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ITEM 1. FINANCIAL STATEMENTS.

ACL SEMICONDUCTORS INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS
As of As of
June 30, 2005 December
(Unaudited) 2004
Current assets:

Cash and cash equivalents $ 828,734 $ 51

Restriced cash 1,025,641

Accounts receivable, net of allowance

for doubtful accounts of $0 for 2005 and 2004 1,628,252 1,08
Accounts receivable, related parties 3,249,777 4,72
Loan receivable, related party 288,983 93
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Inventories, net
Other current assets

Total current assets

PROPERTY, EQUIPMENT AND IMPROVEMENTS, net of
accumulated depreciation and amortization

ACQUISITION DEPOSITS
OTHER DEPOSITS

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

ACL SEMICONDUCTORS INC.
CONDENSED CONSOLIDATED BALANCE SHEETS (CONTINUED)

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES:
Accounts payable
Accrued expenses
Loan payable, related party
Lines of credit and notes payable
Current portion of long-term debt
Convertible note payabe, net of unamortized discount of
$0 and $150,000 for 2005 and 2004
Due to stockholders for converted pledged collateral
Income tax payable
Other current liabilities

Total current liabilities

Long-term debt, less current portion

Total liabilities
COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS' EQUITY:
Common stock - $0.001 par value, 50,000,000 shares
authorized, 27,829,936 in 2004 and 2003 issued

and outstanding

2,059,325
101,206

9,181,918

52,176

1,000,000
350,000

As of
June 30, 2005
(Unaudited)

$ 5,376,813
287,167
327,919

3,537,759
207,337

150,000
112,385

124,619
21,237

27,830
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Additional paid in capital
Amount due from stockholder/director
Accumulated deficit

Total stockholders' equity

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

ACL SEMICONDUCTORS INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)

NET SALES:
Related parties
Other
Less discounts to customers

COST OF SALES

GROSS PROFIT
OPERATING EXPENSES:
Selling
General and administrative
INCOME (LOSS) FROM OPERATIONS
OTHER INCOME (EXPENSES) :
Interest expense
Gain on disposal of property and equipment
Miscellaneous

INCOME (LOSS) BEFORE INCOME TAXES

INCOME TAXES

NET INCOME (LOSS)

3,360,405
(98,638)
(2,890,661)

THREE MONTHS ENDED

JUNE 30,
2005

$ 7,882,140
18,674,004
(55,530)

26,500,614

26,250,016

250,598

100,177
456,764

(306,343)

(46,022)

(354,180)

(56,815)

JUNE 30,
2004

$ 11,951,269
21,352,937
(19,839)

33,284,367

32,793,791

490,576

11,148
517,495

(38,067)

(94,674)
128
(4,324)

(136,937)

(26,332)
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LOSS PER SHARE - BASIC AND DILUTED S (0.01) $ (0.00) $

WEIGHTED AVERAGE NUMBER OF SHARES - BASIC AND DILUTED 27,829,936 27,829,936 27,

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

ACL SEMICONDUCTORS INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
(UNAUDITED)

June
20
Cash flows provided by (used for) operating activities:
Net income (loss) $ (1
ADJUSTMENTS TO RECONCILE NET INCOME TO NET
CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES:
Depreciation and amortization
Bad debts
Change in inventory reserve
Gain on disposal of property and equipment
Interest expense from discount amortization of convertible note payable
Non-cash compensation to shareholder/director
CHANGES IN ASSETS AND LIABILITIES:
(INCREASE) DECREASE IN ASSETS
Accounts receivable - other (5
Accounts receivable - related parties 1,4
Inventories (€
Other current assets (
INCREASE (DECREASE) IN LIABILITIES
Accounts payable 3
Accrued expenses (1
Income tax payable (
Other current liabilities
Total adjustments 5
Net cash provided by operating activities 4
CASH FLOWS PROVIDED BY (USED FOR) INVESTING ACTIVITIES:
Loans to stockholders
Increase of restricted cash (1,0
Cash receipts for loan repayments by related party 6

Repayments from related party
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Proceeds received from sale of fixed assets
Purchases of property, equipment and improvements

Net cash used for investing activities (3

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

ACL SEMICONDUCTORS INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
(UNAUDITED)

