasons for the Stock Sale  contains a number of forward-looking statements that
reflect the current views of the Company with respect to future events that may have an effect on its financial
performance.  There can be no assurance that the benefits of the transaction considered by the Board of Directors will
be achieved through completion of the Stock Sale.  See “Risk Factors.”  Forward-looking statements are subject to risks
and uncertainties.  Actual results and outcomes may differ materially from the results and outcomes discussed in the
forward-looking statements.  Cautionary statements that identify important factors that could cause or contribute to
differences in results and outcomes include those discussed in “Forward-Looking Information” and “Risk Factors.”

The Company’s Board of Directors has determined that the terms of the EIPA and the transactions contemplated by the
EIPA and related agreements are advisable and in the best interests of the Company and its stockholders, and has
approved the Stock Sale and the transactions contemplated by the EIPA.
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In reaching its determination, the Company’s Board of Directors considered a number of positive factors, including the
following:

•  The conclusion of the Board of Directors that the Company would not be able to continue to operate effectively in
light of the significant losses that it and the subsidiaries were incurring to date and expected to continue to incur
under its present corporate structure pursuing its existing business endeavors, nor would it be able to raise the
capital necessary in a timely manner to permit it to pursue development of its business strategy in light of the
Company’s precarious cash flow position;

•  The failure of the market canvas to identify alternative financing sources to Northtech and the failure of the use of
the EIPA as a stalking horse to attract other buyout proposals and our inability to attract third parties to invest in the
Company;

•  The difficulties encountered by the public holding company in upstreaming funds by way of dividends to our public
holding company due to transfer restrictions imposed by the Chinese government, registered capital requirements of
the operating subsidiaries, and working capital needs of the subsidiaries;

•  The use of the proceeds of the sale to expand our heat pump business;

•  The sale of the Heat Pump segment would not provide sufficient working capital to return our PHE segment to
profitability;

•  The terms and conditions of the Equities Interest Purchase Agreement and the financial ability of the Buyers to pay
the cash consideration payable at the closing, which led the Company’s directors to conclude that it was reasonably
likely that the Stock Sale  would be completed and that as a result entering into the EIPA would improve the ability
of the Company to pay, or provide for the payment of, the liabilities owed to its creditors to a greater extent and
explore strategic alternatives to deploy the proceeds of the Stock Sale, which may include future acquisitions, a
merger with another company, or other actions to redeploy capital, including, without limitation, sale of the public
company into which the net proceeds may be retained; it is unlikely, however, that the Company will make a
distribution of cash to our stockholders;

•  The results of efforts to solicit indications of interest from third parties regarding a strategic partnership or a
potential purchase of the Company or some or all of its assets, which resulted in the best cash offer from the
Buyers; and

•  The failure of the offering to attract any of our stockholders who were accredited investors to purchase the
exchangeable debentures.

•  The substantial indebtedness of the Target Companies that will be assumed by Buyers in concurrent with the equity
purchase.

The Company’s Board of Directors also considered a number of potentially negative factors in its deliberations
concerning the Stock Sale. The potentially negative factors considered by the Board of Directors included:

· potential negative impact of stockholder confusion after announcement of the proposed Stock Sale ;

· potential negative reaction of the investment community after announcement of the proposed Stock
Sale ;
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· other risks and uncertainties discussed above under “Risk Factors.”

The foregoing positive and negative factors together with the background of the transaction set forth above comprise
the Board of Directors’ material considerations in entering into the EIPA.

The Company’s Board of Directors retained Nimbus in 2012 to act as restructuring advisor. Nimbus assisted the
Company by retaining third party advisors to conduct a market canvas for lenders, soliciting purchasers for our
Company or its assets, obtaining third party financing, and conducting the stalking horse process.  Nimbus also
advised our Board of Directors with respect to the restructuring efforts.

The Board of Directors did not ask a transaction adviser to deliver a “fairness opinion” at the time that the EIPA was
executed confirming that the consideration to be paid by the Buyers is fair from a financial point of view to the
Company’s stockholders; however, the EIPA provides that the Closing would occur only after completing a stalking
horse auction process and cannot take place without a favorable fairness opinion delivered to the Buyers and the
Company as a condition of Closing.  A fairness opinion regarding the proposed Stock Sale will not be completed and
available for review by stockholders prior to the shareholder meeting and vote.  The Board of Directors reached such a
conclusion independently and determined that, under the circumstances, the Stock Sale was in the best interests of the
Company’s stockholders and at the time of the consummation of the transaction would occur only if such fairness
opinion were obtained. In the Board’s judgment, it was difficult to value a business that had been losing money and
that needed an infusion of cash to expand its selling area if it were to regain profitability, particularly when a
significant portion of its assets were intangaibles and the businesses were burdened by guarantees that were difficult to
quantify.  The Company had been searching for an equity investment for 15 months without success.  Moreover, even
in the event that such cash infusion could be found, it was not certain that such cash infusion would be sufficient to
increase sales, whether or not such sales would be profitable,  and, if generated, whether or not  the profits from such
increased sales would be sufficient to return the Company to profitability.  For this reason, the Board relied on an
initial auction process followed by a stalking horse bidding process and a continuing right to terminate the EIPA until
stockholder approval and a Fairness Opinion are obtained. The Company’s Board of Directors also determined that the
costs of obtaining such additional “fairness opinion,” from a transaction adviser or any other third party used in
connection with its decision, would be disproportionately higher than any corresponding benefit that would be
realized by obtaining such an opinion. By deferring receipt of a Fairness Opinion until closing, the Company was able
to defer the expenditure of funds related to such Fairness Opinion until after, and only if, shareholder approval is
obtained and the Board was able to hold this event as a condition to close in the event that a better proposal could be
identified.
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The Company mandated that the transaction be structured as a stock sale to minimize tax liabilities so that all
liabilities related to the Target Companies, including the subsidiaries’ debt for borrowed money, would transfer to
Buyers. Based on the factors listed above, the Board of Directors determined that a sale of stock would likely return
the greatest value to the Company, and that no other alternatives had the likelihood of achieving success in meeting
the Company’s goals, including allocation of proceeds to our Heat Pump segment.  The Board of Directors also
considered that the sale of the Heat Pump segment would not provide sufficient working capital to return our PHE
segment to profitability. There can be no assurance that the per share market price of the Company’s Common Stock
following the Stock Sale will equal or exceed the price or prices at which the Common Stock has recently If the Stock
Sale is not completed, the Board of Directors will explore what, if any, alternatives are available for the future of the
Company. The Board of Directors does not believe, however, that there are viable alternatives to the Stock Sale.

