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We conduct our business operations principally through ACM Research (Shanghai), Inc., or ACM Shanghai, a subsidiary of ACM Research, Inc., or ACM Research. Unless the context requires otherwise, references in this report to “our company,” “our,” “us,” “we” and similar terms refer to ACM Research, Inc. (including its predecessor prior to its redomestication from California to Delaware in November 2016) and its subsidiaries ( including ACM Shanghai), collectively.

SAPS, TEBO and ULTRA C are our trademarks. For convenience, these trademarks appear in this report without ™ symbols, but that practice does not mean that we will not assert, to the fullest extent under applicable law, our rights to the trademarks. This report also contains other companies’ trademarks, registered marks and trade names, which are the property of those companies.
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NOTE ABOUT FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. All statements, other than statements of historical facts, included in this report regarding our strategy, future operations, future financial position, future revenue, projected costs, prospects, plans and objectives of management are forward-looking statements. In some cases, you can identify forward-looking statements by terms such as “may,” “might,” “will,” “objective,” “intend,” “should,” “could,” “can,” “would,” “expect,” “believe,” “anticipate,” “project,” “target,” “design,” “estimate,” “predict,” “potential,” “plan” or the negative of these terms, and similar expressions intended to identify forward-looking statements. These statements reflect our current views with respect to future events and are based on our management’s belief and assumptions and on information currently available to our management. Although we believe that the expectations reflected in these forward-looking statements are reasonable, these statements relate to future events or our future operational or financial performance, and involve known and unknown risks, uncertainties and other factors, including those described or incorporated by reference in “Item 1A. Risk Factors” of Part II of this report, that may cause our actual results, performance or achievements to be materially different from any future results, performance or achievements expressed or implied by these forward-looking statements.

Any forward-looking statement made by us in this report speaks only as of the date on which it is made. Except as required by law, we assume no obligation to update these statements publicly or to update the reasons actual results could differ materially from those anticipated in these statements, even if new information becomes available in the future.

You should read this report, and the documents that we reference in this report and have filed as exhibits to this report, completely and with the understanding that our actual future results may be materially different from what we expect. We qualify all of our forward-looking statements by these cautionary statements.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

ACM RESEARCH, INC.

Condensed Consolidated Balance Sheets

	
	
	
	September 30,
	December 31,

	
	
	
	2018
	
	
	2017
	

	
	
	
	(unaudited)
	
	

	
	
	
	(in thousands, except share and per

	
	
	
	share data)
	
	

	
	Assets
	
	
	
	
	
	

	Current assets:
	
	
	
	
	
	

	
	Cash and cash equivalents
	$
	18,238
	
	$
	17,681
	

	
	Accounts receivable, less allowance for doubtful accounts of $0 as of September 30, 2018 and December 31, 2017 (note
	
	
	
	
	
	

	3)
	
	30,965
	
	
	26,762
	

	
	Other receivables
	
	1,591
	
	
	2,491
	

	
	Inventories (note 4)
	
	29,809
	
	
	15,388
	

	
	Prepaid expenses
	
	2,142
	
	
	546
	

	
	Other current assets
	
	32
	
	
	46
	

	
	Total current assets
	
	82,777
	
	
	62,914
	

	
	Property, plant and equipment, net (note 5)
	
	3,593
	
	
	2,340
	

	
	Intangible assets, net
	
	300
	
	
	106
	

	
	Deferred tax assets (note 15)
	
	1,230
	
	
	1,294
	

	
	Investment in affiliates, equity method (note 10)
	
	1,472
	
	
	1,237
	

	
	Other long-term assets
	
	41
	
	
	-
	

	
	Total assets
	$
	89,413
	
	$
	67,891
	

	
	Liabilities and Stockholders’ Equity
	
	
	
	
	
	

	
	Current liabilities:
	
	
	
	
	
	

	
	Short-term borrowings (note 6)
	$
	10,163
	
	$
	5,095
	

	
	Warrant liability (note 8)
	
	-
	
	
	3,079
	

	
	Accounts payable
	
	11,991
	
	
	7,419
	

	
	Advances from customers
	
	3,918
	
	
	143
	

	
	Income taxes payable
	
	689
	
	
	44
	

	
	Other payables and accrued expenses (note 7)
	
	8,090
	
	
	6,037
	

	
	Total current liabilities
	
	34,851
	
	
	21,817
	

	
	Other long-term liabilities (note 9)
	
	5,230
	
	
	6,217
	

	
	Total liabilities
	
	40,081
	
	
	28,034
	

	
	Commitments and contingencies (note 16)
	
	
	
	
	
	

	
	Stockholders’ equity:
	
	
	
	
	
	

	
	Common stock – Class A, par value $0.0001: 100,000,000 shares authorized as of September 30, 2018 and
	
	
	
	
	
	

	
	December 31, 2017. 14,070,065 shares issued and outstanding as of September 30, 2018 and 12,935,546 shares issued
	
	
	
	
	
	

	
	and outstanding as of December 31, 2017 (note 13)
	
	1
	
	
	1
	

	
	Common stock – Class B, par value $0.0001: 7,303,533 shares authorized as of September 30, 2018 and
	
	
	
	
	
	

	
	December 31, 2017. 1,918,423 shares issued and outstanding as of September 30, 2018 and 2,409,738 shares
	
	
	
	
	
	

	
	issued and outstanding as of December 31, 2017 (note 13)
	
	-
	
	
	-
	

	
	Additional paid in capital
	
	55,959
	
	
	49,695
	

	
	Accumulated deficit
	
	(5,673)
	
	(9,961)

	
	Accumulated other comprehensive income (loss)
	
	(955)
	
	122
	

	
	Total stockholders’ equity
	
	49,332
	
	
	39,857
	

	
	Total liabilities and stockholders’ equity
	$
	89,413
	
	$
	67,891
	



The accompanying notes are an integral part of these condensed consolidated financial statements.
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ACM RESEARCH, INC.

