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PARTI FINANCIAL INFORMATION

ACL SEMICONDUCTORS INC. AND SUBSIDIARIES

Item 1. Financial Statements
Condensed Consolidated Balance Sheets (Unaudited)

As of As of
September 30, December 31,
2011 2010
(Unaudited) (Audited)

Current assets:
Cash and cash equivalents $ 1,461,118  $ 1,579,416
Restricted cash 2,089,041 2,088,374
Accounts receivable, net of allowance for doubtful accounts of $0 for 2011 and 2010 9,710,930 14,195,067
Inventories, net 1,131,023 3,064,567
Other current assets 58,082 117,233
Total current assets 14,450,194 21,044,657
Property, equipment and improvements, net of accumulated depreciation and amortization 9,955,721 8,227,546
Other deposits 78,157 71,564
Amount due from Aristo / Mr. Yang 18,292,025 13,647,827
Total Assets 42,776,097 42,991,594

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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PARTI FINANCIAL INFORMATION

ACL SEMICONDUCTORS INC. AND SUBSIDIARIES

Condensed Consolidated Balance Sheets (Unaudited)

LIABILITIES AND STOCKHOLDERS EQUITY

Current liabilities:

Accounts payable $

Accrued expenses

Lines of credit and loan facilities

Current portion of long-term debt

Current portion of capital lease

Income tax payable

Due to stockholders for converted pledged collateral
Other current liabilities

Total current liabilities

Long-term liabilities
Capital lease, less current portion
Deferred tax liabilities

Total long-term liabilities

Total Liabilities

Stockholders equity:

Preferred stock, 20,000,000 share authorized; O shares issued and outstanding as of September 30,
2011 and December 31, 2010

Common stock - $0.001 par value; 50,000,000 shares authorized; 28,925,436 issued and
outstanding as of September 30, 2011 and 28,779,936 December 31, 2010 respectively
Additional paid in capital

Retained earnings

Total stockholders equity

Total Liabilities and Stockholders Equity

As of As of
September 30, December 31,

2011 2010

(Unaudited) (Audited)

17,508,018 $ 20,394,399
667,456 718,416
12,163,678 11,153,021
4,571,375 2,750,024
93,937 178,659
99,267 70,157
112,385 112,385
63,205 872,811
35,279,321 36,249,872
225,787 100,915
63,245 45,504
289,032 146,419
35,568,353 36,396,291
28,926 28,780
3,735,677 3,679,077
3,443,141 2,887,446
7,207,744 6,595,303
42,776,097 42,991,594

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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PARTI FINANCIAL INFORMATION

ACL SEMICONDUCTORS INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Income (Unaudited)

Net sales

Cost of sales

Gross profit

Operating expenses
Selling
General and administrative

Income (loss) from operations

Other income (expenses)

Rental income

Interest expense

Management and service income

Net income on cash flow hedge
Interest income

Profit (loss) on disposal of fixed assets
Exchange differences

Miscellaneous

Income (loss) before income taxes provision

Income taxes provision (reversal)

Net income (loss)

Earnings per share - basic and diluted

Weighted average number of shares - basic and diluted

Three Months Ended Nine Months Ended
September 30, September 30, September 30, September 30,
2011 2010 2011 2010
$ 74,014,267 $ 102,295,056 $ 295,783,014 $ 290,838,409

70,292,329 101,344,423 290,462,833 285,129,901
3,721,938 950,633 5,320,181 5,708,508
22,918 25,521 83,408 78,909
1,493,833 964,455 4,303,609 3,145,044
2,205,187 (39,343) 933,164 2,484,555
46,987 30,000 114,075 90,000
(162,751) (105,399) (372,628) (311,268)

13,961 10,885 36,757 30,090

15,410

667 569 1,564 854
18,024 (308)
(7,487) (5,486) (23,394) (20,443)

19,097 5,131 45,555 26,609
2,115,661 (103,643) 753,117 2,315,499
197,422 (26,907) 197,422 357,364

$ 1,918,239  $ (76,736)  $ 555,695 $ 1,958,135
$ 007 $ $ 002 $ 0.07
28,865,338 28,729,936 28,865,338 28,729,936

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




Edgar Filing: ACL SEMICONDUCTORS INC - Form 10-Q

PARTI FINANCIAL INFORMATION

ACL SEMICONDUCTORS INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Cash Flows (Unaudited)

Nine months ended

September 30, September 30,
2011 2010

Cash flows provided by (used for) operating activities:
Net income $ 555,695 $ 1,958,135
Adjustments to reconcile net income to net cash provided by (used for) operating activities:
Depreciation and amortization 336,373 270,426
Change in inventory reserve (96,154) 186,877
(Gain) loss on disposal of fixed assets (18,024) 308
Changes in assets and liabilities:
(Increase) decrease in assets
Accounts receivable other 4,484,139 (5,736,717)
Inventories 2,029,697 2,527,390
Other current assets 59,151 146,286
Other assets (6,593) 70,937
Increase (decrease) in liabilities
Accounts payable (2,886,381) (1,650,285)
Accrued expenses (50,960) (187,694)
Income tax payable 29,110 302,991
Other current liabilities 12,942 (261,354)
Deferred tax 17,741 26,036
Total adjustments 3,911,041 (4,304,799)
Net cash provided by (used for) operating activities 4,466,736 (2,346,664)

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

4




Edgar Filing: ACL SEMICONDUCTORS INC - Form 10-Q

PARTI FINANCIAL INFORMATION

ACL SEMICONDUCTORS INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Cash Flows (Unaudited) (Continued)

Cash flows used for investing activities:
Advanced from Aristo / Mr. Yang
Advanced to Aristo / Mr. Yang
(Increase) decrease of restricted cash
Cash proceeds from sale of fixed assets
Purchases of fixed assets

Net cash used for investing activities

Cash flows provided by financing activities:

Net borrowings on lines of credit and notes payable
Borrowing from bank

Principal payments to bank

Principal payments under capital lease obligation
Cash proceeds from issuance of common stocks

Net cash provided by financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

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

7,497,979 4,486,486
(12,142,177) (5,482,132)
(666) (1,870)
107,692 81,154
(1,812,165) (207.471)
(6,349,337) (1,123,833)
1,010,657 2,520,696
1,923,077
(924,274) (237,308)
(301,902) (298,850)
56,745
1,764,303 1,984,538
(118,298) (1,485,959)
1,579,416 2,001,805
1,461,118 515,846
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PARTI FINANCIAL INFORMATION
ACL SEMICONDUCTORS INC. AND SUBSIDIARIES

Notes to the Condensed Consolidated Financial Statements (Unaudited)

Note 1. The Company

ACL Semiconductors Inc. ( Company or ACL ) was incorporated in the State of Delaware on September 17, 2002 and acquired Atlantic
Components Ltd., a Hong Kong based company ( Atlantic ) through a reverse-acquisition that was effective September 30, 2003. The Company s
principal business is the distribution of electronic components under the Samsung brand name which comprise of Dynamic Random Access
Memory ( DRAM ), Graphic Random Access Memory ( Graphic RAM ), and Flash in the Hong Kong Special Administrative Region and People s
Republic of China markets. Atlantic was incorporated in Hong Kong on May 30, 1991. On October 2, 2003, the Company set up a
wholly-owned subsidiary, Alpha Perform Technology Limited ( Alpha ), a British Virgin Islands company, to provide services on behalf of the
Company in jurisdictions outside of Hong Kong. Effective January 1, 2004, the Company ceased the operations of Alpha and all the related
activities are consolidated with those of Atlantic.

On March 23, 2010, the Company concluded that Aristo Technologies Limited ( Aristo ), a related company solely owned by Mr. Chung-Lun
Yang, is a variable interest entity under FASB ASC 810-10-25 and is therefore subject to consolidation with the Company beginning fiscal year
2007 under the guidance applicable to variable interest entities.

On December 14, 2010, the Company set up a wholly-owned subsidiary, ACL International Holdings Limited ( ACL Holdings ) in Hong Kong.
On December 17, 2010 the Company restructured the group; the Company s wholly owned subsidiary, Atlantic, was transferred to become a
wholly owned subsidiary of ACL Holdings, therefore Atlantic became an indirect wholly-owned subsidiary of the Company. This restructuring
has no effect on the Company s financial statements.

Note 2. Summary of Significant Accounting Policies

(a) Method of Accounting

The Company maintains its general ledger and journals with the accrual method accounting for financial reporting purposes. The
consolidated financial statements and notes are representations of management. Accounting policies adopted by the Company conform to
generally accepted accounting principles in the United States of America and have been consistently applied in the presentation of
consolidated financial statements.

(b) Principles of Consolidation

The consolidated financial statements are presented in US Dollars and include the accounts of the Company and its subsidiary. All
significant inter-company balances and transactions are eliminated in consolidation.

The Company owned its subsidiary soon after its inception and continued to own the equity s interests through September 30, 2011. The
following table depicts the identity of the subsidiary:

Place of Attributable Equity
Name of Subsidiary Incorporation Interest % Registered Capital
ACL International Holdings Limited Hong Kong 100 $ 0.13
Alpha Perform Technology Limited BVI 100 $ 1,000
Atlantic Components Limited (1) Hong Kong 100 $ 384,615
Aristo Technologies Limited (2) Hong Kong 100 $ 1,282
Note: (1) Wholly owned subsidiary of ACL International Holdings Limited
(2) Deemed variable interest entity
6
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PARTI FINANCIAL INFORMATION
ACL SEMICONDUCTORS INC. AND SUBSIDIARIES

Notes to the Condensed Consolidated Financial Statements (Unaudited)

Note 2. Summary of Significant Accounting Policies (Continued)

(b)

Principles of consolidation (Continued)

Variable Interest Entities

According to ASC 810-10-25 which codified FASB Interpretation No. 46 (Revised December 2003), Consolidation of Variable Interest
Entities an interpretation of ARB No. 51 (FIN 46R), an entity that has one or more of the three characteristics set forth therein is
considered a variable interest entity. One of such characteristics is that the equity investment at risk in the relevant entity is not sufficient to
permit the entity to finance its activities without additional subordinated financial support provided by any parties, including the equity
holders.

ASC 810-05-08A specifies the two characteristics of a controlling financial interest in a variable interest entity (_VIE ): (1) the power to
direct the activities of a VIE that most significantly impact the VIE s economic performance; and (2) the obligation to absorb losses of the
VIE that could potentially be significant to the VIE or the right to receive benefits from the VIE that could potentially be significant to the
VIE. The Company is the primary beneficiary of Aristo because the Company can direct the activities of Aristo through the common
director and major shareholder. Also, the Company extended substantial accounts receivable to Aristo and created an obligation to absorb
loss if Aristo failed. Moreover, ASC 810-25-42 & 43 provides guidance on related parties treatment of VIE and specifies the relationship
of de-facto agent and principal. This guidance will help to determine whether the Company will consolidate Aristo.