The foregoing discussion of these factors is not meant to be exhaustive, but includes the material factors considered by
the Board of Directors. The Board of Directors did not quantify or attach any particular weight to the various factors
that they considered in reaching their determination that the terms of the Stock Sale are fair to and in the best interests
of the Company and its stockholders. Rather, the Board of Directors viewed its recommendation as being based upon
its business judgment in light of the Company’s financial position and the totality of the information presented and
considered, and the overall effect of the Stock Sale on the stockholders of the Company compared to continuing the
business of the Company as is or seeking other potential parties to effect an investment in or other business
combination or acquisition transaction with the Company.

Regulatory Matters

Other than the change in registration of ownership which must be filed and accepted by the State Administration for
Industry and Commerce of China, the Company is not aware of any regulatory or governmental approvals required to
complete the Stock Sale.

Use of Proceeds

A subsidiary of Heat PHE, and not the Company’s stockholders, will receive all of the net proceeds from the Stock
Sale. Following the Stock Sale, the Company’s Board of Directors plans to explore strategic alternatives to deploy the
proceeds of the Stock Sale, which may include expansion of our heat pump business in the United States, Europe and
China future acquisitions, a merger with another company, or other actions to redeploy capital. It is unlikely, however,
that the Company will make a distribution of cash to our stockholders.

Although the Board of Directors and management have had preliminary discussions regarding potential uses of our
capital following the Stock Sale, the Board of Directors intends to continue to review anticipated liabilities and
potential strategic uses of capital in connection with the continuation of the Company as a going concern.
Accordingly, we cannot specify with certainty the amount of net proceeds, if any, we will use for any particular use or
the timing in respect thereof. Consequently, you should not vote in favor of the Stock Sale based upon any
assumptions regarding the amount or timing of any potential usages of capital or distributions to stockholders.

Appraisal Rights

Under Nevada law, the Company’s stockholders do not have appraisal rights as a result of the Stock Sale.

Votes Required for the Stock Sale

The affirmative vote of the holders of a majority of the outstanding shares of the Company’s Common Stock as of the
Record Date is required to approve the Stock Sale.
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THE COMPANY’S BOARD OF DIRECTORS RECOMMENDS A VOTE FOR THE APPROVAL OF THE STOCK
SALE.
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PRINCIPAL PROVISIONS OF THE EQUITY INTEREST PURCHASE AGREEMENT

The following describes the principal provisions of the EIPA. The text of the EIPA are attached as Annex A to, and is
incorporated by reference into, this proxy statement. You are encouraged to carefully read the EIPA in its entirety.
Capitalized terms in the following descriptions have the meanings set forth in the EIPA.

The EIPA provides that the Buyers will purchase what might be deemed under Nevada law to be substantially all of
our assets:

Divested Interests

The Buyers initially purchased 40% of the equity interests (the “First 40% Interest”) of the following entities.
(collectively referred to as “Target Companies”):

·  Taiyu (Shenyang) Energy, organized in the People’s Republic of China (“Taiyu”);
·  Siping Beifang Energy Technology Co., Ltd., organized in the People’s Republic of China (“Siping”);
·  Shenyang Energy Equipment Co. Ltd., incorporated in the People’s Republic of China (“Shenyang”);
·  Hohot Ruicheng Technology Co., Ltd., organized in the People’s Republic of China (“Ruicheng”);
·  Urumchi XinRui Technology Limited Liability Company, organized in the People’s Republic of China (“XinRui”).

Heat PHE, Inc. had an option to repurchase the First 40% Interest by March 1, 2014.  If the option was not exercised,
Buyers had the option to purchase an additional 40% of Target Companies (the “Second 40% Interest”).

In the event that Buyers exercise their option to purchase the Second 40% Interest and the transaction is
consummated, Heat PHE, Inc., has the option, to require the Buyers to purchase the remaining 20% of Heat PHE, Inc.
’s equity interests in each Target Companies.

Consideration

The purchase price received by Heat PHE, Inc. for the First 40% Interest is RMB 5,000,000.

The purchase price to be received by Heat PHE, Inc. for the Second 40% Interest (the controlling interest) is RMB
6,000,000.

The Company has the option to require Buyers to purchase the remaining 20% equity interest for a purchase price of
RMB 2,500,000.

Change of Registration

•  Heat PHE, Inc. will cause Target Companies to file the applicable registration change with the State Administration
for Industry and Commerce.

•  Target Companies will pay all costs related to the registration change. The taxes incurred from the transfer of the
equity interests shall be undertaken by each tax obligor, respectively.

Representations and Warranties

Heat PHE, Inc. made the following representations and warranties:
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•  The equity interests in Target Companies is “as is” without any other representations, warranties or covenants except
as provided in the EIPA.

•  Heat PHE, Inc. has good and marketable title to the equity interests of Target Companies, free and clear of all
encumbrances, subject to liens incurred by Heat PHE, Inc. pursuant to the Credit and Security Agreement between
the Company and Northtech Holdings, Inc., dated July 27, 2012, as amended, and subject to any transfer
requirements in the People’s Republic of China.

•  Heat PHE, Inc. is duly organized and validly existing under the laws of the State of Nevada, and Target Companies
are registered under the proper governmental authorities as required under the laws of the People’s Republic of
China.
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•  Heat PHE, Inc. has the full right, power and authority to enter into the EIPA and to perform all of its obligations
thereunder.

•  The execution and performance of the EIPA will not breach any other signed material contract or agreement to
which Heat PHE, Inc. is a party.

•  The representative who has executed the EIPA on behalf of Heat PHE, Inc. has been duly authorized to execute this
Agreement.

The Buyers made the following representations and warranties:

•  Buyers are a group of individual citizens of the People’s Republic of China.

•  Buyers have the full right, power and authority to enter into the EIPA and to perform all of their obligations
hereunder.

•  The execution of the EIPA does not breach any other signed material contract or Agreement to which Buyers are a
party.

•  The representative of Buyers who has executed the EIPA  are duly authorized to execute  the EIPA.

•  Buyers have been given full opportunity to review all documents requested to evaluate the transaction and
acknowledge that they have been given sufficient information to make the investment decision in Target
Companies. Buyers acknowledge that the sale of Target Companies is “as is.”

Conditions Precedent

The Closing of the purchase of the additional 40% of the equity interests of Target Companies is subject to the
following conditions precedent:

•  Approval by a majority of the Company’s stockholders present and voting and

•  Receipt by the Board of a Fairness Opinion.

Closing

The Closings may take place electronically, or at such other place or by such other means as agreed by the Parties
after the satisfaction of the conditions to closing in the EIPA.  At each Closing, Heat PHE, Inc. will deliver to the
Buyers evidence of the transfer of the specified equity interest in the Target Companies and Buyers need to deliver to
Heat PHE, Inc.’s China subsidiary, SmartHeat Heat Exchange Equipment Co. Ltd., the consideration by wire transfer
of immediately available funds.

Dispute Resolution

The EIPA provides for the following method of dispute resolution:

•  The EIPA is governed by the laws of the People’s Republic of China.