Condensed Consolidated Statements of Operations and Comprehensive Income (Loss)

	
	
	
	Three Months Ended
	
	Nine Months Ended
	

	
	
	
	September 30,
	
	
	
	September 30,
	
	
	

	
	
	
	2018
	
	
	2017
	
	
	2018
	
	
	2017
	
	

	
	
	
	
	
	
	(unaudited)
	
	
	
	
	
	

	
	
	
	
	(in thousands, except share and per share data)
	
	
	
	

	
	Revenue
	$
	23,179
	$
	4,891
	
	$
	53,795
	
	$
	19,314
	
	

	
	Cost of revenue
	
	12,892
	
	
	2,692
	
	
	29,662
	
	
	11,262
	
	

	
	Gross profit
	
	10,287
	
	
	2,199
	
	
	24,133
	
	
	8,052
	
	

	
	Operating expenses:
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Sales and marketing
	
	3,229
	
	
	1,036
	
	
	7,766
	
	
	3,619
	
	

	
	Research and development
	
	2,264
	
	
	1,209
	
	
	6,224
	
	
	3,076
	
	

	
	General and administrative
	
	1,390
	
	
	1,264
	
	
	6,312
	
	
	4,422
	
	

	
	Total operating expenses, net
	
	6,883
	
	
	3,509
	
	
	20,302
	
	
	11,117
	
	

	
	Income (loss) from operations
	
	3,404
	
	
	(1,310)
	
	3,831
	
	
	(3,065)
	

	
	Interest income
	
	3
	
	
	2
	
	
	20
	
	
	7
	
	

	
	Interest expense
	
	(112)
	
	
	(33)
	
	(364)
	
	(197)
	

	
	Other income (expense), net
	
	902
	
	
	(239)
	
	1,213
	
	
	(531)
	

	
	Equity income in net income of affiliates
	
	117
	
	
	20
	
	
	235
	
	
	20
	
	

	
	Income (loss) before income taxes
	
	4,314
	
	
	(1,560)
	
	4,935
	
	
	(3,766)
	

	
	Income tax benefit (expense) (note 15)
	
	(461)
	
	
	278
	
	
	(647)
	
	(471)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net income (loss)
	
	3,853
	
	
	(1,282)
	
	4,288
	
	
	(4,237)
	

	
	Less: net loss attributable to non-controlling interests
	
	-
	
	
	(327)
	
	-
	
	
	(535)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net income (loss) attributable to ACM Research, Inc.
	$
	3,853
	
	$
	(955)
	$
	4,288
	
	$
	(3,702)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Comprehensive income (loss)
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net income (loss)
	
	3,853
	
	
	(1,282)
	
	4,288
	
	
	(4,237)
	

	
	Foreign currency translation adjustment
	
	(746)
	
	
	228
	
	
	(1,077)
	
	492
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Comprehensive income (loss)
	
	3,107
	
	
	(1,054)
	
	3,211
	
	
	(3,745)
	

	
	Less: Comprehensive loss attributable to non-controlling interests
	
	-
	
	
	(237)
	
	-
	
	
	(347)
	

	
	Total comprehensive income (loss) attributable to ACM Research, Inc.
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	(note 2)
	$
	3,107
	$
	(817)
	$
	3,211
	
	$
	(3,398)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net income (loss) attributable to ACM Research, Inc. per common share (note 2):
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Basic
	$
	0.24
	
	$
	(0.17)
	$
	0.27
	
	$
	(0.72)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Diluted
	$
	0.21
	
	$
	(0.17)
	$
	0.24
	
	$
	(0.72)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Weighted average common shares outstanding used in computing per share amounts
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	(note 2):
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Basic
	
	15,915,864
	
	
	5,581,637
	
	
	15,714,310
	
	
	5,148,255
	
	

	
	Diluted
	
	18,169,807
	
	
	5,581,637
	
	
	17,816,101
	
	
	5,148,255
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



The accompanying notes are an integral part of these condensed consolidated financial statements.
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ACM RESEARCH, INC.

Condensed Consolidated Statements of Cash Flows

Nine Months Ended

September 30,
[image: ]

	
	
	
	2018
	
	
	2017
	
	

	
	
	
	(unaudited)
	
	
	

	
	
	
	(in thousands)
	
	
	

	
	Cash flows from operating activities:
	
	
	
	
	
	
	

	
	Net income (loss)
	$
	4,288
	
	$
	(4,237)
	

	
	Adjustments to reconcile net loss from operations to net cash provided by operating activities:
	
	
	
	
	
	
	

	
	Depreciation and amortization
	
	380
	
	
	183
	
	

	
	Equity income in net income of affiliates
	
	(235)
	
	(20)
	

	
	Deferred income taxes
	
	-
	
	
	491
	
	

	
	Stock-based compensation
	
	2,771
	
	
	1,692
	
	

	
	Net changes in operating assets and liabilities:
	
	
	
	
	
	
	

	
	Restricted cash
	
	-
	
	
	(433)
	

	
	Accounts receivable
	
	(5,526)
	
	966
	
	

	
	Other receivables
	
	781
	
	
	(170)
	

	
	Inventory
	
	(15,157)
	
	(5,933)
	

	
	Prepaid expenses
	
	(1,653)
	
	(20)
	

	
	Other current assets
	
	12
	
	
	(836)
	

	
	Accounts payable
	
	5,165
	
	
	3,242
	
	

	
	Advances from customers
	
	3,818
	
	
	(180)
	

	
	Income tax payable
	
	645
	
	
	-
	
	

	
	Other payables and accrued expenses
	
	2,658
	
	
	1,099
	
	

	
	Other long-term liabilities
	
	(680)
	
	(505)
	

	
	
	
	
	
	
	
	
	

	
	Net cash used in operating activities
	
	(2,733)
	
	(4,661)
	

	
	
	
	
	
	
	
	
	

	
	Cash flows from investing activities:
	
	
	
	
	
	
	

	
	Purchase of property and equipment
	
	(1,598)
	
	(149)
	

	
	Purchase of intangible assets
	
	(350)
	
	(37)
	

	
	Loan to related party
	
	-
	
	
	(946)
	

	
	Purchase of non-controlling interest
	
	-
	
	
	(6,154)
	

	
	Purchase of intangible assets
	
	-
	
	
	(1,200)
	

	
	
	
	
	
	
	
	
	

	
	Net cash used in investing activities
	
	(1,948)
	
	(8,486)
	

	
	
	
	
	
	
	
	
	

	
	Cash flows from financing activities:
	
	
	
	
	
	
	

	
	Proceeds from short-term borrowings
	
	13,065
	
	
	8,153
	
	

	
	Repayments of short-term borrowings
	
	(7,962)
	
	(9,643)
	

	
	Proceeds from stock option exercise to common stock
	
	511
	
	
	396
	
	

	
	Proceeds from issuance of Series F preferred stock
	
	-
	
	
	5,800
	
	

	
	Proceeds from issuance of common stock
	
	-
	
	
	15,300
	
	

	
	Net cash provided by financing activities
	
	5,614
	
	
	20,006
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	Effect of exchange rate changes on cash and cash equivalents
	$
	(376)
	$
	96
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	Net increase in cash, cash equivalents, and restricted cash
	$
	557
	
	$
	6,955
	
	

	
	Cash, cash equivalents, and restricted cash at beginning of period
	
	17,681
	
	
	10,119
	
	

	
	Cash, cash equivalents and restricted cash at end of period
	$
	18,238
	
	$
	17,074
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	Supplemental disclosure of cash flow information:
	
	
	
	
	
	
	

	
	Interest paid
	$
	364
	
	$
	196
	
	



The accompanying notes are an integral part of these condensed consolidated financial statements.
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ACM RESEARCH, INC.