Owing to the extent of outstanding large amounts of accounts receivable since 2007 together with the nominal amount of paid-up capital
contributed by Mr. Yang when Aristo was formed, it has been determined that Aristo cannot finance its operations without subordinated
financial support from ACL and accordingly, ACL is considered to be the de facto principal of Aristo, Aristo is considered to be the de
facto subsidiary of the Company and Mr. Yang is considered to be the related party of both the Company and Aristo.

By virtue of the above analysis, it has been determined that the Company is the primary beneficiary of Aristo.
Aristo Technologies Limited

The Company sells Samsung memory chips to Aristo and allows long grace periods for Aristo to repay the open accounts receivable.
Being the biggest creditor, the Company does not require Aristo to pledge assets or enter into any agreements to bind Aristo to specific
repayment terms. The Company does not provide any bad debt provision or experience derived from Aristo. Although, the Company is not
involved in Aristo s daily operation, it believes that there will not be significant additional risk derived from the trading relationship and
transactions with Aristo.

Aristo is engaged in the marketing, selling and servicing of computer products and accessories including semiconductors, LCD products,
mass storage devices, consumer electronics, computer peripherals and electronic components for different generations of computer related
products. Aristo carries various brands of products such as Samsung, Hynix, Micron, Elpida, Qimonda, Lexar, Dane-Elec, Elixir, SanDisk
and Winbond. Aristo 2010 and 2009 sales were around 15 million and 30 million; it was only a small distributor that accommodated
special requirements for specific customers.

Aristo supplies different generations of computer related products. Old generation products will move slowly owing to lower market
demand. According to the management experience and estimation on the actual market situation, old products carrying on hand for ten
years will have no resell value. Therefore, inventories on hand over ten years will be written-off by Aristo immediately.

7
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PARTI FINANCIAL INFORMATION
ACL SEMICONDUCTORS INC. AND SUBSIDIARIES

Notes to the Condensed Consolidated Financial Statements (Unaudited)

Note 2. Summary of Significant Accounting Policies (Continued)

(b)

Principles of consolidation (Continued)

The Company sells to Aristo in order to fulfill Aristo s periodic need for Samsung memory products based on prevailing market prices,
which products Aristo, in turn, sells to its customers. The sales to Aristo during the third quarter of 2011 were $316,224 with accounts
receivable of $16,777,738 as of September 30, 2011. The sales to Aristo during the third quarter of 2010 were $1,392,061 with accounts
receivable of $12,156,443 as of September 30, 2010. For fiscal year 2010, sales to Aristo were $7,123,769 with accounts receivable of
$14,073,937 as of December 31, 2010. For fiscal year 2009, sales to Aristo were $13,160,521 with accounts receivable of $10,315,388 as
of December 31, 2009.

The Company purchases from Aristo, from time to time, LCD panels, Samsung memory chips, DRAM, Flash memory, central processing
units, external hard disks, DVD readers and writers that the Company cannot obtain from Samsung directly due to supply limitations.

(c) Use of estimates
The preparation of the consolidated financial statements that conform with generally accepted accounting principles in the United States of
America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure
of contingent assets and liabilities at the date of the consolidated financial statements and the reported amounts of revenues and expenses
during the reporting periods. Management makes these estimates using the best information available at the time, however actual results
could differ materially from those estimates.

(d) Economic and political risks
The Company s operation is conducted in Hong Kong. A large amount of customers are located in Southern China. Accordingly, the
Company s business, financial condition and results of operations may be influenced by the political, economic and legal environment in
Hong Kong and China, and by the general state of the economy in Hong Kong and China.
The Company s operations in Hong Kong and customers in Hong Kong and Southern China are subject to special considerations and
significant risks not typically associated with companies in North America and Western Europe. These include risks associated with,
among others, the political, economic and legal environment and foreign currency exchange. The Company s results may be adversely
affected by changes in the political and social conditions in Hong Kong and China, and by changes in governmental policies with respect
to laws and regulations, anti-inflationary measures, currency conversion, remittances abroad, and rates and methods of taxation, among
other things.

(e)  Property, plant and equipment
Plant and equipment are carried at cost less accumulated depreciation. Depreciation is provided over their estimated useful lives, using the
straight-line method. Estimated useful lives of the plant and equipment are as follows:

Automobiles 3 1/3 years

Computers 5 years

Leasehold improvement 5 years

Land and buildings By estimated useful life

Office equipment 5 years

Machinery 10 years

The cost and related accumulated depreciation of assets sold or otherwise retired are eliminated from the accounts and any gain or loss is
included in the statement of income.
8
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PARTI FINANCIAL INFORMATION
ACL SEMICONDUCTORS INC. AND SUBSIDIARIES

Notes to the Condensed Consolidated Financial Statements (Unaudited)

Note 2. Summary of Significant Accounting Policies (Continued)

o)

(g)

(h)

(i)

()

Account receivable

Accounts receivable is carried at the net invoiced value charged to customer. The Company records an allowance for doubtful accounts to
cover estimated credit losses. Management reviews and adjusts this allowance periodically based on historical experience and its
evaluation of the collectability of outstanding accounts receivable. The Company evaluates the credit risk of its customers utilizing
historical data and estimates of future performance.

Accounting for impairment of long-lived assets

The Company periodically evaluates the carrying value of long-lived assets to be held and used, including intangible assets subject to
amortization, when events and circumstances warrant such a review, pursuant to the guidelines established in ASC No. 360 (formerly
Statement of Financial Accounting Standards No. 144). The carrying value of a long-lived asset is considered impaired when the
anticipated undiscounted cash flow from such asset is separately identifiable and is less than its carrying value. In that event, a loss is
recognized based on the amount by which the carrying value exceeds the fair market value of the long-lived asset. Fair market value is
determined primarily using the anticipated cash flows discounted at a rate commensurate with the risk involved. Losses on long-lived
assets to be disposed of are determined in a similar manner, except that fair market values are reduced for the cost to dispose.

During the reporting years, there was no impairment loss.
Cash and cash equivalents

The Company considers all highly liquid investments purchased with original maturities of three months or less to be cash equivalents.
The Company maintains bank accounts in Hong Kong. The Company does not maintain any bank accounts in the United States of
America.

Inventories

Inventories are stated at the lower of cost or market and are comprised of purchased computer technology resale products. Cost is
determined using the first-in, first-out method. The reserve for obsolescence was decreased by $96,154 during the first nine months of
2011 and decreased by $186,877 for the same period of 2010. Inventory obsolescence reserves totaled $416,966 as of September 30, 2011
and $513,120 as of December 31, 2010.

Lease assets

Leases that substantially transfer all the benefits and risks of ownership of assets to the company are accounted for as capital leases. At the
inception of a capital lease, the asset is recorded together with its long term obligation (excluding interest element) to reflect the purchase
and the financing.

Leases which do not transfer substantially all the risks and rewards of ownership to the company are classified as operating leases.
Payments made under operating leases are charged to income statement in equal installments over the accounting periods covered by the
lease term. Lease incentives received are recognized in income statement as an integral part of the aggregate net lease payments made.
Contingent rentals are charged to income statement in the accounting period which they are incurred.

9
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PARTI FINANCIAL INFORMATION
ACL SEMICONDUCTORS INC. AND SUBSIDIARIES

Notes to the Condensed Consolidated Financial Statements (Unaudited)

Note 2. Summary of Significant Accounting Policies (Continued)

(k)

()

(m)

(n)

(0)

Income taxes

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets, including tax loss and credit carry
forwards, and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in
income in the period that includes the enactment date. Deferred income tax expense represents the change during the period in the deferred
tax assets and deferred tax liabilities. The components of the deferred tax assets and liabilities are individually classified as current and
non-current based on their characteristics. Realization of the deferred tax asset is dependent on generating sufficient taxable income in
future years. Deferred tax assets are reduced by a valuation allowance when, in the opinion of management, it is more likely than not that
some portion or all of the deferred tax assets will not be realized.

The Company did not have any interest and penalty recognized in the income statements for the period ended September 30, 2011 and
September 30, 2010 or balance sheet as of September 30, 2011 and December 31, 2010. The Company did not have uncertainty tax
positions or events leading to uncertainty tax position within the next 12 months. The Company s 2008, 2009 and 2010 U.S. federal income
tax returns are subject to U.S. Internal Revenue Service examination and the Company s 2004/5, 2005/6, 2006/7, 2007/8, 2008/9,
2009/2010 and 2010/11 Hong Kong Company Income Tax filing are subject to Hong Kong Inland Revenue Department examination.

Foreign currency translation

The accompanying consolidated financial statements are presented in United States dollars. The functional currency of the Company is the
Hong Kong Dollar (HKS$). The consolidated financial statements are translated into United States dollars from HK$ with a ratio of
US$1.00=HKD?7.80, a fixed exchange rate maintained between Hong Kong and United States derived from the Hong Kong Monetary
Authority pegging HKD and USD monetary policy.

Revenue recognition

The Company derives revenues from resale of computer memory products. The Company recognizes revenue in accordance with the ASC
605 Revenue Recognition . Under ASC 605, revenue is recognized when there is persuasive evidence of an arrangement, delivery has
occurred or services are rendered, the sales price is determinable, and collectability is reasonably assured. Revenue typically is recognized

at time of shipment. Sales are recorded net of discounts, rebates, and returns, which historically were not material.

Advertising

The Group expensed all advertising costs as incurred. Advertising expenses included in general and administrative expenses were $2,120
and $4,642 as of September 30, 2011 and 2010 respectively.

Segment reporting

The Company s sales are generated from Hong Kong and the rest of China and substantially all of its assets are located in Hong Kong.
10
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PARTI FINANCIAL INFORMATION
ACL SEMICONDUCTORS INC. AND SUBSIDIARIES

Notes to the Condensed Consolidated Financial Statements (Unaudited)

Note 2. Summary of Significant Accounting Policies (Continued)

(p)

(q)

(r)

(s)

(1)

Fair value of financial instruments

The carrying amount of the Company s cash and cash equivalents, accounts receivable, lines of credit, convertible debt, accounts payable,
accrued expenses, and long-term debt approximates their estimated fair values due to the short-term maturities of those financial
instruments.

Comprehensive income

Comprehensive income is defined to include all changes in equity except those resulting from investments by owners and distributions to
owners. Among other disclosures, all items that are required to be recognized under current accounting standards as components of
comprehensive income are required to be reported in a financial statement that is presented with the same prominence as other
consolidated financial statements. The Company has no items that represent other comprehensive income and, therefore, has not included a
schedule of comprehensive income in the consolidated financial statements.

Basic and diluted earnings (loss) per share

In accordance with ASC No. 260 (formerly SFAS No. 128), Earnings Per Share, the basic earnings (loss) per common share is computed
by dividing net earnings (loss) available to common stockholders by the weighted average number of common shares outstanding. Diluted
earnings (loss) per common share is computed similarly to basic earnings (loss) per common share, except that the denominator is
increased to include the number of additional common shares that would have been outstanding if the potential common shares had been
issued and if the additional common shares were dilutive.