•  

Edgar Filing: SMARTHEAT INC. - Form PRER14A

80



The Parties will use good faith efforts to settle disputes by mediation before the Hong Kong International
Arbitration Centre (HKIAC) under the then-current version of HKIAC’s Commercial Mediation Rules. Three
mediators shall be appointed, one by Heat PHE, Inc., one by Buyers, and one who shall be selected by the Parties
mutual agreement.

•  If the mediation is concluded without the dispute being resolved, the parties may, at their option refer the dispute to
arbitration at HKIAC in accordance with International Arbitration Rules.

Accounting Treatment

Following the Stock Sale, the Company’s balance sheet will no longer reflect the assets and liabilities of the Target
Subsidiaries, but will instead reflect the amounts received at the Closings and the assets and liabilities of Heat HP
subsidiaries, Heat PHE subsidiaries (SanDeKe Co., Ltd. and SmartHeat Heat Exchange Equipment Co., Ltd.) and the
parent company. 

Interests of Certain Persons in the Stock Sale.

Buyers consist of a group of 25 natural persons, all of whom are P.R.C. citizens, including Wen Sha, Jun Wang and
Xudong Wang, managers of the Company’s subsidiaries engaged in the PHE segment of its business, and Huajun Ai
and Yingkai Wang, the Company’s Corporate Secretary and Acting Chief Accountant, respectively. Huajun Ai, Wen
Sha, Jun Wang and Xudong Wang are also principals in Northtech Holdings Inc.
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INFORMATION ABOUT SMARTHEAT INC.

BUSINESS

General

We are a U.S. holding company with no material assets other than the ownership interests of our foreign subsidiaries
that design, manufacture and sell PHEs, heat pumps, and related systems in the People’s Republic of China (“PRC”) and
Germany. A PHE is a device that transfers heat from one fluid to another fluid across large metal plates. PHE products
are used in the industrial, residential and commercial sectors to make energy use more efficient and to reduce
pollution by reducing the need for coal fired boilers. Our subsidiaries design, manufacture, sell and service PHEs,
PHE Units, which combine PHEs with various pumps, temperature sensors, valves and automated control systems,
heat meters and heat pumps for use in commercial and residential buildings. They also design, manufacture and sell
spiral heat exchangers and tube heat exchangers. Their products and related systems are an increasingly important
element in providing a clean technology solution to energy consumption and air pollution problems in China and are
commonly used in a wide variety of industrial processes where heat transfer is required. Common applications include
energy conversion for heating, ventilation and air conditioning (“HVAC”), and industrial use in petroleum refining,
petrochemicals, metallurgy, food and beverage and chemical processing. Our subsidiaries sell their products under the
SmartHeat and Taiyu brand names and also sell PHEs under the Sondex brand name as an authorized dealer of
Sondex PHEs in China.

Our History

We were incorporated in the State of Nevada on August 4, 2006, under the name Pacific Goldrim Resources, Inc., as
an exploration stage corporation with minimal operations, to engage in the exploration for silver, lead and zinc. On
April 14, 2008, we changed our name to SmartHeat Inc. and entered into a Share Exchange Agreement (the “Share
Exchange Agreement”), to acquire Shenyang Taiyu Machinery & Electronic Equipment Co., Ltd., subsequently
renamed SmartHeat Taiyu (Shenyang) Energy Technology Co., Ltd. (“Taiyu”), a privately held Sino-foreign joint
venture company formed under the laws of the PRC on July 24, 2002, and engaged in the design, manufacture, sale
and service of PHE products in China. The Share Exchange Agreement was entered into by SmartHeat, Taiyu and the
stockholders of Taiyu. At the closing of the Share Exchange Agreement, all of the equitable and legal rights, title and
interests in and to Taiyu’s share capital of Yuan 25,000,000 were exchanged for 1,850,000 shares of SmartHeat
Common Stock (the “Share Exchange”). We received PRC government approval on May 28, 2008, of our subscription
for 71.6% of the registered capital of Taiyu, and approval on June 3, 2009, of the transfer of the remaining 28.4%
ownership of Taiyu from the original joint venture stockholders who had received shares of our Common Stock in the
Share Exchange. As a result of the Share Exchange and subsequent transactions contemplated by the Share Exchange
Agreement, and receipt of the above PRC government approvals, Taiyu became our wholly foreign-owned enterprise,
or WFOE.

Prior to our acquisition of Taiyu, we had no interest in any property, but had the right to conduct exploration activities
on 13 mineral title cells covering 27,027 hectares (66,785 acres) in the Slocan Mining Division of southeastern British
Columbia, Canada. In connection with the acquisition of Taiyu, we transferred all of our pre-closing assets and
liabilities (other than the obligation to pay a $10,000 fee to our audit firm) to a wholly owned subsidiary, PGR
Holdings, Inc., a Nevada corporation (“SplitCo”), under the terms of an Agreement of Conveyance, Transfer and
Assignment of Assets and Assumption of Obligations dated April 14, 2008. We sold all of the outstanding capital
stock of SplitCo to Jason Schlombs, our former director and officer and one of our major stockholders, pursuant to a
Stock Purchase Agreement dated April 14, 2008, in exchange for the return of his 250,000 shares of our Common
Stock to us for cancellation.