Notes to Condensed Consolidated Financial Statements (unaudited)

(in thousands, except share and per share data)

NOTE 1 – DESCRIPTION OF BUSINESS

ACM Research, Inc. (“ACM”) and its subsidiaries (collectively with ACM, the “Company”) develop, manufacture and sell single-wafer wet cleaning equipment used to improve the manufacturing process and yield for advanced integrated chips. The Company markets and sells its single-wafer wet-cleaning equipment, under the brand name “Ultra C,” based on the Company’s proprietary Space Alternated Phase Shift (“SAPS”) and Timely Energized Bubble Oscillation (“TEBO”) technologies. These tools are designed to remove random defects from a wafer surface efficiently, without damaging the wafer or its features, even at increasingly advanced process nodes.

ACM was incorporated in California in 1998, and it initially focused on developing tools for manufacturing process steps involving the integration of ultra low-K materials and copper. The Company’s early efforts focused on stress-free copper-polishing technology, and it sold tools based on that technology in the early 2000s.

In 2006 the Company established its operational center in Shanghai in the People’s Republic of China (the “PRC”), where it operates through ACM’s subsidiary ACM Research (Shanghai), Inc. (“ACM Shanghai”). ACM Shanghai was formed to help establish and build relationships with integrated circuit manufacturers in the PRC, and the Company initially financed its Shanghai operations in part through sales of non-controlling equity interests in ACM Shanghai.

In 2007 the Company began to focus its development efforts on single-wafer wet-cleaning solutions for the front-end chip fabrication process. The Company introduced its SAPS megasonic technology, which can be applied in wet wafer cleaning at numerous steps during the chip fabrication process, in 2009. It introduced its TEBO technology, which can be applied at numerous steps during the fabrication of small node two-dimensional conventional and three-dimensional patterned wafers, in March 2016. The Company has designed its equipment models for SAPS and TEBO solutions using a modular configuration that enables it to create a wet-cleaning tool meeting the specific requirements of a customer, while using pre-existing designs for chamber, electrical, chemical delivery and other modules. In August 2018, the Company introduced its Ultra-C Tahoe wafer cleaning tool, which can deliver high cleaning performance with significantly less sulfuric acid than typically consumed by conventional high-temperature single-wafer cleaning tools. The Company also offers a range of custom-made equipment, including cleaners, coaters and developers, to back-end wafer assembly and packaging factories, principally in the PRC.

In 2011 ACM Shanghai formed a wholly owned subsidiary in the PRC, ACM Research (Wuxi), Inc. (“ACM Wuxi”), to manage sales and service operations.

In November 2016 ACM redomesticated from California to Delaware pursuant to a merger in which ACM Research, Inc., a California corporation, was merged into a newly formed, wholly owned Delaware subsidiary, also named ACM Research, Inc.

In June 2017 ACM formed a wholly owned subsidiary in Hong Kong, CleanChip Technologies Limited (“CleanChip”), to act on the Company’s behalf in Asian markets outside the PRC by, for example, serving as a trading partner between ACM Shanghai and its customers, procuring raw materials and components, performing sales and marketing activities, and making strategic investments.

In August 2017 ACM purchased 18.77% of ACM Shanghai’s equity interests held by Shanghai Science and Technology Venture Capital Co., Ltd. On November 8, 2017, ACM purchased the remaining 18.36% of ACM Shanghai’s equity interest held by third parties, Shanghai Pudong High-Tech Investment Co., Ltd. (“PDHTI”) and Shanghai Zhangjiang Science & Technology Venture Capital Co., Ltd. (“ZSTVC”). At December 31, 2017, ACM owned all of the outstanding equity interests of ACM Shanghai, and indirectly through ACM Shanghai, owned all of the outstanding equity interests of ACM Wuxi.
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ACM RESEARCH, INC.

Notes to Condensed Consolidated Financial Statements (unaudited)

(in thousands, except share and per share data)

On September 13, 2017, ACM effectuated a 1-for-3 reverse stock split of Class A and Class B common stock. Unless otherwise indicated, all share numbers, per share amount, share prices, exercise prices and conversion rates set forth in these notes and the accompanying condensed consolidated financial statements have been adjusted retrospectively to reflect the reverse stock split.

On November 2, 2017, the Registration Statement on Form S-1 (File No. 333- 220451) for ACM’s initial public offering of Class A common stock (the “IPO”) was declared effective by the U.S. Securities and Exchange Commission (“SEC”). Shares of Class A common stock began trading on the Nasdaq Global Market on November 3, 2017, and the closing for the IPO was held on November 7, 2017.

In December 2017 ACM formed a wholly owned subsidiary in the Republic of Korea, ACM Research Korea CO., LTD. (“ACM Korea”), to serve customers based in Republic of Korea and perform sales, marketing, research and development activities for new products and solutions.

NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation and Principles of Consolidation

The consolidated accounts include ACM and its subsidiaries, ACM Shanghai, ACM Wuxi, CleanChip and ACM Korea. Subsidiaries are those entities in which ACM, directly and indirectly, controls more than one half of the voting power. All significant intercompany transactions and balances have been eliminated upon consolidation.

The accompanying condensed consolidated financial statements of the Company have been prepared in accordance with accounting principles generally accepted in the United States of America (“GAAP”) for interim financial information and the rules and regulations of the SEC for reporting on Form 10-Q. Accordingly, they do not include all the information and footnotes required by GAAP for complete financial statements herein. The unaudited condensed consolidated financial statements herein should be read in conjunction with the historical consolidated financial statements of the Company for the year ended December 31, 2017 included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2017.

The accompanying condensed consolidated balance sheet as of September 30, 2018, the condensed consolidated statements of operations and comprehensive income (loss) for the three and nine months ended September 30, 2018 and 2017, and the condensed consolidated statements of cash flows for the nine months ended September 30, 2018 and 2017 are unaudited. In the opinion of management, the unaudited condensed consolidated financial statements of the Company reflect all adjustments that are necessary for a fair presentation of the Company’s financial position and results of operations. Such adjustments are of a normal recurring nature, unless otherwise noted. The balance sheet as of September 30, 2018 and the results of operations for the three months and nine months ended September 30, 2018 are not necessarily indicative of the results to be expected for any future period.