Six Mon
June 30,
2005
CASH FLOWS PROVIDED BY (USED FOR) FINANCING ACTIVITIES:
Proceeds on lines of credit and
notes payable 68,127
Principal payments on long-term debt (104,295)
Borrowings from related party 414,195
Repayments to related party (86,276)
Net cash provided by (used for) financing activities 291,751
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 316,186
CASH AND CASH EQUIVALENTS, beginning of the period 512,548
CASH AND CASH EQUIVALENTS, end of the period $ 828,734
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Interest paid $ 43,210
Income tax paid $ 29,930

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

ACL SEMICONDUCTORS INC.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

BASIS OF PRESENTATION AND NATURE OF BUSINESS OPERATIONS
BASIS OF PRESENTATION

The condensed consolidated financial statements include the financial

statements of ACL Semiconductors 1Inc. and 1its subsidiaries, Atlantic
Components Ltd. and Alpha Perform Technology Limited (collectively, "ACL"
or the "Company"). The accompanying unaudited condensed consolidated

financial statements have been prepared in accordance with the instructions
to Form 10-Q and do not include all of the information and footnotes
required by accounting principles generally accepted in the United States
of America for complete consolidated financial statements. These condensed
consolidated financial statements and related notes should be read in
conjunction with the Company"s audited financial statements for the fiscal
years ended December 31, 2004, 2003 and 2002 filed in the Form 10-K filed
by the Company on April 14, 2005. 1In the opinion of management, these
condensed consolidated financial statements reflect all adjustments which
are of a normal recurring nature and which are necessary to present fairly
the consolidated financial position of ACL as of June 30, 2005 and December
31, 2004, and the results of operations for the three-month and six-month
periods ended June 30, 2005 and 2004 and the cash flows for the six-month
periods ended June 30, 2005 and 2004. The results of operations for the
three months and six months ended June 30, 2005 are not necessarily
indicative of the results, which may be expected for the entire year. All
significant intercompany accounts and transactions have been eliminated in
preparation of the condensed consolidated financial statements.

NATURE OF BUSINESS OPERATIONS

ACL Semiconductors Inc. ("Company" or "ACL") was incorporated under the
State of Delaware on September 17, 2002. Through a reverse—-acquisition of
Atlantic Components Ltd., a Hong Kong based company, effective September
30, 2003, the Company"s principal activities are distribution of electronic
components under the "Samsung" brandname which comprise DRAM and graphic
RAM, FLASH, SRAM and MASK ROM for the Hong Kong and Southern China markets.
Atlantic Components Ltd., its wholly owned subsidiary, was incorporated in
Hong Kong on May 30, 1991 with limited 1liability. 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 Jjurisdictions outside of Hong Kong. Effective January 1,
2004, the Company has ceased the operations of Alpha and all the related
activities are consolidated with those of Atlantic.

CURRENCY REPORTING

Amounts reported 1in the accompanying condensed consolidated financial

statements and disclosures are stated in U.S. Dollars, unless stated
otherwise. The functional currency of the Company"s subsidiaries, which
accounted for most of the Company"s operations, 1is reported in Hong Kong
dollars ("HKD"). Foreign currency transactions (outside Hong Kong) during

the period are translated into HKD according to the prevailing exchange
rate at the relevant transaction dates. Assets and liabilities denominated
in foreign currencies at the balance sheet dates are translated into HKD at
period-end exchange rates.

For the purpose of preparing these consolidated financial statements, the
financial statements of ACL reported in HKD have been translated into U.S.
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Dollars at US$1.00=HKD7.8, a fixed exchange rate maintained between the
United States and China.

6
EARNINGS (LOSS) PER COMMON SHARE
In accordance with 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. For the six
months ended June 30, 2005 and 2004, the Company has 2,121,641 and 581,000
shares of common stock equivalents upon conversion of the convertible note
payable Dbased on the quoted market price at the end of each reporting
years. The common stock equivalents for 2004 were excluded from the
computation of diluted loss per share as their effect it antidilutive.

RELATED PARTY TRANSACTIONS
TRANSACTIONS WITH MR. YANG

As of June 30, 2005 and December 31, 2004, the Company had an outstanding
receivable from Mr. Yang, the Company"s Chief Executive Officer, majority
shareholder and a director, totaling $98,638 and $102,936 representing
advanced compensation paid. These balances bear no interest and are payable
on demand.

For the three months ended June 30, 2005 and 2004, the Company recorded and
paid $50,000 and $23,077, respectively, to Mr. Yang, and for the six months
ended June 30, 2005 and 2004, the Company recorded $126,923 and 246,153,
respectively, to Mr. Yang as compensation to him.