Edgar Filing: SMARTHEAT INC. - Form PRER14A

82



47

Edgar Filing: SMARTHEAT INC. - Form PRER14A

83



As an expansion of our business following our acquisition of Taiyu, we acquired and established strategic subsidiaries
in China and Germany. On September 25, 2008, we acquired SanDeKe Co., Ltd., or SanDeKe, a Shanghai-based
manufacturer of PHEs. On June 16, 2009, we completed an asset purchase transaction with Siping Beifang Heat
Exchanger Manufacture Co., Ltd., or Siping Beifang, to set up a new manufacturing facility under our newly
incorporated subsidiary, SmartHeat Siping Beifang Energy Technology Co., Ltd., or SmartHeat Siping. On August 14,
2009, we formed Beijing SmartHeat Jinhui Energy Technology Co., Ltd., or Jinhui, a joint venture in Beijing of which
we own 52%, to provide consulting services and expand our sales of PHEs into new industries and regions of China.
On April 7, 2010, we formed SmartHeat (China) Investment Co., Ltd., or SmartHeat Investment, as an investment
holding company in Shenyang for our investment in and establishment of new companies and businesses in China. On
April 12, 2010, SmartHeat Investment formed SmartHeat (Shenyang) Energy Equipment Co., Ltd., or SmartHeat
Energy, as its wholly owned subsidiary for the research, development, manufacturing and sales of energy products.
On May 6, 2010, we formed SmartHeat (Shanghai) Trading Co., Ltd., or SmartHeat Trading, through a nominee,
Cleantech Holdings Inc., a British Virgin Islands company, or Cleantech Holdings, to market and expand sales of our
branded products in China. Effective as of November 9, 2011, we terminated the nominee-owner relationship and
acquired direct control over SmartHeat Trading. On December 2, 2010, we formed Hohhot Ruicheng Technology Co.,
Ltd., or Ruicheng, a joint venture in Hohhot City, China, for the design and manufacture of heat meters, of which we
acquired 51% of the equity interest on January 7, 2011. On March 1, 2011, we entered into a purchase agreement to
acquire 95% of the equity interests in Shenyang Bingchuan Refrigerating Machine Limited Company, a
Shenyang-based state-owned heat pump manufacturer and designer subsequently renamed SmartHeat (Shenyang)
Heat Pump Technology Co., Ltd., or SmartHeat Pump. On November 1, 2011, we increased the registered capital of
SmartHeat Pump and thereby increased our ownership percentage to 98.8%. On March 3, 2011, we completed the
acquisition of Gustrower Warmepumpen GmbH, subsequently renamed SmartHeat Deutschland GmbH, or SmartHeat
Germany, a designer and manufacturer of high efficiency heat pumps in Germany, to extend our clean technology
heating solutions into the rapidly growing heat pump markets in Europe and China. We subsequently transferred
ownership of SmartHeat Germany to SmartHeat Pump. On April 10, 2012, we established a new joint venture named
Urumchi XinRui Technology Limited Liability Company (“XinRui”), of which we acquired 46%.

Our Business Segments

On August 23, 2013, the Company formed two new wholly-owned subsidiaries in the state of Nevada, Heat HP,
Inc.(“Heat HP”) and Heat PHE, Inc. (“Heat PHE”), in order to reorganize the Company’s ownership structure over its
subsidiaries. On August 23, 2013, the Company entered into an assignment agreement (“Assignment Agreement”)with
each of Heat HP and Heat PHE which effected the reorganization.  The reorganization was performed so the
Company’s subsidiaries would be organized along their respective operating segments with Heat HP holding those
subsidiaries that operated in the heat pumps and related products segment and Heat PHE holding those subsidiaries
that operated in the plate heating equipment, meters and related products segment.  The Company initially presented
its financial results for the quarter ended March 31, 2013, in accordance with these operating segments and has
continued segment reporting since that time.

Under the Assignment Agreement with Heat HP, the Company agreed to transfer, and in the case of indirectly owned
subsidiaries, cause to be transferred, to Heat HP the following subsidiaries of the Company:

Heat HP
SmartHeat (China)
Investment Co., Ltd.
SmartHeat (Shenyang)
Heat Pump Technology
Co., Ltd.
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SmartHeat Deutschland
GmbH
SmartHeat (Shanghai)
Trading Co., Ltd.
Beijing SmartHeat
Jinhui Energy
Technology Co., Ltd.

Under the Assignment Agreement with Heat PHE, the Company agreed to transfer, and in the case of indirectly
owned subsidiaries, cause to be transferred, to Heat PHE the following subsidiaries of the Company:

Heat PHE
SmartHeat Taiyu
(Shenyang) Energy
Technology Co., Ltd.
SanDeKe Co., Ltd.
SmartHeat (Shenyang)
Energy Equipment Co.,
Ltd.
SmartHeat Siping
Beifang Energy
Technology Co., Ltd.
Hohhot Ruicheng
Technology Co., Ltd.
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Our Corporate Structure

Our corporate structure as of the date of this report is set forth in the following diagram. SanDeKe and SmartHeat
Investment are WFOEs authorized by their respective business licenses to operate our businesses in China. SmartHeat
Deutschland GmbH is wholly owned by Heat HP Inc. We own 52% and 30.6%, respectively, of the equity interests in
our PRC-based joint venture companies, Jinhui and Ruicheng. SmartHeat Energy is a wholly owned subsidiary of
SmartHeat Investment. Taiyu owns 98.8% of the equity interests of SmartHeat Pump. Prior to November 9, 2011, we
had no direct ownership interest in SmartHeat Trading; instead, we controlled and were entitled to 100% of the profit
or loss of SmartHeat Trading under contractual arrangements. Effective as of November 9, 2011, we terminated the
nominee-owner relationship and acquired direct control over SmartHeat Trading.

*On August 23, 2013, SmartHeat entered into Assignments agreements with each of Heat HP and Heat PHE in order
to reorganize the structure of its subsidiaries.  Under the Assignment Agreements SmartHeat agreed to be transfer, and
in the case of indirectly owned subsidiaries, cause to be transferred, certain subsidiaries to each of Heat HP and Heat
PHE. Further, under the Assignment Agreements, SmartHeat agreed to cause its directly and indirectly owned
subsidiaries to record these transfers with the applicable government agency in the People’s Rpublic of China, and in
the case of SmartHeat Germany, in Germany. The restructured entity is reflected above after giving effect to the sale
of 40% of the Company’s ownership interests in SmartHeat Taiyu (Shenyang) Energy; SmartHeat Siping Beifang
Energy Technology Co., Ltd.; SmartHeat (Shenyang) Energy Equipment Co. Ltd.; Hohot Ruicheng Technology Co.,
Ltd.; and Urumchi XinRui Technology Limited Liability Company on December 31, 2014.

(1) We hold through 98.8% of the equity interest in SmartHeat Pump, with the remaining 1.2% of the equity interest
held by Shenyang Economic and Technological Development Zone State-owned Assets Management Co., Ltd.

(2) We control 52% of Jinhui pursuant to a joint venture agreement entered into with the minority owner, Beijing Jun
Tai Heng Rui Investment Consultancy Co. Ltd.

(3) We control 30.6% of Ruicheng pursuant to a joint venture agreement entered into with the minority owners,
Hohhot Chengfa Heating Co. Ltd. and Beijing Taiyu Huineng Machinery and Electronic Equipment Co. Ltd. and our
sale of 40% of our equity interests to the Chinese buying group.
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FINANCIAL STATEMENTS

The Company’s consolidated financial statements and financial statements schedules can be found in the Company’s
Quarterly Report on Form 10–Q for the quarter ended June 30, 2014 which are available at www.sec.gov and in the
Annual Report on Form 10-K for the fiscal year ended December 31, 2013 attached hereto as Annex B. Additionally,
the following pro forma financial statements of the Company are included on the pages indicated at the end of this
proxy statement:
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INTRODUCTION

On December 30, 2013, the Company, closed the transaction contemplated by the Equity Interest Purchase
Agreement, dated October 10, 2013, whereby the buyers purchased 40% of the Company’s equity interests in the
following PHE segment subsidiaries: SmartHeat Taiyu (Shenyang) Energy; SmartHeat Siping Beifang Energy
Technology Co., Ltd.; SmartHeat (Shenyang Energy Equipment) Co. Ltd.; Hohot Ruicheng Technology Co., Ltd.; and
Urumchi XinRui Technology Limited Liability Company (collectively, the “Target Companies”). The purchase price
was RMB 5,000,000.  Hohot Ruicheng Technology Co., Ltd. was 51% owned and Urumchi XinRui Technology
Limited Liability Company (“XinRui”) was 46% owned by SmartHeat US parent company prior to 40% equity interest
sell.