Use of Estimates

The preparation of condensed consolidated financial statements in conformity with GAAP 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 balance sheet date and the reported revenue and expenses during the reported period in the condensed consolidated financial statements and accompanying notes. The Company’s significant accounting estimates and assumptions include, but are not limited to, those used for the valuation and recognition of stock-based compensation arrangements and warrant liability, realization of deferred tax assets, assessment for impairment of long-lived assets, allowance for doubtful accounts, inventory valuation for excess and obsolete inventories, lower of cost and market value or net realizable value of inventories, depreciable lives of property and equipment, and useful life of intangible assets. Management of the Company believes that the estimates, judgments and assumptions are reasonable, based on information available at the time they are made. Actual results could differ materially from those estimates.
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ACM RESEARCH, INC.

Notes to Condensed Consolidated Financial Statements (unaudited)

(in thousands, except share and per share data)

Basic and Diluted Net Income (Loss) Attributable to ACM per Common Share

Basic and diluted net income (loss) attributable to ACM per common share is calculated as follows:

	
	
	Three Months Ended
	
	Nine Months Ended

	
	
	September 30,
	
	
	
	September 30,
	
	

	
	
	2018
	
	
	2017
	
	
	2018
	
	
	2017
	

	Numerator:
	
	
	
	
	
	
	
	
	
	
	
	

	Net income (loss)
	$
	3,853
	$
	(1,282)
	$
	4,288
	$
	(4,237)

	Net income (loss) attributable to non-controlling interest
	
	-
	
	
	(327)
	
	-
	
	
	(535)

	
	
	
	
	
	
	
	
	
	
	
	
	

	Net income (loss) attributable to ACM, basic and diluted
	
	3,853
	
	
	(955)
	
	4,288
	
	
	(3,702)

	
	
	
	
	
	
	
	
	
	
	
	
	

	Denominator:
	
	
	
	
	
	
	
	
	
	
	
	

	Weighted average shares outstanding, basic
	
	15,915,864
	
	
	5,581,637
	
	
	15,714,310
	
	
	5,148,255
	

	Effect of dilutive securities
	
	2,253,943
	
	
	-
	
	
	2,101,791
	
	
	-
	

	Weighted average shares outstanding, diluted
	
	18,169,807
	
	
	5,581,637
	
	
	17,816,101
	
	
	5,148,255
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Net income (loss) attributable to ACM per common share:
	
	
	
	
	
	
	
	
	
	
	
	

	Basic
	$
	0.24
	$
	(0.17)
	$
	0.27
	$
	(0.72)

	
	
	
	
	
	
	
	
	
	
	
	
	

	Diluted
	$
	0.21
	
	$
	(0.17)
	$
	0.24
	$
	(0.72)

	
	
	
	
	
	
	
	
	
	
	
	
	



ACM has been authorized to issue Class A and Class B common stock since redomesticating in Delaware in November 2016. The two classes of common stock are substantially identical in all material respects, except for voting rights. Since ACM did not declare any dividends during the three and nine months ended September 30, 2018 and 2017, the net income (loss) per common share attributable to each class is the same under the “two-class” method. As such, the two classes of common stock have been presented on a combined basis in the condensed consolidated statements of operations and comprehensive income (loss) and in the above computation of net income (loss) per common share.

Diluted net income (loss) per common share reflects the potential dilution from securities that could share in ACM’s earnings. ACM’s potential dilutive securities consist of convertible preferred stocks, warrants and stock options for the three and nine months ended September 30, 2018 and 2017. Certain potential dilutive securities were excluded from the net income (loss) per share calculation because the impact would be anti-dilutive.

Recent Accounting Pronouncements

Recently Adopted Accounting Pronouncements

In May 2017, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) No. 2017-09, Compensation—Stock Compensation (Topic 718): Scope of Modification Accounting (“ASU 2017-09”), which provides guidance on determining which changes to the terms and conditions of share-based payment awards require an entity to apply modification accounting under Topic 718. The amendments in this ASU are effective for all entities for annual periods, and interim periods within those annual periods, beginning after December 15, 2017. Early adoption is permitted, including adoption in any interim period, for (1) public business entities for reporting periods for which financial statements have not yet been issued and (2) all other entities for reporting periods for which financial statements have not yet been made available for issuance. The amendments in this ASU should be applied prospectively to an award modified on or after the adoption date. The adoption of ASU 2017-09 did not have a material impact on the Company’s consolidated financial statements.
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(in thousands, except share and per share data)

In February 2017, the FASB issued ASU No. 2017-05, Other Income—Gains and Losses from the Derecognition of Nonfinancial Assets (Subtopic 610-20): Clarifying the Scope of Asset Derecognition Guidance and Accounting for Partial Sales of Nonfinancial Assets (“ASU 2017-05”), which clarifies the scope of nonfinancial asset guidance in Subtopic 610-20. This ASU also clarifies that derecognition of all businesses and nonprofit activities (except those related to conveyances of oil and gas mineral rights or contracts with customers) should be accounted for in accordance with the derecognition and deconsolidation guidance in Subtopic 810-10. The amendments in this ASU also provide guidance on the accounting for so-called “partial sales” of nonfinancial assets within the scope of Subtopic 610-20 and contributions of nonfinancial assets to a joint venture or other noncontrolled investee. The amendments in this ASU are effective for annual reporting reports beginning after December 15, 2017, including interim reporting periods within that reporting period. The adoption of ASU 2017-05 did not have a material impact on the Company’s consolidated financial statements.

In November 2016, the FASB issued ASU No. 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash (“ASU 2016-18”), which requires that a statement of cash flows explain the change during the period in the total of cash, cash equivalents, and amounts generally described as restricted cash or restricted cash equivalents. Therefore, amounts generally described as restricted cash and restricted cash equivalents should be included with cash and cash equivalents when reconciling the beginning-of-period and end-of-period total amounts shown on the statement of cash flows. The amendments in this ASU do not provide a definition of restricted cash or restricted cash equivalents. The amendments in this ASU are effective for public business entities for fiscal years beginning after December 15, 2017, and interim periods within those fiscal years. Early adoption is permitted, including adoption in an interim period. The adoption of ASU 2016-18 did not have a material impact on the Company’s consolidated financial statements.