During the three months ended June 30, 2005 and 2004, and six months ended
June 30, 2005 and 2004, the Company paid rent of $23,077, $23,077, $46,153
and $46,153, respectively, for Mr. Yang"s personal residency as additional
compensation.

TRANSACTIONS WITH CLASSIC ELECTRONICS LTD.

During the three months ended June 30, 2005 and 2004, and six months ended

June 30, 2005 and 2004, the Company sold $5,528,522, $10,030,831,
$16,758,892 and $18,317,761, respectively, of memory products to Classic
Electronics Ltd. ("Classic"). During the three months ended June 30, 2005
and 2004, and six months ended June 30, 2005 and 2004, the Company
purchased Samsung memory products sourced from other authorized
distributors of $2,702,305, $1,261,214, $3,765,066 and $2,042,947,
respectively, from Classic to satisfy part of its demand of insufficient

product supply from Samsung HK. The Company had outstanding accounts
receivable from Classic totaling $3,187,537 and $4,714,057, respectively,
as of June 30, 2005 and December 31, 2004. The Company has not experienced
any bad debt from this customer in the past. Pursuant to a written personal
guarantee agreement, Mr. Yang personally guarantees all the outstanding
accounts receivable from Classic up to $10 million of accounts receivable.

The Company leased one of its facilities and Mr. Yang"s personal residency
from Classic. Lease agreements for the one facility expire on November 30,
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2006 while the lease agreement for Mr. Yang"s personal residency expires on
March 31, 2008. Monthly lease payments for these 2 leases totaled $6,684.

The Company incurred and paid rent expense of ACL $21,028, $22,116, 43,144
and $44,231 to Classic during the three months ended June 30, 2005 and 2004
and the six months ended June 30, 2005 and 2004, respectively.

On December 31, 2004, the Company executed an agreement to purchase 100% of
Classic. On April 8 2005, the Company has made the determination to
postpone its acquisition of Classic Electronics Ltd. until the second half
of 2005. The decision has been agreed to by both entities.

Mr. Ben Wong, a director of the Company, 1is a director of Classic and a
99.9% shareholder of Classic. The remaining 0.1% of Classic is owned by a
non-related party.

TRANSACTIONS WITH ACL TECHNOLOGY PTE LTD.

In 2004, the Company loaned $318,983 to ACLT, which is classified as loans
receivable from related party. During the three months ended June 30, 2005,
this related party repaid $30,000 to the Company. The loan is unsecured,
bears no interest and a balance of $288,983 is outstanding as of June 30,
2005.

Mr. Ben Wong, a director of the Company, is a 99% shareholder of ACLT. The
remaining 1% of ACLT is owned by a non-related party.

TRANSACTIONS WITH KADATCO COMPANY LTD.

During the three months ended June 30, 2005 and 2004, and the six months
ended June 30, 2005 and 2004, the Company recognized $2,330,574, $16,000,
$2,472,194 and $166,152 from the sale of memory products to Kadatco Company
Ltd. ("Kadatco"), a company owned 100% by Mr. Yang. Outstanding accounts
receivable from Kadatco totaled $62,240 and $0 as of June 30, 2005 and
December 31, 2004. The Company has not experienced any bad debt from this
customer in the past.

During the three months ended June 30, 2005 and 2004, and the six months
ended June 30, 2005 and 2004, the Company purchased $0 and $0,
respectively, from Kadatco. As of June 30, 2005 and December 2004, there
were no outstanding accounts payable to Kadatco.

Mr. Yang is the sole beneficial owner of the equity interest of Kadatco.

TRANSACTIONS WITH RAMBO TECHNOLOGIES LTD.

During the three months ended June 30, 2005 and 2004, and the six months
ended June 30, 2005 and 2004, the Company sold $85, $950,412, $165,225 and

$2,945,945, respectively, to Rambo Technologies Ltd. ("Rambo"). Outstanding
accounts receivable totaled $0 and $0 as of June 30, 2005 and December 31,
2004. The Company has not experienced any bad debt from this customer in
the past.