On March 27, 2014, Buyers exercised their option to purchase an additional 40% equity interest in the Target
Companies for an additional purchase price of RMB 6,000,000. The Company will seek the approval of its
shareholders prior to completing the sale. As of June 30, 2014, the Company made the determination that it would be
highly probably the shareholders would approve the Stock Sale of the additional 40% of equity, and accordingly, the
pro forma consolidated financial statements reflect the 80% equity interest sale of Target Companies and are presented
in the pro forma consolidated statements below.

The following pro forma consolidated statements of operations present SmartHeat Inc. for the six months ended June
30, 2014 and for the year ended December 31, 2013, as if the 80% equity sale occurred (resulting in a deconsolidation
of disposed entities and the retention of a 20% investment by SmartHeat Inc. in these entities) on January 1, 2013 and
2014, respectively, for the purpose of the statements of operations. The accompanying pro forma consolidated balance
sheet presents the accounts of SmartHeat Inc. as if the 80% equity sale occurred on June 30, 2014.
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SMARTHEAT INC. AND SUBSIDIARIES
UNAUDITED PRO FORMA CONSOLIDATED BALANCE SHEETS

REFLECTING THE SALE OF CERTAIN ENTITIES OF PHE SEGMENT

AS OF JUNE 30, 2014
Company

Historical (1)
Sales of PHE
segment (2)

Pro Forma
adjustments

Company Pro
Forma

ASSETS

CURRENT ASSETS
     Cash & equivalents $ 18,996,617 $ 15,470,662 $ - $ 3,525,955
     Restricted cash 670,830 426,713 244,117
     Accounts receivable, net 15,099,549 18,910,294 5,824,393 a 2,013,648
     Retentions receivable, net 2,597,790 2,539,455 58,335
     Advances to suppliers, net 5,018,613 3,319,356 1,699,257
     Other receivables (net),
prepayments and deposits 3,972,878 28,060,221 39,106,268

a,
b 15,018,925

     Inventories, net 54,194,515 46,604,713 7,589,802
     Taxes receivable 633,406 604,594 28,812
     Notes receivable - bank
acceptances 683,906 460,660 223,246

        Total current assets 101,868,104 116,396,668 44,930,661 30,402,097

NONCURRENT ASSETS
     Long term investment 912,044 - 11,770,769 b 12,682,813
     Restricted cash 316,899 304,485 12,414
     Advance to supplier for
equipment 1,241,933 1,241,933 -
     Construction in progress 1,362,730 1,362,730 -
     Property and equipment, net 10,041,499 8,581,833 1,459,666
     Intangible assets, net 4,381,691 3,738,189 643,502

       Total noncurrent assets 18,256,796 15,229,170 11,770,769 14,798,395

TOTAL ASSETS $ 120,124,900 $ 131,625,838 $ 56,701,431 $ 45,200,493

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
     Accounts payable $ 6,626,668 $ 7,538,394 $ 5,824,393 a $ 4,912,667
     Advance from customers 2,744,657 2,077,258 667,399
     Taxes payable 26,761 19,502 7,259
     Accrued liabilities and other
payables 17,531,682 31,100,294 38,514,800 a 24,946,188
     Notes payable - bank
acceptances - - -
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     Loans payable 24,983,580 24,983,580 -

         Total current liabilities 51,913,348 65,719,028 44,339,192 30,533,512

CREDIT LINE PAYABLE 2,149,335 - 2,149,335

LONG-TERM LOAN 2,112,859 2,112,859 -

DEFERRED TAX LIABILITY 91,419 - 91,419

COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS' EQUITY
     Common stock 6,583 - 6,583
     Paid-in capital 81,733,320 53,849,023 62,001,549 b 89,885,846
     Statutory reserve 5,389,057 4,608,375 780,682
     Accumulated other
comprehensive income 8,385,003 6,904,897 (383,697 ) a 1,096,409
     Accumulated deficit (57,812,734 ) (27,508,314 ) (49,255,614 ) (79,560,034 )

         Total Company
stockholders' equity 37,701,229 37,853,981 12,362,238 12,209,486

         NONCONTROLLING
INTEREST 26,156,710 25,939,970 216,740

         TOTAL EQUITY 63,857,939 63,793,951 12,362,238 12,426,226

TOTAL LIABILITIES AND
EQUITY $ 120,124,900 $ 131,625,838 $ 56,701,431 $ 45,200,493

(1) Source:  unaudited financial statements of SmartHeat Inc. as of June 30, 2014, as filed in the Form 10-Q filed
with the SEC on September 8, 2014.
(2) Source:  unaudited financial statements of disposed entities of SmartHeat Inc. as of June 30, 2014, as included
in this proxy.
(a) To include the inter-company transactions between disposed entities and other subsidiaries of SmartHeat Inc.
(b) To reflect the sale of 80% equity interest, and loss on the sale; equity method accounting applied after the sale
of total 80% equity interest of Taiyu, Siping, SmartHeat Energy, Ruicheng and XinRui.
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SMARTHEAT INC. AND SUBSIDIARIES
UNAUDITED PRO FORMA CONSOLIDATED STATEMENTS OF OPERATIONS

REFLECTING THE SALE OF CERTAIN ENTITIES OF PHE SEGMENT

SIX MONTHS ENDED JUNE 30, 2014
Company

Historical (1)
Sales of PHE
segment (2)

Pro Forma
adjustments

Company Pro
Forma

Net sales $ 10,669,833 $ 9,758,593 $ 710,191 a $ 1,621,431
Cost of goods sold 12,701,080 11,597,686 710,191 a 1,813,585

Gross loss (2,031,247 ) (1,839,093 ) - (192,154 )

Operating expenses
     Selling 3,523,056 2,733,056 790,000
     General and administrative 4,661,513 2,451,050 2,210,463
     Provision for bad debts (3,399,744 ) (3,688,822 ) 289,078
     Provision for advance to
supplier 108,270 83,740 24,530

     Total operating expenses 4,893,095 1,579,024 3,314,071

Loss from operations (6,924,342 ) (3,418,117 ) (3,506,225 )

Non-operating income
(expenses)
     Investment loss (22,891 ) (22,891 ) (849,243 ) b (849,243 )
     Interest income 64,583 54,813 9,770
     Interest expense (857,146 ) (771,993 ) (85,153 )
     Financial expense (276,171 ) (227,835 ) (48,336 )
     Gain on issuance of stock 70,000 - 70,000
     Foreign exchange
transaction gain 5,550 5,550 -
     Other income, net 510,725 134,256 376,469