In August 2016, the FASB issued ASU No. 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and Cash Payments (“ASU 2016-15”), which addresses the following cash flow issues: (1) debt prepayment or debt extinguishment costs; (2) settlement of zero-coupon debt instruments or other debt instruments with coupon interest rates that are insignificant in relation to the effective interest rate of the borrowing; (3) contingent consideration payments made after a business combination; (4) proceeds from the settlement of insurance claims; (5) proceeds from the settlement of corporate-owned life insurance policies, including bank-owned life insurance policies; (6) distributions received from equity method investees; (7) beneficial interests in securitization transactions; and (8) separately identifiable cash flows and application of the predominance principle. The amendments in this ASU are effective for public business entities for fiscal years beginning after December 15, 2017 and interim periods within those fiscal years and are effective for all other entities for fiscal years beginning after December 15, 2018 and interim periods within fiscal years beginning after December 15, 2019. Early adoption is permitted, including adoption in an interim period. The adoption of ASU 2016-15 did not have material impact on the Company’s consolidated financial statements.

In January 2016, the FASB issued ASU No. 2016-01, “Financial Instruments – Overall (Subtopic 825-10): Recognition and Measurement of Financial Assets and Financial Liabilities” (“ASU 2016-01”). The amendments in this update require all equity investments to be measured at fair value with changes in the fair value recognized through net income (other than those accounted for under the equity method of accounting or those that result in consolidation of the investee). The amendments in this update also require an entity to present separately in other comprehensive income the portion of the total change in the fair value of a liability resulting from a change in the instrument-specific credit risk when the entity has elected to measure the liability at fair value in accordance with the fair value option for financial instruments. In addition, the amendments in this update eliminate the requirement to disclose the method(s) and significant assumptions used to estimate the fair value that is required to be disclosed for financial instruments measured at amortized cost on the balance sheet for public entities. For public business entities, the amendments in ASU 2016-01 are effective for fiscal years beginning after December 15, 2017, including interim periods within those fiscal years. Except for the early application guidance discussed in ASU 2016-01, early adoption of the amendments in this update is not permitted. The adoption of the ASU 2016-01 did not have a material impact on the Company’s consolidated financial statements.
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In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606) (“ASU 2014-09”), which amended the existing accounting standards for revenue recognition. ASU 2014-09 establishes principles for recognizing revenue upon the transfer of promised goods or services to customers, in an amount that reflects the expected consideration received in exchange for those goods or services. ASU 2014-09 and its related clarifying ASUs are effective for annual reporting periods beginning after December 15, 2017 and interim periods within those annual periods.

On January 1, 2018, the Company adopted ASC Topic 606, Revenue from Contracts with Customers, and all the related amendments (the “New Revenue Standard”) to all contracts which were not completed as of January 1, 2018 using the modified retrospective method. The Company does not have open contracts that may result in any changes to revenues applying the New Revenue Standard.

The Company derives revenue principally from the sale of single-wafer wet cleaning equipment. Revenue from contracts with customers is recognized using the following five steps pursuant to the New Revenue Standard:

1. Identify the contract(s) with a customer;

2. Identify the performance obligations in the contract;

3. Determine the transaction price;

4. Allocate the transaction price to the performance obligations in the contract; and

5. Recognize revenue when (or as) the entity satisfies a performance obligation.

A contract contains a promise (or promises) to transfer goods or services to a customer. A performance obligation is a promise (or a group of promises) that is distinct. The transaction price is the amount of consideration a company expects to be entitled from a customer in exchange for providing the goods or services.

The unit of account for revenue recognition is a performance obligation (a good or service). A contract may contain one or more performance obligations. Performance obligations are accounted for separately if they are distinct. A good or service is distinct if the customer can benefit from the good or service either on its own or together with other resources that are readily available to the customer, and the good or service is distinct in the context of the contract. Otherwise performance obligations are combined with other promised goods or services until the Company identifies a bundle of goods or services that is distinct.Promises in contracts which do not result in the transfer of a good or service are not performance obligations, as well as those promises that are administrative in nature, or are immaterial in the context of the contract. The Company has addressed whether various goods and services promised to the customer represent distinct performance obligations. The Company applied the guidance of ASC Topic 606-10-25-16 through 18 in order to verify which promises should be assessed for classification as distinct performance obligations. The Company’s contracts with customers include more than one performance obligation. For example, the delivery of a piece of equipment generally includes the promise to install the equipment in the customer’s facility. The Company’s performance obligations in connection with a sale of equipment generally include production, delivery and installation, together with the provision of a warranty.

The transaction price is allocated to all the separate performance obligations in an arrangement. It reflects the amount of consideration to which the Company expects to be entitled in exchange for transferring goods or services, which may include an estimate of variable consideration to the extent that it is probable of not being subject to significant reversals in the future based on the Company’s experience with similar arrangements. The transaction price excludes amounts collected on behalf of third parties, such as sales taxes. This is done on a relative selling price basis using standalone selling prices (“SSP”). The SSP represents the price at which the Company would sell that good or service on a standalone basis at the inception of the contract. Given the requirement for establishing SSP for all performance obligations, if the SSP is directly observable through standalone sales, then such sales should be considered in the establishment of the SSP for the performance obligation. All of the Company’s products were sold in stand-alone arrangements, the Company does not have observable SSPs for most performance obligations as they are not regularly sold on a standalone basis. Production, delivery and installation of a product, together with provision of a warranty, are a single unit of accounting.
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(in thousands, except share and per share data)

Revenue is recognized when the Company satisfies each performance obligation by transferring control of the promised goods or services to the customer. Goods or services can transfer at a point in time (upon the acceptance of the products or upon the arrival at the destination as stipulated in the shipment terms) in a sale arrangement. In general, the Company recognizes revenue when a tool has been demonstrated to meet the customer’s predetermined specifications and is accepted by the customer. If terms of the sale provide for a lapsing customer acceptance period, the Company recognizes revenue as of the earlier of the expiration of the lapsing acceptance period and customer acceptance. In the following circumstances, however, the Company recognizes revenue upon shipment or delivery, when legal title to the tool is passed to a customer as follows:

· When the customer has previously accepted the same tool with the same specifications and the Company can objectively demonstrate that the tool meets all of the required acceptance criteria;

· When the sales contract or purchase order contains no acceptance agreement or lapsing acceptance provision and the Company can objectively demonstrate that the tool meets all of the required acceptance criteria;

· When the customer withholds acceptance due to issues unrelated to product performance, in which case revenue is recognized when the system is performing as intended and meets predetermined specifications; or

· When the Company’s sales arrangements do not include a general right of return.

The Company offers post-warranty period services, which consist principally of the installation and replacement of parts and small-scale modifications to the equipment. The related revenue and costs of revenue are recognized when parts have been delivered and installed, risk of loss has passed to the customer, and collection is probable. The Company does not expect revenue from extended maintenance service contracts to represent a material portion of its revenue in the future. As such, the Company has concluded that its revenue recognition under the adoption of the New Revenue Standard will remain the same as previously reported and will not have material impacts to its condensed consolidated financial statements.