During the three months ended June 30, 2005 and 2004, and the six months
ended June 30, 2005 and 2004, the Company purchased $451,804, $162,823,
$557,845 and $214,249, respectively, from Rambo Technologies Ltd.
("Rambo") . Outstanding accounts payable due to Rambo totaled $0 and $61,360
as of June 30, 2005 and December 31, 2004, respectively.
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Mr. Ben Wong, a director of the Company, is a 60% shareholder of Rambo. The
remaining 40% of Rambo is owned by a non-related party. Mr. Yang, the
Company"s Chief Executive Officer, majority shareholder and a director, is
a director of Rambo.

TRANSACTIONS WITH ARISTO COMPONENTS LTD.

During the three months ended June 30, 2005 and 2004, and the six months
ended June 30, 2005 and 2004, the Company sold $0,5%0, $0 and $90,
respectively, to Aristo Components Ltd. ("Aristo"). There was no
outstanding accounts receivable as of June 30, 2005 and December 31, 2004.
The Company has not experienced any bad debt from this customer in the
past.

During the three months ended June 30, 2005 and 2004, and the six months
ended June 30, 2005 and 2004, the Company purchased $0, $0, $0 and $500,
respectively, from Aristo. There are no outstanding accounts payable due to
Aristo as of June 30, 2005 and December 31, 2004, respectively.

Mr. Ben Wong, a director of the Company, 1is a 90% shareholder of Aristo.
The remaining 10% of Aristo is owned by a non-related party. Mr. Yang, the
Company"s Chief Executive Officer, majority shareholder and a director, is
a director of Aristo.

TRANSACTIONS WITH ATLANTIC NETCOM LTD.

During the three months ended June 30, 2005 and 2004, and the six months
ended June 30, 2005 and 2004, the Company sold $$0, $0, $1,652 and $0,
respectively, to Atlantic Netcom Ltd. ("Atlantic Netcom"). Outstanding
accounts receivable totaled $0 as of June 30, 2005 and December 31, 2004,
respectively. The Company has not experienced any bad debt from this
customer in the past.

Mr. Ben Wong, a director of the Company, is a 60% shareholder of Atlantic
Netcom. The remaining 40% of Atlantic Netcom is owned by a non-related
party. Mr. Yang, the Company"s Chief Executive Officer, majority

shareholder and a director, is a director of Atlantic Netcom.
TRANSACTIONS WITH SOLUTION SEMICONDUCTOR (CHINA) LTD.

During the three months ended June 30, 2005 and 2004, and the six months
ended June 30, 2005 and 2004, the Company sold $21,772, $0, $55,112 and $0,
respectively, to Solution Semiconductor (China) Ltd. ("Solution") .
Outstanding accounts receivable totaled $0 as of June 30, 2005 and December
31, 2004. The Company has not experienced any bad debt from this customer
in the past.

During the three months ended June 30, 2005 and 2004, and the six months
ended June 30, 2005 and 2004, the Company purchased $21,758, $0, $22,019
and $0, respectively, from Solution. There are no outstanding accounts
payable due to Solution as of June 30, 2005 and December 31, 2004.

Mr. Ben Wong, a director of the Company, 1is a 99% shareholder of Solution.
The remaining 1% of Solution is owned by a non-related party.

TRANSACTIONS WITH SYSTEMATIC INFORMATION LTD.

10
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During the three months ended June 30, 2005 and 2004, and the six months
ended June 30, 2005 and 2004, the Company sold $0, $954,026, $61,910 and
$1,359,984, respectively, to Systematic Information Ltd. ("Systematic") .
There are no outstanding accounts receivable due from Systematic as of June
30, 2005 and December 31, 2004. The Company has not experienced any bad
debt from this customer in the past.

During the three months ended June 30, 2005 and 2004, and the six months
ended June 30, 2005 and 2004, the Company purchased $0, $2,112, $0, and
$79,598, respectively, from Systematic. There are no outstanding accounts
payable due to Systematic as of June 30, 2005 and December 31, 2004.

On April 1, 2004, the Company entered into a lease agreement with
Systematic pursuant to which the Company leases one residential ©property
for Mr. Yang's personal use for a monthly lease payment of $3,205 per
month. The lease agreement for this residency expires on June 30, 2008.
Monthly lease payment for this lease totaled $3,205. The Company incurred
and paid an aggregate rent expense of $9,615 to Systematic during the three
months ended June 30, 2005.

Mr. Ben Wong, a director of the Company, and the wife of Mr. Yang, the
Company"s Chief Executive Officer, majority shareholder and a Director, are
the directors and shareholders of Systematic with a total of 100% interest.

TRANSACTIONS WITH GLOBAL MEGA DEVELOPMENT LTD.