     Total non-operating
expenses, net (505,350 ) (828,100 ) (526,493 )

Loss before income tax (7,429,692 ) (4,246,217 ) (4,032,718 )
Income tax expense 75,493 - 75,493

Net loss before noncontrolling
interest (7,505,185 ) (4,246,217 ) (4,108,211 )
Less: loss attributable to
noncontrolling interest (1,684,289 ) (1,654,200 ) (30,089 )

Net loss to SmartHeat Inc. (5,820,896 ) (2,592,017 ) (4,078,122 )

6,364,338 6,364,338
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Basic and diluted weighted
average shares outstanding

Basic and diluted loss per share $ (0.91 ) $ (0.64 )

(1) Source:  unaudited financial statements of SmartHeat Inc. as of and for six months ended June
30, 2014, as filed in the Form 10-Q filed with the SEC on September 8, 2014.
(2) Source:  unaudited financial statements of disposed entities of SmartHeat Inc. for the six
months ended June 30, 2014, as included in this proxy.
(a) To include the inter-company sales between disposed entities and other subsidiaries of
SmartHeat Inc.
(b) To include investment loss from equity method investees.
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SMARTHEAT INC. AND SUBSIDIARIES
UNAUDITED PRO FORMA CONSOLIDATED STATEMENTS OF OPERATIONS

REFLECTING THE SALE OF CERTAIN ENTITIES OF PHE SEGMENT

YEAR ENDED DECEMBER 31, 2013
Company

Historical (1)
Sales of PHE
segment (2)

Pro Forma
adjustments

Company Pro
Forma

Net sales $44,709,526 $38,915,416 $1,974,163 a $7,768,273
Cost of goods sold 40,401,380 35,659,348 1,974,163 a 6,716,195

Gross profit 4,308,146 3,256,068 - 1,052,078

Operating expenses
     Selling 6,864,059 5,084,636 1,779,423
     General and administrative 10,400,323 4,186,459 6,213,864
     Provision for bad debts 27,240,939 25,978,254 1,262,685
     Provision for advance to
supplier (593,838 ) (627,264 ) 33,426

     Total operating expenses 43,911,483 34,622,085 9,289,398

Loss from operations (39,603,338 ) (31,366,017 ) (8,237,321 )

Non-operating income (expenses)
     Investment income (loss) 153,237 153,237 (6,506,065 ) b (6,506,065 )
     Interest income 159,972 79,704 80,268
     Interest expense (1,816,456 ) (1,758,210 ) (58,246 )
     Financial expense (249,681 ) (73,567 ) (176,114 )
     Foreign exchange transaction
loss (9,495 ) (9,478 ) (17 )
     Loss on sale of equity interest (842,491 ) - (49,894,526 ) c (50,737,017 )
     Other income, net 1,314,945 470,730 844,215

     Total non-operating expenses,
net (1,289,971 ) (1,137,584 ) (56,552,978 )

Loss before income tax (40,893,309 ) (32,503,601 ) (64,790,298 )
Income tax (benefit) expense (50,657 ) 26,725 (77,382 )

Net loss before noncontrolling
interest (40,842,652 ) (32,530,326 ) (64,712,917 )
Less: loss attributable to
noncontrolling interest (319,904 ) (305,710 ) (14,194 )

Net loss to SmartHeat Inc. $(40,522,748 ) $(32,224,616 ) $(64,698,723 )

Basic and diluted weighted average
shares outstanding 5,870,111 5,870,111
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Basic and diluted loss per share $(6.90 ) $(11.02 )

(1) Source:  audited financial statements of SmartHeat Inc. as of and for the year ended December 31, 2013, as filed
in the Form 10-K filed with the SEC on April 15, 2014.
(2) Source:  unaudited financial statements of disposed entities of SmartHeat Inc. for the year ended December 31,
2013, as included in this proxy.
(a) To include the inter-company sales between disposed entities and other subsidiaries of SmartHeat Inc.
(b) To include investment loss from equity method investees.
(c) To reflect the sale of 80% equity interest and loss on the sale; equity method accounting applied after the sale of
total 80% equity interest of Taiyu, Siping, SmartHeat Energy, Ruicheng and XinRui.
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SMARTHEAT TAIYU (SHENGYANG) ENERGY TECHNOLOGY CO., LTD
SMARTHEAT SIPING BEIFANG ENERGY TECHNOLOGY CO., LTD

SMARTHEAT (SHENGYANG) ENERGY EQUIPMENT CO., LTD
CONSOLIDATED AND COMBINED BALANCE SHEETS

(UNAUDITED)

June 30, 2014
December 31,

2013
ASSETS

CURRENT ASSETS
     Cash & equivalents $15,470,662 $9,283,788
     Restricted cash 426,713 2,345,258
     Accounts receivable, net 18,910,294 14,822,112
     Retentions receivable, net 2,539,455 4,141,585
     Advances to suppliers, net 3,319,356 3,572,023
     Other receivables (net), prepayments and deposits 28,060,221 26,344,942
     Inventories, net 46,604,713 48,787,876
     Taxes receivable 604,594 968,124
     Notes receivable - bank acceptances 460,660 2,529,954

        Total current assets 116,396,668 112,795,662

NONCURRENT ASSETS
     Restricted cash 304,485 123,398
     Advance to supplier for equipment 1,241,933 1,276,247
     Construction in progress 1,362,730 1,340,905
     Property and equipment, net 8,581,833 8,547,040
     Intangible assets, net 3,738,189 14,163,077

       Total noncurrent assets 15,229,170 25,450,667

TOTAL ASSETS $131,625,838 $138,246,329

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
     Accounts payable $7,538,394 $7,474,236
     Advance from customers 2,077,258 1,875,894
     Taxes payable 19,502 130,379
     Accrued liabilities and other payables 31,100,294 30,938,077
     Notes payable - bank acceptances - 2,590,025
     Loans payable 24,983,580 24,462,299

         Total current liabilities 65,719,028 67,470,910

LONG-TERM LOAN 2,112,859 2,132,231
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COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS' EQUITY
     Paid-in capital 53,849,023 53,849,023
     Statutory reserve 4,608,375 4,608,375
     Accumulated other comprehensive income 6,904,897 7,517,273
     Accumulated deficit (27,508,314 ) (24,916,297 )

         Total Companies stockholders' equity 37,853,981 41,058,374

         NONCONTROLLING INTEREST 25,939,970 27,584,814

         TOTAL EQUITY 63,793,951 68,643,188

TOTAL LIABILITIES AND EQUITY $131,625,838 $138,246,329
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SMARTHEAT TAIYU (SHENGYANG) ENERGY TECHNOLOGY CO., LTD
SMARTHEAT SIPING BEIFANG ENERGY TECHNOLOGY CO., LTD