Reclassification
Certain amounts in the prior period have been reclassified to conform to the current consolidated financial statement presentation.
Recently implemented standards

In 2010, the FASB issued ASC Update ( ASU ) No.2010-21, Accounting for Technical Amendments to Various SEC Rules and Schedules.
This update amends various SEC paragraphs in the FASB Accounting Standards Codification pursuant to SEC Final Rule, Technical
Amendments to Rules Forms, Schedules and Codification of Financial Reporting Policies . The adoption of this update did not have any
material impact on the Company s financial statements.

In 2010, the FASB issued ASC Update ( ASU ) No.2010-22, Accounting for Various Topics. This update amends various SEC paragraphs

in the FASB Accounting Standards Codification based on external comments received and the issuance of Staff Accounting Bulletin
(SAB) No. 112 which amends or rescinds portion of certain SAB topics. SAB 112 was issued to existing SEC guidance into conformity

with ASC 805 Business Combination and ASC 810 Consolidation . The adoption of this update did not have any material impact on the
Company s financial statements.

In December 2010, the FASB issued ASU 2010-28 an accounting pronouncement related to intangibles goodwill and other ( FASB ASC
Topic 350 ), which requires a company to consider whether there are any adverse qualitative factors indicating that an impairment may
exist in performing step 2 of the impairment test for reporting units with zero or negative carrying amounts. The provisions for this
pronouncement are effective for fiscal years, and interim periods within those years, beginning after December 15, 2010, with no early
adoption. We will adopt this pronouncement for our fiscal year beginning July 1, 2011. The adoption of this pronouncement is not
expected to have a material impact on our consolidated financial statements.
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PARTI FINANCIAL INFORMATION
ACL SEMICONDUCTORS INC. AND SUBSIDIARIES

Notes to the Condensed Consolidated Financial Statements (Unaudited)

Note 2. Summary of Significant Accounting Policies (Continued)

(t)  Recently implemented standards (Continued)

In December 2010, the FASB issued ASU 2010-29 an accounting pronouncement related to business combinations ( FASB ASC Topic
815 ), which specifies that if a public entity presents comparative financial statements, the entity should disclose revenue and earnings of
the combined entity as though the business combination(s) that occurred during the current year had occurred as of the beginning of the
comparable prior annual reporting period only. It also expands the supplemental pro forma disclosures under Topic 805 to include a
description of the nature and amount of material, nonrecurring pro forma adjustments directly attributable to the business combination
included in the reported pro forma revenue and earnings. The amendments in this Update are effective prospectively for business
combinations for which the acquisition date is on or after the beginning of the first annual reporting period beginning on or after December
15, 2010. Early adoption is permitted. The adoption of this pronouncement is not expected to have a material impact on our consolidated
financial statements.

In April 2011, the FASB issued ASU 2011-02, Receivable (Topic 310) A Creditor s Determination of Whether a Restructuring is a
Troubled Debt Restructuring , which clarifies when creditors should classify loan modifications as troubled debt restructurings. The
guidance is effective for interim and annual periods beginning on or after June 15, 2011, and applies retrospectively to restructurings
occurring on or after the beginning of the year. The guidance on measuring the impairment of a receivable restructured in a troubled debt
restructuring is effective on a prospective basis. A provision in ASU 2011-02 also supersedes the FASB s deferral of the additional
disclosures about troubled debt restructurings as required by ASU 2010-20. The adoption of ASU 2011-02 is not expected to have a
material impact on the Company s financial condition or results of operations.

In April 2011, the FASB issued ASU 2011-03, Transfers and Servicing (Topic 860), Consideration of Effective Control on Repurchase
Agreements, which deals with the accounting for repurchase agreements and other agreements that both entitle and obligate a transferor to
repurchase or redeem financial assets before their maturity. ASU 2011-03 changes the rules for determining when these transactions
should be accounted for as financings, as opposed to sales. The guidance in ASU 2011-03 is effective for the first interim or annual period
beginning on or after December 15, 2011. The guidance should be applied prospectively to transactions or modifications of existing
transactions that occur on or after the effective date. Early adoption is not permitted. The adoption of ASU 2011-03 is not expected to have
a material impact on the Company s financial condition or results of operation.

In May 2011, the FASB issued ASU 2011-04, Fair Value Measurement (Topic 820): Amendments to Achieve Common Fair Value
Measurement and Disclosure Requirements in U.S. GAAP and International Financial Reporting Standards ( IFRS ). ASU 2011-04 clarifies
some existing concepts, eliminates wording differences between U.S. GAAP and IFRS, and in some limited cases, changes some
principles to achieve convergence between U.S. GAAP and IFRS. ASU 2011-04 results in a consistent definition of fair value and
common requirements for measurement of and disclosure about fair value between U.S. GAAP and IFRS. ASU 2011-04 also expands the
disclosures for fair value measurements that are estimated using significant unobservable (Level 3) inputs. ASU 2011-04 will be effective
for the Company beginning after December 15, 2011. The Company does not expect the adoption of ASU 2011-04 to have a material
effect on its operating results or financial position.

In June 2011, the Financial Accounting Standard Board ( FASB ) issued Accounting Standard Update ( ASU ) 2011-05, Comprehensive
Income (Topic 220) Presentation of Comprehensive Income, which requires an entity to present the total of comprehensive income, the
components of net income, and the components of other comprehensive income either in a single continuous statement of comprehensive
income, or in two separate but consecutive statements. ASU 2011-05 eliminates the option to present components of other comprehensive
income as part of the statement of equity. ASU 2011-05 will be effective for the Company beginning after December 15, 2011. The
Company does not expect the adoption of ASU 2011-05 to have a material effect on its operating results or financial position but is
evaluating the format revision on the presentation of comprehensive income.
12
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Notes to the Condensed Consolidated Financial Statements (Unaudited)

Note 2. Summary of Significant Accounting Policies (Continued)

(t)  Recently implemented standards (Continued)

The FASB has issued Accounting Standards Update (ASU) No. 2011-08, Intangibles-Goodwill and Other (Topic 350): Testing Goodwill
for Impairment. ASU 2011-08 is intended to simplify how entities, both public and nonpublic, test goodwill for impairment. ASU 2011-08
permits an entity to first assess qualitative factors to determine whether it is more likely than not that the fair value of a reporting unit is
less than its carrying amount as a basis for determining whether it is necessary to perform the two-step goodwill impairment test described

in Topic 350, Intangibles-Goodwill and Other. The more-likely-than-not threshold is defined as having a likelihood of more than 50%.

ASU 2011-08 is effective for annual and interim goodwill impairment tests performed for fiscal years beginning after December 15, 2011.
Early adoption is permitted, including for annual and interim goodwill impairment tests performed as of a date before September 15, 2011,
if an entity s financial statements for the most recent annual or interim period have not yet been issued or, for nonpublic entities, have not
yet been made available for issuance.

Note 3. Inventories
Inventories consisted of the following at September 30, 2011 and December 31, 2010:

September 30, December 31,
2011 2010
Finished goods $ 1,547,989 $ 3,577,687
Less allowance for excess and obsolete inventory (416,966) (513,120)
Inventories, net $ 1,131,023  $ 3,064,567
The following is a summary of the change in the Company s inventory valuation allowance:
September 30, December 31,
2011 2010
Inventory valuation allowance, beginning of the year $ 513,120  § 347,133
Obsolete inventory sold (96,154) (30,215)
Additional inventory provision 0 196,202
Inventory valuation allowance, end of the year $ 416,966 $ 513,120
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Note 4. Property and Equipment, net
Property and equipment, net consisted of the following at September 30, 2011 and December 31, 2010:

September 30, December 31,
2011 2010
Land and Buildings $ 9,375,558  $ 7,663,340
Furniture and fixtures 32,259 31,230
Office equipment 197,002 191,206
Leasehold improvements 458,121 422,420
Automobiles 825,112 565,412
Machinery 499,614 499,614
Total property and equipment 11,387,666 9,373,222
Less accumulated depreciation and amortization (1,431,945) (1,145,676)
Property and equipment, net 9,955,721 8,227,546

Depreciation and amortization expense totaled $172,006 and $115,589 for the three months ended September 30, 2011 and 2010, respectively,
and $336,373 and $270,426 for the nine months ended September 30, 2011 and 2010, respectively.

Automobiles include the following amounts under capital leases:

September 30, December 31,
2011 2010
Cost $ 470,169  $ 842,698
Less accumulated depreciation (101,878) (133,165)
Total 368,291 709,533

Note 5. Capital Lease Obligation
The Company leases automobiles under four capital leases that expire between October 2012 and December 2015. Aggregate future obligations
under the capital leases in effect as of September 30, 2011 are as follows:

Capital Lease

Year ending September 30,
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2011 106,579
2012 90,527
2013 154,417
Total minimum lease obligations 351,523
Less amounts representing interest (31,799)
Present value of future minimum lease payments 319,724
Less current portion of capital lease obligation (93,937)
Capital lease obligation, less current portion 225,787

Interest expense related to capital leases totaled $5,204, $6,350, $20,109 and $21,322 for the three months ended September 30, 2011 and 2010,
and for nine months ended September 30, 2011 and 2010, respectively.
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Note 6. Stock Options

On March 31, 2006, the Board of Directors adopted the 2006 Equity Incentive Stock Plan (the Plan ) and the majority stockholder approved the
Plan by written consent. The purpose of the Plan is to provide additional incentive to employees, directors and consultants and to promote the
success of the Company s business. The Plan permits the Company to grant both incentive stock options ( Incentive Stock Options or ISOs )
within the meaning of Section 422 of the Internal Revenue Code (the Code ), and other options which do not qualify as Incentive Stock Options
(the Non-Qualified Options ) and stock awards.

Unless earlier terminated by the Board of Directors, the Plan (but not outstanding options) terminates on March 31, 2016, after which no further
awards may be granted under the Plan. The Plan is administered by the full Board of Directors or, at the Board of Director s discretion, by a
committee of the Board of Directors consisting of at least two persons who are disinterested persons defined under Rule 16b-2(c)(ii) under the
Securities Exchange Act of 1934, as amended (the Committee ).

Recipients of options under the Plan ( Optionees ) are selected by the Board of Directors or the Committee. The Board of Directors or Committee
determines the terms of each option grant, including (1) the purchase price of shares subject to options, (2) the dates on which options become
exercisable and (3) the expiration date of each option (which may not exceed ten years from the date of grant). The minimum per share purchase
price of options granted under the Plan for Incentive Stock Options and Non-Qualified Options is the fair market value (as defined in the Plan)
on the date the option is granted.