During the three months ended June 30, 2005 and 2004, and the six months
ended June 30, 2005 and 2004, the Company sold $1,167, $0, $10,417 and $0,
respectively, to Global Mega Development Ltd. ("Global Mega"). There are no
outstanding accounts receivable due from Global Mega as of June 30, 2005
and December 31, 2004. The Company has not experienced any bad debt from
this customer in the past.

Mr. Kenneth Chan, a director of the Company, 1is a 90% shareholder of Globa
Mega. The remaining 10% of Global Mega is owned by a non-related party.

TRANSACTIONS WITH TFT TECHNOLOGIES LTD.

During the three months ended June 30, 2005 and 2004, and the six months
ended June 30, 2005 and 2004, the Company sold $0, $0, $1,460 and $0,
respectively, to TFT Technologies Ltd. ("TFT") . There are no outstanding
accounts receivable due from TFT as of June 30, 2005 and December 31, 2004.
The Company has not experienced any bad debt from this customer in the
past.

During the three months ended June 30, 2005 and 2004, and the six months
ended June 30, 2005 and 2004, the Company purchased $0, $0, $0, and $0,
respectively, from TFT. There are no outstanding accounts payable due to
TFT as of June 30, 2005 and December 31, 2004.

Mr. Yang, the Company"s Chief Executive Officer, majority shareholder and a
director, and his wife are the directors and shareholders of TFT with a
total of 100% interest.

TRANSACTIONS WITH CITY ROYAL LTD.
In August 2004, the Company was in negotiation with The DahSing Bank

Limited (the "DahSing Bank") for an additional amount of its available line
of credit. As a condition to the extension of additional credit to the

11



Edgar Filing: ACL SEMICONDUCTOR INC - Form 10-Q

Company, DahSing Bank requested additional collateral to secure the
increased amount on the 1line. In order to meet the increased security
requirement, the Company loaned $611,446 to City Royal Limited ("City
Royal") to pay off the mortgage loan on a residential property owned by
City Royal Limited and pledged to DahSing Bank as collateral to secure the
Company's borrowings from DahSing Bank. In consideration thereof, DahSing
Bank made available additional Dborrowings of HKS$10 million (approximately
US$1,282,000). The loan is unsecured and bears no interest. In February
2005, City Royal sold the residential ©property and has repaid the loan
through transferring the entire proceeds from the sale of HK$8,000,000
(approximately $1,025,641) to DahSing Bank as collateral for the Company"s
line.

The loan to City Royal is non-interest bearing, in consideration of which
City Royal did not charge an arrangement fee to the Company in respect of
the security pledge in favor of Dah Sing Bank. The primary purpose of the
loan, from the Company's perspective, was to advance the business of the
Company by enabling it to secure additional lines of financing in excess of
the loan amount from DahSing Bank. The Company settled this loan in
February 2005 and received payment in the full amount of $611,446. City
Royal loaned $414,195 to the Company during the three months ended March
31, 2005 and the Company repaid $86,276 to City Royal during the three
months ended June 30, 2005. The outstanding loan balance due to City Royal
was $327,919 as of June 30, 2005. The Company believes that the
above-referenced loan to City Royal in 2004 does not violate the general
prohibition against loans made by publicly-traded companies to its
directors and executive officers set forth in Section 402 of the
Sarbanes-Oxley Act of 2002 ("Section 402") as its primary purpose was to
advance the business of the Company. However, no assurance can be given
that the Securities and Exchange Commission or U.S. federal government will
agree with the Company's position and, in the event such loan is determined
to be a violation of Section 402, the criminal penalties of the Securities
Exchange Act of 1934, as amended, could apply.

Mr. Yang's wife and Mr. Yang's mother-in-law are shareholders of City Royal
with a total of 100% interest.

CONVERTIBLE NOTE PAYABLE:

On December 31, 2003, the Company issued a 12% subordinated convertible
note in the amount of $250,000 to Professional Traders Fund, Inc. ("PTE").
The borrowing amount is due and payable on December 31, 2004. The interest
is payable in arrears on March 31, June 30, September 30, and December 31,
2004. The Company is in default at December 31, 2004 and accordingly,
interest is accrued at a rate of 15% on and after the date of the default,
and the Company is obligated to pay a default penalty equal to 30% of the
unpaid principal and interest. At the option of the debt holder, such
unpaid principal, interest

10

and default penalty can be paid with shares of the Company"s common stock
at conversion price, which is defined in the following paragraph.