The Company incurs costs related to the acquisition of its contracts with customers in the form of sales commissions. Sales commissions are paid to third party representatives and distributors. Contractual agreements with these parties outline commission structures and rates to be paid. Generally speaking, the contracts are all individual procurement decisions by the customers and are not for significant periods of time, nor do they include renewal provisions. As such, all contracts have an economic life of significantly less than a year. Accordingly, the Company expenses sales commissions when incurred in accordance with the practical expedient in the New Revenue Standard when the underlying contract asset is less than one year. These costs are recorded within sales and marketing expenses.

Generally, all contracts have expected durations of one year or less. Accordingly, the Company applies the practical expedient allowed in the New Revenue Standard and does not disclose information about remaining performance obligations that have original expected durations of one year or less.

The Company does not incur any costs to fulfill the contracts with customers that are not already reported in compliance with another applicable standard (for example, inventory or plant, property and equipment).

Recent Accounting Pronouncements Not Yet Adopted

In June 2018, the FASB issued ASU 2018-07, Compensation — Stock Compensation (Topic 718) — Improvements to Nonemployee Share-Based Payment Accounting (“ASU 2018-07”), which simplifies several aspects of the accounting for nonemployee share-based payment transactions resulting from expanding the scope of Topic 718, Compensation-Stock Compensation, to include share-based payment transactions for acquiring goods and services from nonemployees. Some of the areas for simplification apply only to nonpublic entities. ASU 2018 07 specifies that Topic 718 applies to all share-based payment transactions in which a grantor acquires goods or services to be used or consumed in a grantor’s own operations by issuing share-based payment awards. ASU 2018-07 also clarify that Topic 718 does not apply to share-based payments used to effectively provide (1) financing to the issuer or (2) awards granted in conjunction with selling goods or services to customers as part of a contract accounted for under the New Revenue Standard. ASU 2018-07 is effective for public business entities for fiscal years beginning after December 15, 2018, including interim periods within that fiscal year. Early adoption is permitted. The Company does not expect the adoption of ASU 2018-07 to have a material impact on its consolidated financial statements and related disclosures.
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In February 2018, the FASB issued ASU No. 2018-02, Income Statement—Reporting Comprehensive Income (Topic 220): Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income (“ASU 2018-02”), which provides financial statement preparers with an option to reclassify stranded tax effects within accumulated other comprehensive income to retained earnings in each period in which the effect of the change in the U.S. federal corporate income tax rate in the Tax Cuts and Jobs Act (or portion thereof) is recorded. The amendments in ASU 2018-02 are effective for all entities for fiscal years beginning after December 15, 2018, and interim periods within those fiscal years. Early adoption of ASU 2018-02 is permitted, including adoption in any interim period for the public business entities for reporting periods for which financial statements have not yet been issued. The amendments in ASU 2018-02 should be applied either in the period of adoption or retrospectively to each period (or periods) in which the effect of the change in the U.S. federal corporate income tax rate in the Tax Cuts and Jobs Act is recognized. The Company is evaluating the impact of the adoption of ASU 2018-02 on its consolidated financial statements.

In July 2017, the FASB issued ASU No. 2017-11, Earnings Per Share (Topic 260); Distinguishing Liabilities from Equity (Topic 480); Derivatives and Hedging (Topic 815): (Part I) Accounting for Certain Financial Instruments with Down Round Features, (Part II) Replacement of the Indefinite Deferral for Mandatorily Redeemable Financial Instruments of Certain Nonpublic Entities and Certain Mandatorily Redeemable Noncontrolling Interests with a Scope Exception (“ASU 2017-11”), which addresses the complexity of accounting for certain financial instruments with down round features. Down round features are features of certain equity-linked instruments (or embedded features) that result in the strike price being reduced on the basis of the pricing of future equity offerings. Current accounting guidance creates cost and complexity for entities that issue financial instruments (such as warrants and convertible instruments) with down round features that require fair value measurement of the entire instrument or conversion option. For public business entities, the amendments in Part I of ASU 2017-11 are effective for fiscal years, and interim periods within those fiscal years, beginning after December 15, 2018. For all other entities, the amendments in Part I of ASU 2017-11 are effective for fiscal years beginning after December 15, 2019, and interim periods within fiscal years beginning after December 15, 2020. The Company is evaluating the impact of the adoption of ASU 2017-11 on its consolidated financial statements.

In January 2017, the FASB issued ASU No. 2017-04, Intangibles—Goodwill and Other (Topic 350): Simplifying the Test for Goodwill Impairment (“ASU 2017-04”), which removes Step 2 from the goodwill impairment test. An entity will apply a one-step quantitative test and record the amount of goodwill impairment as the excess of a reporting unit’s carrying amount over its fair value, not to exceed the total amount of goodwill allocated to the reporting unit. ASU 2017-04 does not amend the optional qualitative assessment of goodwill impairment. A business entity that is an SEC filer must adopt the amendments in ASU 2017-04 for its annual or any interim goodwill impairment test in fiscal years beginning after December 15, 2019. Early adoption is permitted for interim or annual goodwill impairment tests performed on testing dates after January 1, 2017. The Company is evaluating the impact of the adoption of ASU 2017-04 on its consolidated financial statements.

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842) (“ASU 2016-02”). The amendments in ASU 2016-02 create Topic 842, Leases, and supersede the leases requirements in Topic 840, Leases. Topic 842 specifies the accounting for leases. The objective of Topic 842 is to establish the principles that lessees and lessors shall apply to report useful information to users of financial statements about the amount, timing, and uncertainty of cash flows arising from a lease. The main difference between Topic 842 and Topic 840 is the recognition of lease assets and lease liabilities for those leases classified as operating leases under Topic 840. Topic 842 retains a distinction between finance leases and operating leases. The classification criteria for distinguishing between finance leases and operating leases are substantially similar to the classification criteria for distinguishing between capital leases and operating leases in the previous lease guidance. The result of retaining a distinction between finance leases and operating leases is that under the lessee accounting model in Topic 842, the effect of leases in the statement of comprehensive income and the statement of cash flows is largely unchanged from previous GAAP. The amendments in ASU 2016-02 are effective for fiscal years beginning after December 15, 2018, including interim periods within those fiscal years for public business entities. Early application of the amendments in ASU 2016-02 is permitted. The Company is evaluating the impact of the adoption of ASU 2016-02 on its consolidated financial statements.
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NOTE 3 – ACCOUNTS RECEIVABLE

At September 30, 2018 and December 31, 2017, accounts receivable consisted of the following:

	
	
	
	September 30,
	
	
	December 31,

	
	
	
	2018
	
	
	2017
	

	
	Accounts receivable
	$
	30,965
	$
	26,762
	

	
	Less: Allowance for doubtful accounts
	
	-
	
	
	-
	

	
	Total
	$
	30,965
	$
	26,762
	

	
	
	
	
	
	
	
	



The Company reviews accounts receivable on a periodic basis and makes general and specific allowances when there is doubt as to the collectability of individual balances. No allowance for doubtful accounts was considered necessary at September 30, 2018 or December 31, 2017. At September 30, 2018 and December 31, 2017, accounts receivable of $2,181 and $1,805, respectively, were pledged as collateral for borrowings from financial institutions.