Optionees will have no voting, dividend or other rights as stockholders with respect to shares of Common Stock covered by options prior to
becoming the holders of record of such shares. The purchase price upon the exercise of options may be paid in cash, by certified bank or cashier s
check, by tendering stock held by the Optionee, as well as by cashless exercise either through the surrender of other shares subject to the option
or through a broker. The total number of shares of Common Stock available under the Plan, and the number of shares and per share exercise
price under outstanding options will be appropriately adjusted in the event of any stock dividend, reorganization, merger or recapitalization or
similar corporate event.

The Board of Directors may at any time terminate the Plan or from time to time make such modifications or amendments to the Plan as it may
deem advisable and the Board of Directors or Committee may adjust, reduce, cancel and regrant an unexercised option if the fair market value
declines below the exercise price except as may be required by any national stock exchange or national market association on which the
Common Stock is then listed. In no event may the Board of Directors, without the approval of stockholders, amend the Plan if required by any
federal, state, local or foreign laws or regulations or any stock exchange or quotation system on which the Common Stock is listed or quoted and
the applicable laws of any other country or jurisdiction where options or stock purchase rights are granted under the Plan.

Subject to limitations set forth in the Plan, the terms of option agreements will be determined by the Board of Directors or Committee, and need
not be uniform among Optionees.

As of September 30, 2011, there were no options outstanding under the Plan.
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Note 7. Related Party Transactions
Related party receivables are payable on demand upon the same terms as receivables from unrelated parties.

Transactions with Aristo Technologies Limited / Mr. Yang

As of September 30, 2011 and December 31, 2010, we had an outstanding receivable from Mr. Yang, the President and Chairman of our Board
of Directors, totaling $18,292,025 and $13,647,827, respectively. These advances bear no interest and are payable on demand. The receivable
due from Mr. Yang to the Company is derived from the consolidation of the financial statements of Aristo, a variable interest entity, with the
Company. A repayment plan has been entered with Mr. Yang.

Transactions with Solution Semiconductor (China) Limited

Mr. Yang is a director and the sole beneficial owner of the equity interests of Solution Semiconductor (China) Ltd. ( Solution ). On April 1, 2009,
we entered into a lease agreement with Solution pursuant to which we lease one facility. The lease agreement for this facility expired on April
30, 2011. The monthly lease payment for this lease is $1,090. We incurred and paid an aggregate rent expense of $0 and $3,270 to Solution
during the three months ended September 30, 2011 and 2010, respectively, and $4,359 and $9,810 for the nine months ended September 30,
2011 and 2010, respectively.

During the three months ended September 30, 2011 and 2010, and the nine months ended September 30, 2011 and 2010, we purchased
inventories of $0, $0, $0 and $43,123 respectively from Solution. As of September 30, 2011 and December 31, 2010, there were no outstanding
accounts payable to Solution.

Two facilities located in Hong Kong owned by Solution were used by the Company as collateral for loans from DBS Bank (Hong Kong)
Limited ( DBS Bank ) (formerly Overseas Trust Bank Limited) and The Bank of East Asia, Limited ( BEA Bank ) respectively.

Transactions with Systematic Information Limited

Mr. Yang, the Company s Chief Executive Officer, majority shareholder and a director, is a director and shareholder of Systematic Information
Ltd. ( Systematic Information ) with a total of 100% interest. On September 1, 2010, we entered into a lease agreement with Systematic
Information pursuant to which we lease one facility. The lease agreement for this facility expired on April 30, 2011. The monthly lease payment
for this lease totals $641. We incurred and paid an aggregate rent expense of $0 and $1,923 to Systematic Information during the three months
ended September 30, 2011 and 2010, respectively, and $2,564 and $5,769 for the nine months ended September 30, 2011and 2010.

During the three months ended September 30, 2011 and 2010, and the nine months ended September 30, 2011 and 2010, we received a
management fee of $2,038, $2,038, $6,114 and $6,114 respectively from Systematic Information. The management fee was charged for back
office support for Systematic Information.

During the three months ended September 30, 2011 and 2010, and the nine months ended September 30, 2011 and 2010, we sold products for
$172,712, $0, $172,712 and $767,981 respectively, to Systematic Information. As of September 30, 2011 and December 31, 2010, there were no

outstanding accounts receivables from Systematic Information.

A workshop located in Hong Kong owned by Systematic Information was used by the Company as collateral for loans from BEA Bank.

Transactions with Global Mega Development Limited
Mr. Yang is the sole beneficial owner of the equity interests of Global Mega Development Ltd. ( Global ). During the three months ended

September 30, 2011 and 2010, and the nine months ended September 30, 2011 and 2010, we sold products for $0, $1,990, $426 and $7,409
respectively, to Global. As of September 30, 2011 and December 31, 2010, there were no outstanding accounts receivables from Global.
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Note 7. Related Party Transactions (Continued)
Transactions with Systematic Semiconductor Limited

Mr. Yang is a director and sole beneficial owner of the equity interests of Systematic Semiconductor Ltd. ( Systematic ). During the three months
ended September 30, 2011 and 2010, and the nine months ended September 30, 2011 and 2010, we received a management fee of $1923,
$1,923, $5,769 and $5,769 respectively from Systematic. The management fee was charged for back office support for Systematic.

Transactions with Atlantic Storage Devices Limited

Mr. Yang is a director and 40% shareholder of Atlantic Storage Devices Ltd. ( Atlantic Storage ). During the three months ended September 30,
2011 and 2010, and the nine months ended September 30, 2011 and 2010, we sold products for $28,162, $3,519, $40,426 and $8,739
respectively, to Atlantic Storage. As of September 30, 2011 and December 31, 2010, there were no outstanding accounts receivables from
Atlantic Storage.

Transactions with Kasontech Electronics Limited
Mr. Kenneth Lap Yin Chan, the Company s Director and Chief Operating Officer, is a 33% shareholder of Kasontech Electronics Limited
( Kasontech ). During the three months ended September 30, 2011 and 2010, and the nine months ended September 30, 2011 and 2010, we

received a management fee of $0, $3,846, $6,410 and $8,974 respectively from Kasontech. The management fee was charged for back office
support for Kasontech. As of September 30, 2011 and December 31, 2010, there were no outstanding accounts receivables from Kasontech.

Transactions with City Royal Limited

Mr. Yang is a 50% shareholder of City Royal Limited ( City ). The remaining 50% of City is owned by the wife of Mr. Yang. A residential
property located in Hong Kong owned by City was used by the Company as collateral for loans from DBS Bank.
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Note 8. Revolving Lines of Credit and Loan Facilities
The summary of banking facilities at September 30, 2011 is as follows:

Not Utilized
Granted facilities Utilized facilities Facilities

Lines of credit and loan facilities
Factoring Loan $ 4,230,769 $ 2,429,777 1,800,992
Import/Export Loan 9,743,590 9,733,901 9,689
$ 13,974,359 $ 12,163,678 1,810,681
Bank Loans 4,571,375 (a) 4,571,375 0
Overdraft 346,154 (b) 308,563 37,591
Letter of Guarantee 384,615 (¢) 384,615 0
$ 19,276,503 $ 17,428,231 1,848,272

(a) The bank loans are combined from the summary of Note 9, total bank loans amount to USD3,778,972 with a tax loan of USD792,403. The
tax loan is placed under Other Current Liabilities on the balance sheet. It has a facility limit of USD792,403, bearing an interest rate of 2% to

2.54 per annum below the Hong Kong Prime Rate.
(b) Including on cash and cash equivalents
(c) Guarantee granted to a supplier, no accounting entry make on the book

With the exception of the $384,615 letter of guarantee issued by DBS Bank, which will expire on October 31, 2011, amounts borrowed by the
Company under the revolving lines of credit and loan facilities described above are repayable within a period of three (3) months of drawdown
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Note 9. Bank Loan
Bank loans were comprised of the following as of September 30, 2011 and December 31, 2010:

September 30,
2011

December 31, 2010

Installment loan having a maturity date in July 2026 and carrying an interest rate of 2.4%
below the Hong Kong dollar Prime Rate (5.25% at September 30, 2011 and December 31,
2010) to DBS Bank payable in monthly installments of $9,925 including interest through
September 2011 without any balloon payment requirements $ 1,439,198

Installment loan having a maturity date in July 2011 and carrying an interest rate of 2%
below the Hong Kong dollar Prime Rate (5.25% at September 30, 2011 and December 31,
2010) to DBS Bank payable in monthly installments of $3,782 including interest through
September 2011 without any balloon payment requirements 0

Installment loan having a maturity date in July 2023 and carrying an interest rate of 2.5%
below the Hong Kong dollar Prime Rate (5.25% at September 30, 2011 and December 31,
2010) to DBS Bank payable in monthly installments of $5,240 including interest through
September 2011 without any balloon payment requirements 641,984

Installment loan having a maturity date in July 2014 and carrying an interest rate of 0.25%
plus the Hong Kong dollar Prime Rate (5.25% at September 30, 2011 and December 31,
2010) to BEA Bank payable in monthly installments of $14,877 including interest through
September 2011 without any balloon payment requirements 435,897

Installment loan having a maturity date in June 2026 and carrying an interest rate of 2% per
annum over one month HIBOR (0.21% at September 30, 2011) to DBS Bank payable in
monthly installments of $5,026 including interest through September 2011 without any
balloon payment requirements 758,412

Installment loan having a maturity date in June 2023 and carrying an interest rate of 2% per
annum over one month HIBOR (0.21% at September 30, 2011) to DBS Bank payable in
monthly installments of $4,058 including interest through September 2011 without any
balloon payment requirements 503,481

$ 1,497,047

26,189

675,506

551,282

$ 3,778,972

$ 2,750,024

19

24



Note 9.

Edgar Filing: ACL SEMICONDUCTORS INC - Form 10-Q

PARTI FINANCIAL INFORMATION
ACL SEMICONDUCTORS INC. AND SUBSIDIARIES

Notes to the Condensed Consolidated Financial Statements (Unaudited)

Bank Loan (Continued)

An analysis on the repayment of bank loan as of September 30, 2011 and December 31, 2010 are as follow:

September 30,2011  December 31, 2010
Carrying amount that are repayable on demand or within twelve months from September
30, 2011 containing a repayable on demand clause:
Within twelve months $ 360,259 $ 302,346
Carrying amount that are not repayable within twelve months from September 30, 2011
containing a repayable on demand clause but shown in current liabilities:
After 1 year, but within 2 years $ 710,945 $ 561,671
After 2 years, but within 5 years 451,579 358,564
After 5 years 2,256,189 1,527,443
$ 3,418,713  $ 2,447,678
$ 3,778972 $ 2,750,024

With respect to all of the debt and credit arrangements referred to in this Note 8 and Note 9, the Company pledged its assets to a bank group in
Hong Kong comprised of DBS Bank (formerly Overseas Trust Bank Limited) and BEA Bank, as collateral for all current and future borrowings

from the bank group by the Company. In addition to the above pledged collateral, the debt is also secured by:

1. afixed cash deposit of $705,641 (HK$5,504,000), a security interest on two residential properties and a workshop located in Hong
Kong owned by Atlantic, a wholly owned subsidiary of ACL, a security interest on a residential property located in Hong Kong
owned by City, a related party, a workshop located in Hong Kong owned by Solution, a related party, a security interest on two
residential properties located in Hong Kong owned by Aristo, a wholly owned company by Mr. Yang plus a personal guarantee by

Mr. Yang as collateral for loans from DBS Bank;

2. afixed cash deposit of $1,383,400 (HK$10,790,522), a workshop located in Hong Kong owned by Systematic Information, a related
party, a workshop located in Hong Kong owned by Solution, a related party, plus an unlimited personal guarantee by Mr. Yang as

collateral for loans from BEA Bank;

Note 10.