The holder of this note, at its option, can convert the outstanding balance
of the debt into shares of common stock at the conversion price, which is
defined as 40% of the average closing price of the stock three trading days
immediately prior to the Notice of Conversion date or the interest payment
date or the debt maturity date. The conversion price shall not in any case
exceed $1 per share.

12
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In addition, since this debt is convertible into equity at the option of
the note holder at beneficial conversion rates, an embedded Dbeneficial
conversion feature was recorded as a debt discount and amortized using the
effective interest method over the life of the debt in accordance with
Emerging Issues Task Force No. 00- 27, "Application of Issue No. 98-5 to
Certain Convertible Instruments." Since the intrinsic wvalue of the
beneficial conversion feature exceeds the proceeds of the convertible debt,
the amount of the discount assigned to the beneficial conversion feature is
limited to the amount of the proceeds of the convertible debt. Therefore,
the Company recorded a discount of $250,000, the face value of the debt in
2003. The Company fully amortized the discount of $250,000 during the year
ended December 31, 2004.

Pursuant to the terms of a Limited Guarantee and Security Agreement, the
debt is guaranteed by 1.2 million shares of the Company"s common stock
beneficially owned by three shareholders of which 700,000 are restricted
shares and 500,000 are freely traded shares.

The Company has agreed to file a registration statement for the conversion
shares within 60 days of the funding of the note and agreed to use
reasonable efforts to cause such registration statement to be declared
effective within 150 days of the funding of the note. If the Company fails
to meet either of such timelines, a 1% penalty per month on the funded
amount of the note will be levied against the Company. Accordingly, the
Company is incurring a 1% penalty per month on the funded amount of the
note.

During the year ended December 31, 2004, PTF converted principal note
balance of $100,000 into 222,980 shares of common stock and outstanding
accrued interest of $12,385 into 29,579 shares of common stock through the
shares pledged by three shareholders. Accordingly, the Company"s
shareholders issued directly to PTF a total of 252,559 common shares. The
value of the converted principal and accrued interest, totaling $112,385 at
June 30, 2005 and December 2004, has been recorded as a liability to the
shareholders in the accompanying consolidated balance sheet. As of June 30,
2005 and December 31, 2004, the gross outstanding balance of this note was
$150,000.

On May 25, 2005, a Default Judgment was issued by United States District
Court, Southern District of New York that the Company is demanded to pay
PTF totally Us$251,088 which comprises of principal amounting to
USs$150,000; interest amounting to US$10,541; penalties amounting to
US$85,350; attorney fees amounting to US$4,781; and costs and disbursements
of taking action against the Company amounting to US$416. The Company
accrued the entire claimed amount as of June 30, 2005.

On August 16, 2005, the Company entered into a settlement agreement with
PTF. See Note 8, "Subsequent Event" for details.

BANK FACILITIES

With respect to all of the above referenced debt and credit arrangements,
pursuant to a debenture deed dated April 20, 2001, the Company pledged its
assets as collateral collectively to a bank group in Hong Kong comprised of
Dah Sing Bank Limited, The Hong Kong and Shanghai Banking Corporation
Limited, and DBS Bank (Hong Kong) Ltd. 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. a personal guarantee given by Mr. Yang, limited to
approximately US$6,900,000, to The Hong Kong and Shanghai
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Banking Corporation Limited;
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2. a fixed cash deposit of $1,025,641 as collateral for loans
from Dah Sing Bank Limited;

3. a personal guarantee given by Mr. Yang for unlimited amount
together with a key man life insurance policy on Mr. Yang
for $1,000,000 and a personal guarantee to Dah Sing Bank
Limited.

ECONOMIC DEPENDENCE

The Company"s distribution operations are dependent on the availability of
an adequate supply of electronic components under the "Samsung" brand name
which have historically been principally supplied to the Company by Samsung
Electronics H.K. Co., Ltd. ("Samsung HK"), a subsidiary of Samsung
Electronics Co., Ltd., a Korean public company. Samsung HK supplied
approximately 84% and 75% of materials to the Company for the three months
ended June 30, 2005 and 2004 respectively. However, there is no written
supply contract between the Company and Samsung HK and, accordingly, there
is no assurance that Samsung HK will continue to supply sufficient
electronic components to the Company on terms and prices acceptable to the
Company or in volumes sufficient to meet the Company"s current and
anticipated demand, nor can assurance be given that the Company would be
able to secure sufficient products from other third party supplier(s) on
acceptable terms. In addition, the Company"s operations and business
viability is to a large extent dependent on the provision of management
services and financial support by Mr. Yang.