NOTE 4 – INVENTORIES

At September 30, 2018 and December 31, 2017, inventory consisted of the following:

	
	
	
	September 30,
	
	
	December 31,

	
	
	
	2018
	
	
	2017
	

	
	Raw materials
	$
	11,255
	$
	6,181
	

	
	Work in process
	
	8,452
	
	
	4,328
	

	
	Finished goods
	
	10,102
	
	
	4,879
	

	
	Total inventory, gross
	
	29,809
	
	
	15,388
	

	
	Inventory reserve
	
	-
	
	
	-
	

	
	Total inventory, net
	$
	29,809
	$
	15,388
	

	
	
	
	
	
	
	
	



At September 30, 2018 and December 31, 2017, the Company did not have an inventory reserve and no inventory was pledged as collateral for borrowings from financial institutions. System shipments of first-tools to an existing or prospective customer, for which ownership does not transfer until customer acceptance, are classified as finished goods inventory and carried at cost until ownership is transferred.

NOTE 5 – PROPERTY, PLANT AND EQUIPMENT, NET

At September 30, 2018 and December 31, 2017, property, plant and equipment consisted of the following:

	
	
	
	September 30,
	
	December 31,

	
	
	
	2018
	
	
	2017
	

	
	Manufacturing equipment
	$
	9,588
	
	$
	9,660
	

	
	Office equipment
	
	501
	
	
	463
	

	
	Transportation equipment
	
	193
	
	
	203
	

	
	Leasehold improvement
	
	236
	
	
	277
	

	
	Total cost
	
	10,518
	
	
	10,603
	

	
	Less: Total accumulated depreciation
	
	(8,035)
	
	(8,263)

	
	Construction in progress
	
	1,110
	
	
	-
	

	
	Total property, plant and equipment, net
	$
	3,593
	
	$
	2,340
	

	
	
	
	
	
	
	
	



Depreciation expense was $84 and $55 for the three months ended September 30, 2018 and 2017, respectively, and $257 and $162 for the nine months ended September 30, 2018 and 2017, respectively.
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NOTE 6 – SHORT-TERM BORROWINGS

At September 30, 2018 and December 31, 2017, short-term borrowings consisted of the following:

	
	
	
	September 30,
	
	
	December 31,

	
	
	
	2018
	
	
	2017
	

	
	Line of credit up to $30 million RMB from Bank of China Pudong Branch, due on March 5, 2018 with annual interest rate
	
	
	
	
	
	

	
	of 5.69%, secured by certain of the Company’s intellectual property and fully repaid on March 5, 2018.
	$
	-
	$
	2,219
	

	
	Line of credit up to $30 million RMB from Bank of China Pudong Branch, due on March 13, 2019 with annual interest
	
	
	
	
	
	

	rate of 5.22%, secured by certain of the Company’s intellectual property and the Company’s CEO.
	
	1,454
	
	
	-
	

	
	Line of credit up to $30 million RMB from Bank of China Pudong Branch, due on March 27, 2019 with annual interest
	
	
	
	
	
	

	
	rate of 5.22%, secured by certain of the Company’s intellectual property and the Company’s CEO.
	
	1,454
	
	
	-
	

	
	Line of credit up to $25 million RMB from Bank of Shanghai Pudong Branch, due on various dates of October 2018 with
	
	
	
	
	
	

	an annual interest rate of 5.66%, guaranteed by the Company’s CEO and fully repaid on May 8, 2018.
	
	-
	
	
	2,111
	

	
	Line of credit up to $50 million RMB from Bank of Shanghai Pudong Branch, due on April 17, 2019 with an annual
	
	
	
	
	
	

	
	interest rate of 4.99%, guaranteed by the Company’s CEO.
	
	3,135
	
	
	-
	

	
	Line of credit up to $50 million RMB from Bank of Shanghai Pudong Branch, due on February 14, 2019 with an annual
	
	
	
	
	
	

	interest rate of 5.15%, guaranteed by the Company’s CEO.
	
	485
	
	
	-
	

	
	Line of credit up to $5 million RMB from Shanghai Rural Commercial Bank, due on November 21, 2018 with an annual
	
	
	
	
	
	

	
	interest rate of 5.44%, guaranteed by the Company’s CEO and pledged by accounts receivable.
	
	727
	
	
	765
	

	
	Line of credit up to $10 million RMB from Shanghai Rural Commercial Bank, due on January 23, 2019 with an annual
	
	
	
	
	
	

	interest rate of 5.44%, guaranteed by the Company’s CEO and pledged by accounts receivable.
	
	1,454
	
	
	-
	

	
	Line of credit up to $10 million RMB from Bank of Communications, due on December 28, 2018 with an annual interest
	
	
	
	
	
	

	
	rate of 5.66%.
	
	1,454
	
	
	-
	

	
	Total
	$
	10,163
	$
	5,095
	

	
	
	
	
	
	
	
	



Interest expense related to short-term borrowings amounted to $112 and $33 for the three months ended September 30, 2018 and 2017, respectively, and $364 and $196, for the nine months ended September 30, 2018 and 2017, respectively.
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NOTE 7 – OTHER PAYABLE AND ACCRUED EXPENSES

At September 30, 2018 and December 31, 2017, other payable and accrued expenses consisted of the following:

	
	
	
	September 30,
	
	
	December 31,

	
	
	
	2018
	
	
	2017
	

	
	Lease expenses and payable for leasehold improvement due to a related party (note 11)
	$
	-
	$
	2,024
	

	
	Accrued commissions
	
	2,466
	
	
	836
	

	
	Accrued warranty
	
	1,581
	
	
	839
	

	
	Accrued payroll
	
	444
	
	
	745
	

	
	Accrued professional fees
	
	113
	
	
	60
	

	
	Accrued machine testing fees
	
	1,793
	
	
	684
	

	
	Others
	
	1,693
	
	
	849
	

	
	Total
	$
	8,090
	$
	6,037
	

	
	
	
	
	
	
	
	



NOTE 8 – WARRANT LIABILITY

On December 9, 2016, Shengxin (Shanghai) Management Consulting Limited Partnership (“SMC”), a related party (note 11), delivered RMB 20,124 (approximately $2,981 as of the close of business on such date) in cash (the “SMC Investment”) to ACM Shanghai for potential investment pursuant to terms to be subsequently negotiated

On March 14, 2017, ACM, ACM Shanghai and SMC entered into a securities purchase agreement (the “SMC Agreement”) pursuant to which, in exchange for the SMC Investment, ACM issued to SMC a warrant exercisable, for cash or on a cashless basis, to purchase, at any time on or before May 17, 2023, all, but not less than all, of 397,502 shares of Class A common stock at a price of $7.50 per share.