Cash Flow Information

Cash paid during the nine months ended September 30, 2011 and 2010 is as follows:

Interest paid

Income taxes paid

Nine Months Ended
September 30, September 30,
2011 2010

$ 372,628  $

$ 126,187  $

311,268

28,337
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Non-Cash Activities:
Capital lease obligations incurred when capital lease were entered for new automobiles $

342,051

$

160,674

Income tax provision $

197,422

$

357,364
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Note 11. Fair Value of Financial Instruments

Fair value measurements are determined under a three-level hierarchy for fair value measurements that prioritizes the inputs to valuation
techniques used to measure fair value, distinguishing between market participant assumptions developed based on market data obtained from
sources independent of the reporting entity ( observable inputs ) and the reporting entity s own assumptions about market participant assumptions
developed based on the best information available in the circumstances ( unobservable inputs ).

Fair value is the price that would be received from sale of an asset or would be paid for transfer of a liability (i.e., the exit price ) in an orderly
transaction between market participants at the measurement date. In determining fair value, we primarily use prices and other relevant
information generated by market transactions involving identical or comparable assets ( market approach ). We also consider the impact of a
significant decrease in volume and level of activity for an asset or liability when compared with normal activity to identify transactions that are
not orderly.

The highest priority is given to unadjusted quoted prices in active markets for identical assets (Level 1 measurements) and the lowest priority to
unobservable inputs (Level 3 measurements). Securities are classified in their entirety based on the lowest level of input that is significant to the
fair value measurement.

The three hierarchy levels are defined as follows:

Level 1 Quoted prices in active markets that are unadjusted and accessible at the measurement date for identical, unrestricted assets or
- liabilities;

Level 2 Quoted prices for identical assets and liabilities in markets that are not active, quoted prices for similar assets and liabilities in
- active markets or financial instruments for which significant inputs are observable, either directly or indirectly;

Level 3 Prices or valuations that require inputs that are both significant to the fair value measurement and unobservable.

Credit risk adjustments are applied to reflect the company s own credit risk when valuing all liabilities measured at fair value. The methodology
is consistent with that applied in developing counterparty credit risk adjustments, but incorporates the company s own credit risk as observed in
the credit default swap market.

The following table presents the Company s assets and liabilities that are measured at fair value on a recurring basis at September 30, 2011:

Level 1 Level 2 Level 3 Total
Cash and cash equivalents 1,461,118 1,461,118
Restricted cash 2,089,041 2,089,041
Total assets $ 3,550,159 $ $ $ 3,550,159

Note 12. Weighted Average Number of Shares

The Company has a 2006 Incentive Equity Stock Plan, under which the Company may grant options to its employees for up to 5 million shares
of common stock. There was no dilutive effect to the weighted average number of shares for the period ended September 30, 2011 and
December 31, 2010 since there were no outstanding options at September 30, 2011 and December 31, 2010.
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Note 13. Derivative instruments

As of September 30, 2011, the Company does not have any outstanding foreign currency exchange agreements. All foreign currency exchange
agreements have been matured before April 1, 2010.
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Note 14. Common Stock
On August 8, 2011, the company issued 145,500 common shares for $56,745 cash.

Note 15. Subsequent Events

In preparing these financial statements, the Company evaluated the events and transactions that occurred from October 1, 2011 through
November 13, 2011, the date these financial statements were issued. The Company has made the required additional disclosures in reporting

periods in which subsequent events occur.

There were no subsequent events occurred from October 1, 2011 through November 13, 2011.
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion highlights the principal factors that have affected our financial condition and results of operations as well as our
liquidity and capital resources for the periods described.

The information contained in this Form 10-Q is intended to update the information contained in our annual report on Form 10-K for the
year ended December 31, 2010, (the Form 10-K ), filed with the Securities and Exchange Commission, and presumes that readers have access
to, and will have read, the Management s Discussion and Analysis of Financial Condition and Results of Operation, our consolidated
financial statements and the notes thereto, and other information contained in the Form 10-K. The following discussion and analysis also should
be read together with our condensed consolidated financial statements and the notes to the condensed consolidated financial statements and the
notes thereto included elsewhere in this Form 10-Q.

Forward-Looking Statements

Information included in this Form 10-Q may contain forward-looking statements. Except for the historical information contained in this
discussion of the business and the discussion and analysis of financial condition and results of operations, the matters discussed herein are
forward looking statements. These forward looking statements include but are not limited to the Company s plans for sales growth and
expectations of gross margin, expenses, new product introduction, and the Company s liquidity and capital needs. This information may involve
known and unknown risks, uncertainties and other factors which may cause our actual results, performance or achievements to be materially
different from future results, performance or achievements expressed or implied by any forward-looking statements. Forward-looking
statements, which involve assumptions and describe our future plans, strategies and expectations, are generally identifiable by use of the words

may, will, should, expect, anticipate, estimate, believe, intend or project or the negative of these words or other
variations on these words or comparable terminology. In addition to the risks and uncertainties described in Risk Factors contained in the
Form 10-K, these risks and uncertainties may include consumer trends, business cycles, scientific developments, changes in governmental policy
and regulation, currency fluctuations, economic trends in the United States and inflation. Forward-looking statements are based on assumptions
that may be incorrect, and there can be no assurance that any projections or other expectations included in any forward-looking statements will
come to pass. Our actual results could differ materially from those expressed or implied by the forward-looking statements as a result of various
factors. Except as required by applicable laws, we undertake no obligation to update publicly any forward-looking statements for any reason,
even if new information becomes available or other events occur in the future.

Company Overview and Background

The Company, through its wholly-owned subsidiary Atlantic Components Limited, a Hong Kong corporation ( Atlantic ), is engaged
primarily in the business of distribution of memory products under Samsung brand name which principally comprise DRAM, Graphic RAM and
Flash for the Hong Kong and Southern China markets. Our wholly-owned subsidiary, Alpha Perform Technology Limited ( Alpha ), which
previously engaged in this business, ceased activities as of January 1, 2004, and all its operations were consolidated with those of Atlantic.

On March 23, 2010, the Company concluded that Aristo is a variable interest entity under FASB ASC 810-10-25 and is therefore subject
to consolidation with the Company beginning fiscal year 2007 under the guidance applicable to variable interest entities.

Aristo is engaged in the marketing, selling and servicing of computer products and accessories including semiconductors, LCD products,
mass storage devices, consumer electronics, computer peripherals and electronic components for different generations of computer related
products. In addition to Samsung-branded products, Aristo sells Hynix, Micron, Elpida, Qimonda, Lexar, Dane-Elec, Elixir, SanDisk and
Winbond branded products. Aristo will provide value-added services to its products and resell it to its customers.

On December 14, 2010, the Company set up a wholly-owned subsidiary, ACL International Holdings Limited ( ACL Holdings ) in Hong
Kong. On December 17, 2010 the Company restructured the group; the Company s wholly owned subsidiary, Atlantic, was transferred to become
a wholly owned subsidiary of ACL Holdings, therefore Atlantic become an indirect wholly-owned subsidiary of the Company. The restructuring
has no effect on the Company s financial statements.
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As of September 30, 2011, ACL had more than 150 customers in Hong Kong and Southern China.

ACL is in the mature stage of operations. As a result, the relationships between sales, cost of sales, and operating expenses reflected in the
financial information included in this document to a large extent represent future expected financial relationships. Many of the cost of sales and
operating expenses reflected in our financial statements are recurring in nature.

Overview
Net sales

In the three months ended September 30, 2011 ( third quarter of 2011 ), some of our customers have struggled to compete with the market
dominancy of Apple s smartphones and tablets (Apple accounted for 18.4% of smartphone shipments in the second quarter of 2011 and is
expected to account for 74% of tablet shipments in 2011  IHS iSuppli). Macro economic conditions, particularly in Europe and the United
States, have forced many of our customers to switch from export strategies to focus on the domestic PRC market. This has led to temporarily
reduced demand for NAND Flash from some of our customers, although the NAND Flash market otherwise remains strong. Net sales for the
three months ended September 30, 2011 were $74,014,267, 27.6% down from $102,295,056 for the three months ended September 30, 2010
( third quarter of 2010 ).

Following difficult selling conditions in the second quarter (due to global macro economic conditions and the March 11 Japan
earthquake), we endeavored to negotiate more favorable purchasing prices from our suppliers. A better offering price was achieved at the
beginning of the third quarter contributing to a reduction in the cost of sales. Cost of sales decreased by 30.6% from $101,344,423 in the third
quarter of 2010 to $70,292,329 in the third quarter of 2011. This led to an increase in gross profit margin from 0.9% in the third quarter of 2010
to 5.0% in the third quarter of 2011. Overall the Company achieved gross profit of $3,721,938 in the third quarter 2011, up 291.5% from
$950,633 in the third quarter of 2010.

Net income for the third quarter of 2011 was $1,918,239, up $1,994,975 from the deficit of $76,736 in the third quarter of 2010.

Furthermore, the Company s results in the third quarter mark a significant improvement over the second quarter results. We believe both
quarters represent irregular performances as a result of volatility in our market but that over longer time periods the market remains favorable;
for the nine months ended September 30, 2011, the Company has achieved gross profit of $5,320,181. We anticipate market volatility to persist
into the fourth quarter and for our annual results to be stable.

Cost of sales

Cost of sales consists of costs of goods purchased from Samsung, and purchases from other Samsung authorized distributors. Many
factors affect our gross margin, including, but not limited to, the volume of production orders placed on behalf of its customers, the
competitiveness of the memory products industry and the availability of cheaper Samsung memory products from overseas Samsung distributors
due to regional demand and supply situations. Nevertheless, our procurement operations are supported by Samsung pursuant to a distributorship
agreement between the Company and Samsung. Our cost of goods, as a percentage of total revenues, amounted to approximately 95.0% for the
three months ended September 30, 2011 and approximately 99.1% for the three months ended September 30, 2010. This 4.1% reduction in cost
of goods was due to the renegotiation of a more favorable purchasing price from our suppliers and a reduction in sales turnover to some of our
customers.

Operating expenses

Our operating expenses for the three months ended September 30, 2011 and 2010 consisted of sales and marketing and general and
administrative expenses only.