For the three months ended June 30, 2005 and 2004, and the six months ended
June 30, 2005 and 2004, the Company purchased $18,937,732, $25,439,913,
$42,843,512 and $48,131,245, respectively, from Samsugn HK. At June 30,
2005 and December 2004, included in accounts payable were $3,090,562 and
$3,836,804, respectively.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In March 2005, the staff of the Securities and Exchange Commission ("SEC")
issued Staff Accounting Bulletin No. 107 ("SAB 107"). The interpretations
in SAB 107 express views of the staff regarding the interaction Dbetween
Statement of Financial Accounting Standards Statement No. 123 (revised

2004), "Share-Based Payment" ("Statement 123 (R)") and certain SEC rules and
regulations and provide the staff's views regarding the wvaluation of
share-based payment arrangements for public companies. In particular SAB
107 provides guidance related to share-based payment transactions with
nonemployees, the transition from public entity status, wvaluation methods

(including assumptions such as expected volatility and expected term), the
accounting for certain redeemable financial instruments issued under
share-based payment arrangements, the classification of compensation
expense, non-GAAP financial measures, first- time adoption of Statement
123(R) in an interim period, capitalization of compensation cost related to
share-based payment arrangements, the accounting for income tax effects of
share-based payment arrangements upon adoption of Statement 123(R), the
modification of employee share options prior to adoption of Statement
123 (R) and disclosures in Management's Discussion and Analysis subsequent
to adoption of Statement 123 (R).

In May 2005, the FASB issued SFAS No.154, "Accounting Changes and Error
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Corrections, a replacement of APB Opinion No. 20 and FASB Statement No. 3 "
("SFAS No. 154"). SFAS No. 154 requires retrospective application to prior
periods" financial statements of a voluntary change in accounting principle
unless it is impracticable. APB Opinion No. 20 "Accounting Changes,"
previously required that most voluntary changes in accounting principle be
recognized by including in net income of the period of the change the
cumulative effect of changing to the new accounting principle. SFAS No. 154
is effective for accounting changes and corrections of errors made in
fiscal years beginning after December 15, 2005; however earlier adoption is
permitted for accounting changes and corrections of errors made in fiscal
years beginning after the date of issuance of SFAS No 154. The Company is
in the process of evaluating whether the adoption of SFAS 154 will have a
significant impact on the Company"s overall results of operations or
financial position.
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8. SUBSEQUENT EVENT:

On August 16, 2005, the Company entered into a settlement agreement with
PTF. The settlement amount of $255,291.50 <covers the outstanding loan
balance, unpaid interest and penalties and will be repaid 1in seven
installments through February 28, 2006.

9. RECLASSIFICATION:

Certain reclassifications have been made to the 2004 condensed consolidated
financial statements to confirm to the 2005 presentation.
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ITEM 2. MANAGEMENT"S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

THE COMPANY HAS INCLUDED IN THIS QUARTERLY REPORT CERTAIN "FORWARD-LOOKING
STATEMENTS" WITHIN THE MEANING OF THE PRIVATE SECURITIES LITIGATION REFORM ACT
OF 1995 CONCERNING THE COMPANY"S BUSINESS, OPERATIONS AND FINANCIAL CONDITION.
"FORWARD-LOOKING STATEMENTS" CONSIST OF ALL NON-HISTORICAL INFORMATION, AND THE
ANALYSIS OF HISTORICAL INFORMATION, INCLUDING THE REFERENCES IN THIS QUARTERLY
REPORT TO FUTURE REVENUE GROWTH, FUTURE EXPENSE GROWTH, FUTURE CREDIT EXPOSURE,
EARNINGS BEFORE INTEREST, TAXES, DEPRECIATION AND AMORTIZATION, FUTURE
PROFITABILITY, ANTICIPATED CASH RESOURCES, ANTICIPATED CAPITAL EXPENDITURES,
CAPITAL REQUIREMENTS, AND THE COMPANY"S PLANS FOR FUTURE PERIODS. IN ADDITION,
THE WORDS "COULD", "EXPECTS", "ANTICIPATES", "OBJECTIVE", "PLAN", "MAY AFFECT",
"MAY DEPEND", "BELIEVES", "ESTIMATES", "PROJECTS" AND SIMILAR WORDS AND PHRASES
ARE ALSO INTENDED TO IDENTIFY SUCH FORWARD-LOOKING STATEMENTS.