SMARTHEAT (SHENGYANG) ENERGY EQUIPMENT CO., LTD
CONSOLIDATED AND COMBINED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(UNAUDITED)

SIX MONTHS ENDED JUNE
30,

THREE MONTHS ENDED
JUNE 30,

2014 2013 2014 2013

Net sales $9,758,593 $11,991,263 $5,015,289 $6,434,153
Cost of goods sold 11,597,686 9,049,804 6,511,501 751,453

Gross profit (loss) (1,839,093 ) 2,941,459 (1,496,212 ) 5,682,700

Operating expenses
     Selling 2,733,056 2,311,227 1,526,645 1,167,747
     General and administrative 2,451,050 6,701,341 1,028,093 5,435,742
     Provision for bad debts (3,688,822 ) 12,039,030 (12,426,875 ) 7,517,482
     Provision for advance to supplier 83,740 (844,725 ) 24,677 223,554

     Total operating expenses 1,579,024 20,206,873 (9,847,460 ) 14,344,525

Loss from operations (3,418,117 ) (17,265,414 ) 8,351,248 (8,661,825 )

Non-operating income (expenses)
     Investment income (loss) (22,891 ) 39,345 (19,282 ) 38,784
     Interest income 54,813 22,901 30,172 11,169
     Interest expense (771,993 ) (757,611 ) (438,080 ) (417,472 )
     Financial expense (227,835 ) (49,295 ) (195,119 ) (42,302 )
     Foreign exchange transaction gain 5,550 3,345 2,151 846
     Other income (loss), net 134,256 277,844 (40,014 ) 143,683

     Total non-operating expenses, net (828,100 ) (463,471 ) (660,172 ) (265,292 )

Loss before income tax (4,246,217 ) (17,728,885 ) 7,691,076 (8,927,117 )
Income tax expense - - - -

Net loss before noncontrolling interest (4,246,217 ) (17,728,885 ) 7,691,076 (8,927,117 )
Less: Loss attributable to noncontrolling interest (1,654,200 ) (37,268 ) 3,102,197 (40 )

Net loss to SmartHeat Inc. - disposed entities (2,592,017 ) (17,691,617 ) 4,588,879 (8,927,077 )

Other comprehensive item
     Foreign currency translation gain (loss)
attributable to disposed entities (612,376 ) 3,828,454 (33,177 ) 1,296,775

     Foreign currency translation gain (loss)
attributable to noncontrolling interest 9,356 13,491 (17,008 ) 11,424
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Comprehensive loss attributable to disposed
entities $(3,204,393 ) $(13,863,163 ) $4,555,702 $(7,630,302 )

Comprehensive loss attributable to noncontrolling
interest $(1,644,844 ) $(23,777 ) $3,085,189 $11,384
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SMARTHEAT TAIYU (SHENGYANG) ENERGY TECHNOLOGY CO., LTD
SMARTHEAT SIPING BEIFANG ENERGY TECHNOLOGY CO., LTD

SMARTHEAT (SHENGYANG) ENERGY EQUIPMENT CO., LTD
CONSOLIDATED AND COMBINED STATEMENTS OF CASH FLOWS

(UNAUDITED)

SIX MONTHS ENDED JUNE
30,

2014 2013

CASH FLOWS FROM OPERATING ACTIVITIES:
            Loss including noncontrolling interest $(4,246,217 ) $(17,728,885 )
            Adjustments to reconcile loss including noncontrolling
            interest to net cash used in operating activities:
            Investment (income) loss 22,891 (39,345 )
            Depreciation and amortization 734,665 729,821
            Provision for bad debts (3,688,822 ) 12,039,030
            Provision for inventory impairment 2,383,389 4,170,928
            Provision for advance to suppliers 83,740 (844,725 )
            Provision for after-sales service 123,934 54,110
            Loss (gain) on disposal of fixed assets (6,926 ) 18,829
                         (Increase) decrease in assets and liabilities:
                                   Accounts receivable 2,189,865 836,927
                                   Retentions receivable 244,625 175,779
                                   Advances to suppliers 160,574 (1,544,594 )
                                   Other receivables, prepayments and deposits (3,407,772 ) (1,435,165 )
                                   Inventories (633,582 ) (1,952,967 )
                                   Taxes receivable 246,436 (1,307,518 )
                                   Accounts payable (2,448,276 ) (1,816,649 )
                                   Advance from customers (2,758,284 ) (76,519 )
                                   Taxes payable (377 ) (718,091 )
                                   Accrued liabilities and other payables 3,090,245 491,074

            Net cash used in operating activities (7,909,892 ) (8,947,960 )

CASH FLOWS FROM INVESTING ACTIVITIES:
                                   Change in restricted cash 1,724,785 (404,270 )
                                   Cash received from assets disposal 19,614 -
                                   Acquisition of property & equipment (690,911 ) (548,742 )
                                   Construction in progress (6,908 ) -
                                   Government refund of land use right 10,364,498 -
                                   Notes receivable 2,057,948 1,540,856

            Net cash provided by (used in) investing activities 13,469,026 587,844

CASH FLOWS FROM FINANCING ACTIVITIES:
                                   Proceeds from short-term loans 13,716,733 13,212,700
                                   Repayment on short-term loans (12,968,975 ) (11,920,593 )
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            Net cash used in financing activities 747,758 1,292,107

EFFECT OF EXCHANGE RATE CHANGE ON CASH & EQUIVALENTS (120,018 ) 175,410

NET INCREASE (DECREASE) IN CASH & EQUIVALENTS 6,186,874 (6,892,599 )

CASH & EQUIVALENTS, BEGINNING OF PERIOD 9,283,788 14,291,095

CASH & EQUIVALENTS, END OF PERIOD $15,470,662 $7,398,496

Supplemental cash flow data:
   Income tax paid $- $703,889
   Interest paid $729,950 $878,062
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SMARTHEAT TAIYU (SHENGYANG) ENERGY TECHNOLOGY CO., LTD
SMARTHEAT SIPING BEIFANG ENERGY TECHNOLOGY CO., LTD

SMARTHEAT (SHENGYANG) ENERGY EQUIPMENT CO., LTD
NOTES TO CONSOLIDATED AND COMBINED FINANCIAL STATEMENTS

JUNE 30, 2014 AND DECEMBER 31, 2013 (UNAUDITED)

1. ORGANIZATION AND DESCRIPTION OF BUSINESS

SmartHeat Taiyu (Shenyang) Energy Technology Co., Ltd. (“Taiyu”), is engaged in the design, manufacture, sale and
servicing of plate heat exchange (“PHE”) products in China, Taiyu merged with SmartHeat Inc. (“SmartHeat”) on April
14, 2008. SmartHeat Siping Beifang Energy Technology Co., Ltd. (“SmartHeat Siping”), was incorporated on June 12,
2009 by SmartHeat, and is engaged in manufacture of PHEs. SmartHeat (Shenyang) Energy Equipment Co., Ltd.
(“SmartHeat Energy”), was incorporated on April 12, 2010 by one of SmartHeat’s subsidiary - SmartHeat (China)
Investment Co., Ltd. (“SmartHeat Investment”), and is engaged in research, development, manufacturing and sales of
energy products. Hohhot Ruicheng Technology Co., Ltd. (“Ruicheng”), is a joint venture with 51% invested by
SmartHeat on January 7, 2011, and is engaged in the design and manufacture of heat meters. Urumchi XinRui
Technology Limited Liability Company (“XinRui”), is a joint venture with 46% invested by SmartHeat in April 2012,
and is engaged in research and development, production and selling of heat meters and automatic control of heat
supply network (collectively, the “Companies”).