Sales and marketing expenses consisted primarily of costs associated with advertising and marketing activities.
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General and administrative expenses include all corporate and administrative functions that serve to support our current and future
operations and provide an infrastructure to support future growth. Major items in this category include management and staff salaries,
rent/leases, professional services, and travel and entertainment. We expect these expenses to increase as a result of increasing legal and
accounting fees anticipated in connection with our compliance with ongoing reporting and accounting requirements of the Securities and
Exchange Commission and as a result of anticipated expansion by the Company of its business operations. Sales and marketing expenses are
expected to fluctuate as a percentage of sales due to the addition of sales personnel and various marketing activities planned throughout the year.

Interest expense, including finance charges, relates primarily to the Company s short-term and long-term bank borrowings.

Results of Operations

Three Months Ended Nine Months Ended
September 30, September 30, September 30, September 30,

2011 2010 2011 2010
Net sales $ 74,014,267 $ 102,295,056 $ 295,783,014 $ 290,838,409
Cost of sales 70,292,329 101,344,423 290,462,833 285,129,901
Gross profit 3,721,938 950,633 5,320,181 5,708,508
Operating expenses
Selling 22918 25,521 83,408 78,909
General and administrative 1,493,833 964,455 4,303,609 3,145,044
Income (loss) from operations 2,205,187 (39,343) 933,164 2,484,555
Other expenses (89,526) (64,300) (180,047) (169,056)
Income before income taxes provision 2,115,661 (103,643) 753,117 2,315,499
Income taxes provision (reversal) 197,422 (26,907) 197,422 357,364
Net income (loss) $ 1,918,239 $ (76,736)  $ 555,695 $ 1,958,135
Earnings per share - basic and diluted $ 007 $ $ 002 $ 0.07
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Unaudited Comparisons for Three and Nine Months ended September 30, 2011 to the Three and Nine Months Ended September 30,
2010

Net Sales

The following table presents our net sales for the three and nine months ended September 30, 2011 and 2010, respectively:

Three Months Ended September 30 Nine Months Ended September 30,
2011 2010 % Change 2011 2010 % Change
$ 74,014,267  $ 102,295,056 -27.6% $ 295,783,014  $ 290,838,409 1.7%

Net sales decreased by $28,280,789 or 27.6%, from $102,295,056 for the three months ended September 30, 2010 to $74,014,267 in the
three months ended September 30, 2011. This decrease in net sales was mainly due to a decrease in demand from our customers.

For the nine months ended September 30, 2011 net sales increased by $4,944,605 or 1.7%, from $290,838,409 in the nine months ended
September 30, 2010 to $295,783,014. This increase in net sales was mainly due to an increase in sales volume to the PRC market.

Cost of sales

The following table presents our cost of sales for the three and nine months ended September 30, 2011 and 2010, respectively:

Three Months Ended September 30 Nine Months Ended September 30,
2011 2010 % Change 2011 2010 % Change
$ 70,292,329 $ 101,344,423 -30.6% $ 290,462,833  § 285,129,901 1.9%

Cost of sales decreased by $31,052,094, or 30.6%, from $101,344,423 for the three months ended September 30, 2010 to $70,292,329 for
the three months ended September 30, 2011. This decrease in cost of sales was mainly due to more favorable purchasing price from our
suppliers and a reduction in sales turnover to some of our customers.

For the nine months ended September 30, 2011, cost of sales increased by $5,332,932 or 1.9% as compared to the nine months ended
September 30, 2010. This increase in cost of sales was mainly due to an increase in sales volume and higher cost of sales to us.

Gross Profit

The following table presents our gross profit for the three and nine months ended September 30, 2011 and 2010, respectively:

Three Months Ended September 30 Nine Months Ended September 30,
2011 2010 % Change 2011 2010 % Change
$ 3,721,938 § 950,633 291.5% $ 5,320,181  § 5,708,508 -6.8%

Gross profit increased by $2,771,305, or 291.5%, from $950,633 for the three months ended September 30, 2010 to $3,721,938 for the
three months ended September 30, 2011. The increase in gross profit was mainly due to the favorable purchasing price causing a higher profit
margin.

For the nine months ended September 30, 2011, gross profit decreased by $388,327 or 6.8% from $5,708,508 for the nine months ended

September 30, 2010 to $5,320,181. This decrease in gross profit was mainly due to decreases in average selling prices caused by high inventory
levels and weakened demand caused by to macro economic conditions.
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Sales and Marketing Expenses
The following table presents the sales and marketing expenses for the three and nine months ended September 30, 2011 and 2010,

respectively:

Three Months Ended September 30 Nine Months Ended September 30,
2011 2010 % Change 2011 2010 % Change

$ 22918  § 25,521 -102% $ 83,408 § 78,909 5.7%
For the three months ended September 30, 2011, sales and marketing expenses decreased $2,603, or 10.2%, as compared to the three
months ended September 30, 2010. This decrease was directly attributable to the decrease in sales volume.

For the nine months ended September 30, 2011, sales and marketing expenses increased by $4,499 or 5.7%, from $78,909 for the nine
months ended September 30, 2010 to $83,408. This increase was directly attributable to the increase in sales volume.

General and Administrative Expenses

The following table presents the general and administrative expenses for the three and nine months ended September 30, 2011 and 2010,
respectively:

Three Months Ended September 30 Nine Months Ended September 30,
2011 2010 % Change 2011 2010 % Change
$ 1,493833  $ 964,455 549% $ 4,303,609 $ 3,145,044 36.8%

For the three months ended September 30, 2011, general and administrative expenses increased $529,378, or 54.9%, as compared to the
three months ended September 30, 2010. For the nine months ended September 30, 2011, general and administrative expenses increased
$1,158,565 or 36.8%, from $3145,044 in the nine months ended September 30, 2010 to $4,303,609. These increases were principally attributable
to an increase in directors remuneration, although there were also increases in entertainment and depreciation expenses.

Income (Loss) from Operations

The following table presents the income (loss) from operations for the three and nine months ended September 30, 2011 and 2010,
respectively:

Three Months Ended September 30 Nine Months Ended September 30,
2011 2010 % Change 2011 2010 % Change
$ 2,205,187  § (39,343) 5705.0% $ 933,164 $ 2,484,555 -62.4%

Income from operations for the three months ended September 30, 2011 increased by $2,244,530, or 5705.0%, from loss of $39,343 for
the three months ended September 30, 2010 to income of $2,205,187. This increase in income from operations was mainly due to the factors
described above.

For the nine months ended September 30, 2011, income from operations decreased by $1,551,391 or 62.4%, from $2,484,555 for the nine
months ended September 30, 2010 to $933,164. This result was due to factors described above.

27

35



Edgar Filing: ACL SEMICONDUCTORS INC - Form 10-Q

PARTI FINANCIAL INFORMATION
ACL SEMICONDUCTORS INC. AND SUBSIDIARIES
Interest Income
The following table presents the interest income for the three and nine months ended September 30, 2011 and 2010, respectively:

Three Months Ended September 30 Nine Months Ended September 30,
2011 2010 % Change 2011 2010 % Change

$ 667 % 569 172% $ 1,564  $ 854 83.1%

For the three months ended September 30, 2011, interest income increased $98, or 17.2%, as compared to the three months ended
September 30, 2010. For the nine months ended September, 2011, interest income increase $710, or 83.1%, as compared to the nine months
ended September 30, 2010. These increases were due to an increase in the Company s average bank balance when compared to the same period
in 2010.

Interest Expense

The following table presents the interest expense for the three and nine months ended September 30, 2011 and 2010, respectively:

Three Months Ended September 30 Nine Months Ended September 30,
2011 2010 % Change 2011 2010 % Change
$ 162,751  $ 105,399 544% $ 372,628 % 311,268 19.7%

For the three months ended September 30, 2011, interest expense increased by $57,352 or 54.4%, from $105,399 in the three months
ended September 30, 2010 to $162,751.

For the nine months ended September 30, 2011, interest expense increased by $61,360 or 19.7%, from $311,268 in the nine months ended
September 30, 2010 to $372,628. These increases were mainly due to an increase in interest for payments during 2011.

Net Income on Cash Flow Hedge
The following table presents the net income on cash flow hedges for the three and nine months ended September 30, 2011 and 2010,

respectively:

Three Months Ended September 30 Nine Months Ended September 30,
2011 2010 % Change 2011 2010 % Change

$ $ $ $ 15,410 -100.0%
There were no currency hedging contracts held by the company for the three months ended September 30, 2011 and September 30, 2010.

For the nine months ended September 30, 2011, net income from cash flow hedging decreased by $15,410 or 100%, as compared to the
nine months ended September 30, 2010. This decrease was due to all of the Company s currency hedging contracts reaching maturity in the first
quarter of 2010.

Income Tax Provision

The following table presents the income tax provision for the three and nine months ended September 30, 2011 and 2010, respectively:
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Three Months Ended September 30 Nine Months Ended September 30,
2011 2010 % Change 2011 2010 % Change
197,422  $ (26,907) 833.7% $ 197,422  $ 357,364 -44.8%
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Income tax provision increased by $224,329 or 833.7% from reverse $26,907 for the three months ended September 30, 2010 to provision
$197,422 for the three months ended September 30, 2011. This increase was due to an increase in estimated Hong Kong taxes payable by
Atlantic.

For the nine months ended September 30, 2011, income tax provision decreased by $159,942 or 44.8%, as compared to the nine months
ended September 30, 2010. This decrease was due to a decrease in the estimated Hong Kong taxes payable by Atlantic.

Liquidity and Capital Resources

Our principal sources of liquidity have been cash from operations, bank lines of credit and credit terms from suppliers. Our principal uses
of cash have been for operations and working capital. We anticipate these uses will continue to be our principal uses of cash in the future.

As of September 30, 2011, we had revolving lines of credit and loan facilities in the aggregate amount of $19,276,503, of which
$1,848,272 was available for drawdown as short-term loans repayable within 90 days. Detailed disclosures on credit facilities are made in Note 8
and Note 9 of Notes to the Condensed Consolidated Financial Statements (Unaudited) for the quarter ended September 30, 2011, including the
amounts of facilities, outstanding balances, maturity date, and pledges of assets.

Our ability to draw down under our various credit and loan facilities is, in each case, subject to the prior consent of the relevant lending
institution to make advances at the time of the requested advance and each facility (other than with respect to certain long term mortgage loans)
is payable within 90 days of drawdown. As a result of the general tightening of credit markets in Hong Kong and Asia, many lenders have
revised the terms of their revolving credit lines to levels we did not deem commercially reasonable. Accordingly, on a case by case basis, we
may elect to terminate or not renew several of our credit facilities resulting in significant reduction in our available short term borrowings.

To address the reduction in available credit facilities, we are relying on our own cash reserves and cash flows from operations to fund our
ongoing operations and have tightened the credit terms we extend to our customers. As a result, the Company does not expect that the reduction
in available credit facilities is going to have a materially adverse impact upon our operations for the foreseeable future.