ACTUAL RESULTS COULD DIFFER MATERIALLY FROM THOSE PROJECTED IN THE
COMPANY"S FORWARD-LOOKING STATEMENTS DUE TO NUMEROUS KNOWN AND UNKNOWN RISKS AND
UNCERTAINTIES, INCLUDING, AMONG OTHER THINGS, UNANTICIPATED TECHNOLOGICAL
DIFFICULTIES, THE VOLATILE AND COMPETITIVE ENVIRONMENT FOR DRUG DELIVERY
PRODUCTS, CHANGES IN DOMESTIC AND FOREIGN ECONOMIC, MARKET AND REGULATORY
CONDITIONS, THE INHERENT UNCERTAINTY OF FINANCIAL ESTIMATES AND PROJECTIONS, THE
UNCERTAINTIES INVOLVED IN CERTAIN LEGAL PROCEEDINGS, INSTABILITIES ARISING FROM
TERRORIST ACTIONS AND RESPONSES THERETO, AND OTHER CONSIDERATIONS DESCRIBED AS
"RISK FACTORS" IN OTHER FILINGS BY THE COMPANY WITH THE SEC INCLUDING ITS ANNUAL
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REPORT ON FORM 10-K. SUCH FACTORS MAY ALSO CAUSE SUBSTANTIAL VOLATILITY IN THE
MARKET PRICE OF THE COMPANY"S COMMON STOCK. ALL SUCH FORWARD-LOOKING STATEMENTS
ARE CURRENT ONLY AS OF THE DATE ON WHICH SUCH STATEMENTS WERE MADE. THE COMPANY
DOES NOT UNDERTAKE ANY OBLIGATION TO PUBLICLY UPDATE ANY FORWARD-LOOKING
STATEMENT TO REFLECT EVENTS OR CIRCUMSTANCES AFTER THE DATE ON WHICH ANY SUCH
STATEMENT IS MADE OR TO REFLECT THE OCCURRENCE OF UNANTICIPATED EVENTS.

ANY REFERENCE TO "ACL", THE "COMPANY" OR THE "REGISTRANT", "WE", "OUR" OR
"US" MEANS ACL SEMICONDUCTORS INC. AND ITS SUBSIDIARIES.

OVERVIEW
CORPORATE BACKGROUND

The Company, through its wholly-owned subsidiaries Atlantic Components

Limited, a Hong Kong corporation ("Atlantic") and Alpha Perform Technology
Limited ("Alpha"), and Alpha as it is no longer active, in this three months
ended June 30, 2005, 1is engaged primarily in the business of distribution of

memory products under "Samsung" brandname which principally comprise DRAM and
Graphic RAM, FLASH, SRAM and MASK ROM for the Hong Kong and Southern China
markets.

As of June 30, 2005, ACL had more than 120 active 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. Much of the cost of sales and operating
expenses reflected in our financial statements are recurring in nature.

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 1its most difficult and
subjective judgments, often as a result of the need to make estimates of matters
that are inherently wuncertain. Based on this definition, ACL"s most critical
accounting policies include: inventory valuation, which affects cost of sales
and gross margin; policies for revenue recognition and allowance for doubtful
accounts. The methods,
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estimates and judgments ACL uses in applying these most critical accounting
policies have a significant impact on the results ACL reports 1in its
consolidated financial statements.

INVENTORY VALUATION. ACL"s policy is to value inventories at the lower of
cost or market on a part-by-part Dbasis. This policy requires ACL to make
estimates regarding the market value of our inventories, including an assessment
of excess or obsolete inventories. ACL determines excess and obsolete
inventories based on an estimate of the future demand for its products within a
specified time horizon, generally 12 months. The estimates ACL uses for demand
are also used for near-term capacity planning and inventory purchasing and are
consistent with ACL"s revenue forecasts. If ACL demands forecast is greater than
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ACL"s actual demand it may be required to take additional excess inventory
charges, which will decrease gross margin and net operating results in the
future.

ALLOWANCE FOR DOUBTFUL ACCOUNTS. ACL maintains an allowance for doubtful
accounts for estimated losses resulting from the inability of ACL"s customers to
make required payments. ACL"s allowance for doubtful accounts is based on 