On August 23 2013, SmartHeat formed two new wholly-owned subsidiaries in the State of Nevada, Heat HP Inc., and
HEAT PHE Inc.  On August 23, 2013, SmartHeat Inc., the Companies United States parent company entered into
Assignment Agreements with Heat HP Inc. and Heat PHE Inc., respectively. Under the Assignment Agreements,
SmartHeat agreed to transfer 100% of its right, title and interest in certain subsidiaries to Heat HP Inc. and Heat PHE
Inc. The reorganization was performed so SmartHeat’s subsidiaries would be organized along their respective
operating segments with Heat HP holding those subsidiaries that operated in the heat pumps and related products
segment and Heat PHE holding those subsidiaries that operated in the plate heating equipment, meters and related
products segment.

After the assignment and prior to the 40% equity interest sale of Taiyu, SmartHeat Siping, SmartHeat Energy,
Ruicheng and XinRui on December 30, 2013, Heat PHE Inc., owned 100% of Taiyu, SmartHeat Siping, SmartHeat
Energy and 51% of Hohhot Ruicheng, and SmartHeat owned 46% of XinRui.

On December 30, 2013, SmartHeat closed the transaction contemplated by the Equity Interest Purchase Agreement
(“EIPA”) dated October 10, 2013, whereby the buyers purchased 40% of the equity interests in Taiyu, SmartHeat
Siping, SmartHeat Energy, Ruicheng and XinRui. The purchase price was RMB 5,000,000.

SmartHeat retained an option to repurchase the equity interests of the Companies from the buyers at a purchase price
of RMB 5,600,000 which terminated on February 28, 2014.  On March 27, 2014 the buyers exercised their option to
purchase an additional 40% equity interest in the Companies for an additional purchase price of RMB 6,000,000.
SmartHeat will seek the approval of its shareholders prior to completing the sale. In the event such approval is not
obtained, the buyers may terminate the EIPA. Should the buyers exercise their option to purchase the additional 40%
equity interest and shareholders approve the sale, SmartHeat has the option to require the buyers to purchase the
remaining 20% equity interest for a purchase price of RMB 2,500,000.   The closing of transaction will be scheduled
to occur after satisfaction of the conditions set forth in the EIPA, including, without limitation, approval of the
transaction by a majority of SmartHeat’s shareholders entitled to vote.

The buyers consist of a group of 25 natural persons, all of whom are P.R.C. citizens, including Wen Sha, Jun Wang
and Xudong Wang, managers of SmartHeat’s subsidiaries engaged in the PHE segment of its business, and Huajuan Ai
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and Yingkai Wang, SmartHeat’s Corporate Secretary and Acting Chief Accountant, respectively. The Companies
made application to State Administration for Industry and Commerce (“SAIC”) to register the ownership transfers as of
June 30, 2014. 
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The consolidated financial statements were prepared in accordance with generally accepted accounting principles in
the United States of America (“U.S. GAAP”).

In the opinion of management, all adjustments (which include normal recurring adjustments) necessary to present a
fair statement of the Companies consolidated and combined financial position as of June 30, 2014, its consolidated
and combined results of operations and cash flows for the six and three months ended June 30, 2014 and 2013, as
applicable, were made. The interim results of operations are not necessarily indicative of the operating results for the
full fiscal year or any future periods.

Principles of Consolidation

The accompanying consolidated and combined financial statements include the accounts of Taiyu, SmartHeat Siping,
Jinhui, and SmartHeat Shenyang Energy, which are collectively referred to as the “Companies.” All significant
intercompany accounts and transactions were eliminated in consolidation.

Noncontrolling Interest

The Companies follow Financial Accounting Standards Board’s (“FASB”) Accounting Standards Codification (“ASC”)
Topic 810, “Consolidation,” which established new standards governing the accounting for and reporting of
noncontrolling interests (“NCIs”) in partially owned consolidated subsidiaries and the loss of control of subsidiaries.
Certain provisions of this standard indicate, among other things, that NCIs, previously referred to as minority
interests, be treated as a separate component of equity, not as a liability, as was previously the case, that increases and
decreases in the parent’s ownership interest that leave control intact be treated as equity transactions rather than as step
acquisitions or dilution gains or losses and that losses of a partially owned consolidated subsidiary be allocated to the
NCI even when such allocation might result in a deficit balance. This standard also required changes to certain
presentation and disclosure requirements. Losses attributable to the NCI in a subsidiary may exceed the NCI’s interests
in the subsidiary’s equity. The excess attributable to the NCI is attributed to those interests. The NCI shall continue to
be attributed its share of losses even if that attribution results in a deficit NCI balance.

After the sale of 40% equity interest of Taiyu, Siping, SmartHeat Energy, Ruicheng and Xinrui on December 30,
2013, the Companies’ noncontrolling interest consisted of 40% of Taiyu, Siping and SmartHeat Energy since then.  For
accounting purposes net loss of Taiyu, Siping, SmartHeat Energy were not allocated to noncontrolling interest
between December 30, 2013 and December 31, 2013, as the change in ownership interest may not change financial
results substantially between December 30, 2013 and December 31, 2013.

Use of Estimates

In preparing the financial statements in conformity with U.S. GAAP, management makes estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the dates
of the financial statements, as well as the reported amounts of revenues and expenses during the reporting period.
Significant estimates, required by management, include the recoverability of long-lived assets, allowance for doubtful
accounts and the reserve for obsolete and slow-moving inventories. Actual results could differ from those estimates.

Cash and Equivalents
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For purposes of the statement of cash flows, the Companies consider all highly liquid investments with an original
maturity of three months or less to be cash equivalents.  As of June 30, 2014 and December 31, 2013, the Companies
maintained restricted cash deposit in several bank accounts for the purposes described below.

2014 2013
(In millions)

Support of performance guarantee $
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