We will continue to seek additional sources of available financing on acceptable terms; however, there can be no assurance that we will be
able to obtain the necessary additional capital on a timely basis or on acceptable terms, if at all. In addition, if the results are negatively impacted
and delayed as a result of political and economic factors beyond management s control, our capital requirements may increase.

The short-term borrowings from banks to finance the cash flow required to finance the purchase of Samsung memory products from
Samsung must be made a day in advance of the release of goods from Samsung s warehouse before receiving payments from customers upon
physical delivery of such goods in Hong Kong which, in most instances, take approximately two days from the date of such delivery.

The following factors, among others, could have negative impacts on our results of operations and financial position: the termination or
change in terms of the Distributorship Agreement; pricing pressures in the industry; a continued downturn in the economy in general or in the
memory products sector; an unexpected decrease in demand for Samsung s memory products; our ability to attract new customers; an increase in
competition in the memory products market; and the ability of some of our customers to obtain financing.

Although we believe the expectations reflected in the forward-looking statements are reasonable, we cannot guarantee future results,
levels of activity, performance or achievements. We are under no duty to update any of the forward-looking statements after the date of this
report to conform them to actual results or to make changes in our expectations.
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Net Cash Provided by Operating Activities

In the nine months ended September 30, 2011, net cash provided by operating activities was $4,466,736 while in the nine months ended
September 30, 2010, net cash used for operating activities was $2,346,664, an increase of $6,813,400. This increase was primarily due to a
decrease of accounts receivable and accounts payable as of September 30, 2011.

Net Cash Used for Investing Activities

For the nine months ended September 30, 2011, net cash used for investing activities was $6,349,337 while in the nine months ended
September 30, 2010, net cash used for investing activities was $1,123,833, an increase in cash used of $5,225,504. This increase was primarily
due to the increase of amount due from Aristo / Mr. Yang and purchase of property and fixed assets as of September 30, 2011.

Net Cash Provided by Financing Activities

In the nine months ended September 30, 2011, net cash provided by financing activities was $1,764,303 while in the nine months ended
September 30, 2010, net cash provided by financing activities was $1,984,538, a decrease of $220,235. This increase was due to the increase of
bank borrowing for purchase of property and tax loan as of September 30, 2011 offset by the decrease in bank lines of credit and notes payable.

Principles of Consolidation

The consolidated financial statements of ACL Semiconductors Inc. include the accounts of Atlantic Components Ltd., a Hong Kong
subsidiary, ACL Holdings International Ltd., a Hong Kong subsidiary, Alpha Perform Technology Limited, a BVI subsidiary, and Aristo
Technologies Ltd., a Hong Kong company, a variable interest entity deemed to be a subsidiary. All significant inter-company transactions and
balances are eliminated in consolidation.

Critical Accounting Policies

The U.S. Securities and Exchange Commission ( SEC ) recently issued Financial Reporting Release No. 60, Cautionary Advice Regarding
Disclosure About Critical Accounting Policies ( FRR 60 ), suggesting companies provide additional disclosure and commentary on their most
critical accounting policies. In FRR 60, the SEC defined the most critical accounting policies as the ones that are most important to the portrayal
of a company s financial condition and operating results, and require management to make its most difficult and subjective judgments, often as a
result of the need to make estimates of matters that are inherently uncertain. Based on this definition, our most critical accounting policies
include: inventory valuation, which affects cost of sales and gross margin; policies for revenue recognition, allowance for doubtful accounts, and
stock-based compensation. The methods, estimates and judgments we use in applying these most critical accounting policies have a significant
impact on the results we report in our consolidated financial statements.

Revenue Recognition

The Company derives revenues from resale of computer memory products. The Company recognizes revenue in accordance with the ASC
605 Revenue Recognition . Under ASC 605, revenue is recognized when there is persuasive evidence of an arrangement, delivery has occurred
or services are rendered, the sales price is determinable, and collectability is reasonably assured. Revenue typically is recognized at time of
shipment. Sales are recorded net of discounts, rebates, and returns, which historically were not material.

Inventory Valuation

Our policy is to value inventories at the lower of cost or market on a part-by-part basis. In addition, we write down unproven, excess and
obsolete inventories to net realizable value. This policy requires us to make a number of estimates and assumptions including market and
economic conditions, product lifecycles and forecast demand for our product to value our inventory. To the extent actual results differ from
these estimates and assumptions, the balances of reported inventory and cost of products sold will change accordingly. Since Aristo supplies
different generations of computer related products, older generation products will sell more slowly owing to lower market demand. According to
the management experience and estimation of the actual market situation, old generation products carrying on hand for ten years will have no
re-sell value. Therefore, these inventories on hand over ten years will be written off by Aristo immediately.
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Allowance for Doubtful Accounts.

We maintain an allowance for doubtful accounts for estimated losses resulting from the inability of our customers to make required
payments. Our allowance for doubtful accounts is based on our assessment of the collectability of specific customer accounts, the aging of
accounts receivable, our history of bad debts, and the general condition of the industry. If a major customer s credit worthiness deteriorates, or
our customers actual defaults exceed our historical experience, our estimates could change and impact our reported results.

New Accounting Pronouncements

In 2010, the FASB issued ASC Update ( ASU ) No.2010-21, Accounting for Technical Amendments to Various SEC Rules and Schedules.
This update amends various SEC paragraphs in the FASB Accounting Standards Codification pursuant to SEC Final Rule, Technical
Amendments to Rules Forms, Schedules and Codification of Financial Reporting Policies . The adoption of this update did not have any material
impact on the Company s financial statements.

In 2010, the FASB issued ASC Update ( ASU ) No.2010-22, Accounting for Various Topics. This update amends various SEC paragraphs
in the FASB Accounting Standards Codification based on external comments received and the issuance of Staff Accounting Bulletin (SAB) No.
112 which amends or rescinds portion of certain SAB topics. SAB 112 was issued to existing SEC guidance into conformity with ASC 805
Business Combination and ASC 810 Consolidation . The adoption of this update did not have any material impact on the Company s financial
statements.

In December 2010, the FASB issued ASU 2010-28 an accounting pronouncement related to intangibles goodwill and other ( FASB ASC
Topic 350 ), which requires a company to consider whether there are any adverse qualitative factors indicating that an impairment may exist in
performing step 2 of the impairment test for reporting units with zero or negative carrying amounts. The provisions for this pronouncement are
effective for fiscal years, and interim periods within those years, beginning after December 15, 2010, with no early adoption. We will adopt this
pronouncement for our fiscal year beginning July 1, 2011. The adoption of this pronouncement is not expected to have a material impact on our
consolidated financial statements.

In December 2010, the FASB issued ASU 2010-29 an accounting pronouncement related to business combinations ( FASB ASC Topic
815 ), which specifies that if a public entity presents comparative financial statements, the entity should disclose revenue and earnings of the
combined entity as though the business combination(s) that occurred during the current year had occurred as of the beginning of the comparable
prior annual reporting period only. It also expands the supplemental pro forma disclosures under Topic 805 to include a description of the nature
and amount of material, nonrecurring pro forma adjustments directly attributable to the business combination included in the reported pro forma
revenue and earnings. The amendments in this Update are effective prospectively for business combinations for which the acquisition date is on
or after the beginning of the first annual reporting period beginning on or after December 15, 2010. Early adoption is permitted. The adoption of
this pronouncement is not expected to have a material impact on our consolidated financial statements.

In April 2011, the FASB issued ASU 2011-02, Receivable (Topic 310) A Creditor s Determination of Whether a Restructuring is a
Troubled Debt Restructuring , which clarifies when creditors should classify loan modifications as troubled debt restructurings. The guidance is
effective for interim and annual periods beginning on or after June 15, 2011, and applies retrospectively to restructurings occurring on or after
the beginning of the year. The guidance on measuring the impairment of a receivable restructured in a troubled debt restructuring is effective on
a prospective basis. A provision in ASU 2011-02 also supersedes the FASB s deferral of the additional disclosures about troubled debt
restructurings as required by ASU 2010-20. The adoption of ASU 2011-02 is not expected to have a material impact on the Company s financial
condition or results of operations.

In April 2011, the FASB issued ASU 2011-03, Transfers and Servicing (Topic 860), Consideration of Effective Control on Repurchase
Agreements, which deals with the accounting for repurchase agreements and other agreements that both entitle and obligate a transferor to
repurchase or redeem financial assets before their maturity. ASU 2011-03 changes the rules for determining when these transactions should be
accounted for as financings, as opposed to sales. The guidance in ASU 2011-03 is effective for the first interim or annual period beginning on or
after December 15, 2011. The guidance should be applied prospectively to transactions or modifications of existing transactions that occur on or
after the effective date. Early adoption is not permitted.
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The adoption of ASU 2011-03 is not expected to have a material impact on the Company s financial condition or results of operation.

In May 2011, the FASB issued ASU 2011-04, Fair Value Measurement (Topic 820): Amendments to Achieve Common Fair Value
Measurement and Disclosure Requirements in U.S. GAAP and International Financial Reporting Standards ( IFRS ). ASU 2011-04 clarifies some
existing concepts, eliminates wording differences between U.S. GAAP and IFRS, and in some limited cases, changes some principles to achieve
convergence between U.S. GAAP and IFRS. ASU 2011-04 results in a consistent definition of fair value and common requirements for
measurement of and disclosure about fair value between U.S. GAAP and IFRS. ASU 2011-04 also expands the disclosures for fair value
measurements that are estimated using significant unobservable (Level 3) inputs. ASU 2011-04 will be effective for the Company beginning
after December 15, 2011. The Company does not expect the adoption of ASU 2011-04 to have a material effect on its operating results or
financial position.

In June 2011, the Financial Accounting Standard Board ( FASB ) issued Accounting Standard Update ( ASU ) 2011-05, Comprehensive
Income (Topic 220) Presentation of Comprehensive Income, which requires an entity to present the total of comprehensive income, the
components of net income, and the components of other comprehensive income either in a single continuous statement of comprehensive
income, or in two separate but consecutive statements. ASU 2011-05 eliminates the option to present components of other comprehensive
income as part of the statement of equity. ASU 2011-05 will be effective for the Company beginning after December 15, 2011. The Company
does not expect the adoption of ASU 2011-05 to have a material effect on its operating results or financial position but is evaluating the format
revision on the presentation of comprehensive income.

The FASB has issued Accounting Standards Update (ASU) No. 2011-08, Intangibles-Goodwill and Other (Topic 350): Testing Goodwill
for Impairment. ASU 2011-08 is intended to simplify how entities, both public and nonpublic, test goodwill for impairment. ASU 2011-08
permits an entity to first assess qualitative factors to determine whether it is more likely than not that the fair value of a reporting unit is less than
its carrying amount as a basis for determining whether it is necessary to perform the two-step goodwill impairment test described in Topic 350,
Intangibles-Goodwill and Other. The more-likely-than-not threshold is defined as having a likelihood of more than 50%.

ASU 2011-08 is effective for annual and interim goodwill impairment tests performed for fiscal years beginning after December 15, 2011.
Early adoption is permitted, including for annual and interim goodwill impairment tests performed as of a date before September 15, 2011, if an
entity s financial statements for the most recent annual or interim period have not yet been issued or, for nonpublic entities, have not yet been
made available for issuance.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

We are a smaller reporting company as defined by Rule 12b-2 of the Exchange Act and are not required to provide the information
required under this item.

Item 4. Controls and Procedures

(a) Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed by us in reports that
we file or submit under the Securities Exchange Act of 1934, as amended (the Exchange Act ), is recorded, processed, summarized and reported
within the time periods specified in the Securities and Exchange Commission (SEC) rules and forms, and that such information is accumulated
and communicated to our management, including our Chief Executive Officer ( CEO ) and Chief Financial Officer ( CFO ), as appropriate, to
allow timely decisions regarding required disclosure.

Limitations on the Effectiveness of Disclosure Controls. In designing and evaluating the Company s disclosure controls and procedures,
management recognized that disclosure controls and procedures, no matter how well conceived and operated, can provide only reasonable, not
absolute, assurance that the objectives of the disclosure controls and procedures are met. Additionally, in designing disclosure controls and
procedures, Company management necessarily was required to apply its judgment in evaluating the cost-benefit relationship
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of possible disclosure controls and procedures. The design of any disclosure controls and procedures also is based in part upon certain
assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated goals under
all potential future conditions.

Evaluation of Disclosure Controls and Procedures. The Company s CEO and CFO have evaluated the effectiveness of the design and
operation of the Company s disclosure controls and procedures as defined in Exchange Act Rules 13a-15(e) and 15d-15(e) as of September 30,
2011, and based on this evaluation, the Company s principal executive and financial officers have concluded that the Company s disclosure
controls and procedures were not effective to ensure that material information is recorded, processed, summarized and reported by management
of the Company on a timely basis in order to comply with the Company s disclosure obligations under the Exchange Act and the rules and
regulations promulgated thereunder. The Company s principal executive and financial officer s conclusion regarding the Company s disclosure
controls and procedures is based on management s conclusion that the Company s internal control over financial reporting are ineffective, based
on their evaluation as described in the Company s annual report on Form 10-K for the fiscal year ended December 31, 2010 which discloses the
following material weaknesses:

Company-level controls. We did not maintain effective company-level controls as defined in the Internal Control Integrated Framework
published by COSO. These deficiencies related to each of the five components of internal control as defined by COSO (control environment,
risk assessment, control activities, information and communication, and monitoring). These deficiencies resulted in more than a remote
likelihood that a material misstatement of our annual or interim financial statements would not be prevented or detected. Specifically,

Our control environment did not sufficiently promote effective internal control over financial reporting throughout our organizational
structure, and this material weakness was a contributing factor to the other material weaknesses described in this Item 4;

Our board of directors has not established adequate financial reporting monitoring activities to mitigate the risk of management override,
specifically:

no formally documented financial analysis was presented to our board of directors, specifically fluctuation, variance, trend analysis
or business performance reviews;

an effective whistleblower program had not been established;

there was insufficient oversight of external audit specifically related to fees, scope of activities, executive sessions, and monitoring of
results;

there was insufficient oversight of accounting principle implementation;

there was insufficient review of related party transactions; and

there was insufficient review of recording of stock transactions.
We did not maintained sufficient competent evidence to support the effective operation of our internal controls over financial reporting,
specifically related to our board of directors oversight of quarterly and annual SEC filings; and management s review of SEC filings,

journal entries, account analyses and reconciliations, and critical spreadsheet controls;

We had inadequate risk assessment controls, including inadequate mechanisms for anticipating and identifying financial reporting risks;
and for reacting to changes in the operating environment that could have a material effect on financial reporting;

There was inadequate communication from management to employees regarding the general importance of controls and employees duties
and control responsibilities;

We had inadequate monitoring controls, including inadequate staffing and procedures to ensure periodic evaluations of internal controls to
ensure that appropriate personnel regularly obtain evidence that controls are functioning effectively and that identified control deficiencies
are remediated timely;

We had an inadequate number of trained finance and accounting personnel with appropriate expertise in U.S. generally accepted
accounting principles. Accordingly, in certain circumstances, an effective
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secondary review of technical accounting matters was not performed;

We had inadequate controls over our management information systems related to program changes, segregation of duties, and access
controls;

We had inadequate access and change controls over end-user computing spreadsheets. Specifically, our controls over the completeness,
accuracy, validity and restricted access and review of certain spreadsheets used in the period-end financial statement preparation and
reporting process were not designed appropriately or did not operate as designed; and

We were unable to assess effectiveness of our internal control over financial reporting in a timely matter.

Financial statement preparation and review procedures. We had inadequate policies, procedures and personnel to ensure that accurate,
reliable interim and annual consolidated financial statements were prepared and reviewed on a timely basis. Specifically, we had insufficient: a)
levels of supporting documentation; b) review and supervision within the accounting and finance departments; c) preparation and review of
footnote disclosures accompanying our financial statements; and d) technical accounting resources. These deficiencies resulted in errors in the
financial statements and more than a remote likelihood that a material misstatement of our annual or interim financial statements would not be
prevented or detected. In addition, as discussed in Note 2 of Notes to the Condensed Consolidated Financial Statements (Unaudited) of this
Form 10-Q, we determined that Aristo Technologies Limited ( Aristo ), a related party, is a variable interest entity under FASB ASC 810-10-25.
Consequently, we are consolidating the financial statements of Aristo with those of the Company for the period effective and are restating our
previously filed annual and interim financial statements in amended Form 10-Ks for years ended 2007 and 2008 to reflect the disclosure in
accordance with ASC 810-10-25.

Inadequate reviews of account reconciliations, analyses and journal entries. We had inadequate review procedures over account
reconciliations, account and transaction analyses, and journal entries. Specifically, deficiencies were noted in the following areas: a)
management review of supporting documentation, calculations and assumptions used to prepare the financial statements, including spreadsheets
and account analyses; and b) management review of journal entries recorded during the financial statement preparation process. These
deficiencies resulted in a more than a remote likelihood that a material misstatement of our annual or interim financial statements would not be
prevented or detected.

Inadequate controls over purchases and disbursements. We had inadequate controls over the segregation of duties and authorization of
purchases, and the disbursement of funds. These weaknesses increase the likelihood that misappropriation of assets and/or unauthorized
purchases and disbursements could occur and not be detected in a timely manner. These deficiencies resulted in errors in the financial statements
and in more than a remote likelihood that a material misstatement of our annual or interim financial statements would not be prevented or
detected. Specifically,

We had inadequate procedures and controls to ensure proper segregation of duties within our purchasing and disbursements processes and
accounting systems;

We had inadequate procedures and controls to ensure proper authorization of purchase orders; and
We had inadequate approvals for payment of invoices and wire transfers.
This quarterly report does not include an attestation report of our registered public accounting firm regarding internal control over

financial reporting. Management s report was not subject to attestation by our registered public accounting firm pursuant to temporary rules of
the SEC that permit us to provide only management s report in this quarterly report.
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As of September 30, 2011, we had not completed the remediation of any of these material weaknesses.

We are addressing the outstanding material weaknesses described above, as well as our control environment. We also expect to undertake
the following remediation efforts:

We plan on formalizing quarterly financial statement variance analysis of actual versus budget with relevant explanations of variances for
distribution to our board of directors.

We are in the process of developing, documenting, and communicating a formal whistleblower program to employees. We expect to post
the policy on the Company web site in the governance section and in the common areas in the office. We plan on providing a toll free
number for reporting complaints and will hire a specific third party whistleblower company to monitor the hotline and provide monthly
reports of activity to our board of directors.

Management intends to continue to provide SEC and US GAAP training for employees and retain external consultants with appropriate
SEC and US GAAP expertise to assist in financial statement review, account analysis review, review and filing of SEC reports, policy and
procedure compilation assistance, and other related advisory services.

We intend on developing an internal control over financial reporting evidence policy and procedures which contemplates, among other
items, a listing of all identified key internal controls over financial reporting, assignment of responsibility to process owners within the
Company, communication of such listing to all applicable personnel, and specific policies and procedures around the nature and retention
of evidence of the operation of controls.

We have restricted access to all financial modules. In order to mitigate the risks of management or other override, only authorized persons
have edit access to each. We will remove or add authorized personnel as appropriate to mitigate the risks of management or other override;
and

We have re-assign roles and responsibilities, and intend to continue improving segregation of duties.
These specific actions are part of an overall program that we are currently developing in an effort to remediate the material weaknesses
described above.

Attached as exhibits to this report are certifications of our CEO and CFO, which are required in accordance with Rule 13a-14 of Securities
Exchange Act of 1934, as amended. The discussion above in this Item 4 includes information concerning the controls and controls evaluation
referred to in the certifications and those certifications should be read in conjunction with this Item 4 for a more complete understanding of the
topics presented.

We are committed to improving our internal control processes and will continue to diligently review our internal control over financial
reporting and our disclosure controls and procedures. The failure to implement adequate controls may result in deficient and inaccurate reports
under the Exchange Act.

Changes in Internal Control over Financial Reporting

There have been no changes in our internal control over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f)
under the Exchange Act) during the quarter ended September 30, 2011 that have materially affected, or are reasonably likely to materially affect,
our internal control over financial reporting.
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Item 1.  Legal Proceedings
None

Item 2.  Unregistered Sales of Equity Securities and Use of Proceeds
On August 8, 2011, the company issued 145,500 restricted common shares for cash in a private placement at $0.39 per share. Total cash
proceed $56,745 was raised for working capital. The Company relied on the exemption from registration provided in Regulation S
promulgated under the Securities Act of 1933.

Item 3.  Defaults Upon Senior Securities
None

Item 4. (Removed and Reserved)

Item 5. Other Information

None
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Item 6. Exhibits

Exhibits:
31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
322 Certification by Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

*101.INS XBRL Instance Document
*101.SCH XBRL Taxonomy Extension Schema Document
*101.CAL XBRL Taxonomy Extension Calculation Linkbase Document
*101.DEF XBRL Taxonomy Extension Definition Linkbase Document.
*101.LAB XBRL Taxonomy Extension Label Linkbase Document
*101.PRE XBRL Taxonomy Extension Presentation Linkbase Document
* Furnished herewith. Pursuant to Rule 406T of Regulation S-T, the Interactive Data Files on Exhibit 101 hereto are deemed not filed or part
of any registration statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933, are deemed not filed for

purposes of Section 18 of the Securities and Exchange Act of 1934, and otherwise are not subject to liability under those sections.
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Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf
by the undersigned, thereunto duly authorized.

ACL SEMICONDUCTORS INC.

Date: November 14, 2011 By: /s/Chung-Lun Yang

Chung-Lun Yang
Chief Executive Officer

Date: November 14, 2011 By: /s/Kun Lin Lee

Kun Lin Lee
Chief Financial Officer
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