The warrant issued to SMC, while outstanding as of December 31, 2017, was classified as a liability as it was conditionally puttable in accordance with FASB ASC 480, Distinguishing Liabilities from Equity. The fair value of the warrant was adjusted for changes in fair value at each reporting period but could not be lower than the proceeds of the SMC Investment. The corresponding non-cash gain or loss of the changes in fair value was recorded in earnings. The methodology used to value the warrant was the Black-Scholes valuation model.

On March 30, 2018, ACM entered into a warrant exercise agreement with ACM Shanghai and SMC pursuant to which SMC exercised its warrant in full by issuing to ACM a senior secured promissory note in the principal amount of approximately $3,000. ACM then transferred the SMC note to ACM Shanghai in exchange for an intercompany promissory note of ACM Shanghai in the principal amount of approximately $3,000. Each of the two notes bears interest at a rate of 3.01% per annum and matures on August 17, 2023. As security for its performance of its obligations under its note, SMC granted to ACM Shanghai a security interest in the 397,502 shares of Class A common stock issued to SMC upon its exercise of the warrant. Upon the issuance of 397,502 shares of Class A common stock to SMC, the senior secured promissory note issued to AMC by SMC was offset against the SMC investment.

NOTE 9 – OTHER LONG-TERM LIABILITIES

Other long-term liabilities represent government subsidies received from PRC governmental authorities for development and commercialization of certain technology but not yet recognized. As of September 30, 2018, and December 31, 2017, other long-term liabilities consisted of the following unearned government subsidies:

	
	
	
	
	September 30,
	
	
	December 31,
	

	
	
	
	
	2018
	
	
	2017
	
	

	
	Subsidies to Stress Free Polishing project, commenced in 2008 and 2017
	$
	1,538
	$
	1,952
	
	

	
	Subsidies to Electro Copper Plating project, commenced in 2014
	
	
	3,504
	
	
	4,265
	
	

	
	Subsidies to Polytetrafluoroethylene, commenced in 2018
	
	
	188
	
	
	-
	
	

	
	Total
	$
	5,230
	$
	6,217
	
	

	
	
	16
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NOTE 10 – EQUITY METHOD INVESTMENT

On September 6, 2017, ACM and Ninebell Co., Ltd. (“Ninebell”), a Korean company that is one of the Company’s principal materials suppliers, entered into an ordinary share purchase agreement, effective as of September 11, 2017, pursuant to which Ninebell issued to ACM ordinary shares representing 20% of Ninebell’s post-closing equity for a purchase price of $1,200, and a common stock purchase agreement, effective as of September 11, 2017, pursuant to which ACM issued 133,334 shares of Class A common stock to Ninebell for a purchase price of $1,000 at $7.50 per share. The investment in Ninebell is accounted for under the equity method.

NOTE 11– RELATED PARTY BALANCES AND TRANSACTIONS

On August 18, 2017, ACM and Ninebell, its equity method investment affiliate (note 10), entered into a loan agreement pursuant to which ACM made an interest-free loan of $946 to Ninebell, payable in 180 days or automatically extended another 180 days if in default. The loan was secured by a pledge of Ninebell’s accounts receivable due from ACM and all money that Ninebell received from ACM. Ninebell repaid the loan in March 2018. ACM purchased materials from Ninebell amounting to $2,529 and $807 during the three months ended September 30, 2018 and 2017, and $5,364 and $2,624 during the nine months ended September 30, 2018 and 2017, respectively. As of September 30, 2018 and December 31, 2017, accounts payable due to Ninebell were $1,539 and $2,123, respectively, and prepaid to Ninebell for material purchases were $1,049 and $229, respectively.

In 2007 ACM Shanghai entered into an operating lease agreement with Shanghai Zhangjiang Group Co., Ltd. (“Zhangjiang Group”) to lease manufacturing and office space located in Shanghai, China. An affiliate of Zhangjiang Group holds 787,098 shares of Class A common stock that it acquired in September 2017 for $5,903. Pursuant to the lease agreement, Zhangjiang Group provided $771 to ACM Shanghai for leasehold improvements. In September 2016 the lease agreement was amended to modify payment terms and extend the lease through December 31, 2017. From January 1 to April 25, 2018, ACM Shanghai leased the property on a month-to-month basis. On April 26, 2018, ACM Shanghai entered into a renewed lease with Zhangjiang Group for the period from January 1, 2018 through December 31, 2022. Under the lease, ACM Shanghai would pay a monthly rental fee of approximately RMB 366 (equivalent to $55). The required security deposit is RMB 1,077 (equivalent to $163). The Company incurred leasing expenses under the lease agreement of $152 and $130 during the three months ended September 30, 2018 and 2017, respectively, and $471 and $451 during the nine months ended September 30, 2018 and 2017, respectively. As of September 30, 2018 and December 31, 2017, payables to Zhangjiang Group for lease expenses and leasehold improvements recorded as other payables and accrued expenses amounted to $0 and $2,024, respectively (note 7).

On December 9, 2016, ACM Shanghai received the SMC Investment from SMC for potential investment pursuant to terms to be subsequently negotiated (note 8). SMC is a limited partnership incorporated in the PRC, whose partners consist of employees of ACM Shanghai. On March 14, 2017, ACM, ACM Shanghai and SMC entered into a securities purchase agreement (the “SMC Agreement”) pursuant to which, in exchange for the SMC Investment, ACM issued to SMC a warrant exercisable, for cash or on a cashless basis, to purchase, at any time on or before May 17, 2023, all, but not less than all, of 397,502 shares of Class A common stock at a price of $7.50 per share, for a total exercise price of $2,981. On March 30, 2018, SMC exercised the warrant and purchased 397,502 shares of Class A common stock (note 8).

NOTE 12 – LEASES

ACM leases its administrative, research and development and manufacturing facilities under various operating leases. Future minimum lease payments under non-cancelable lease agreements as of September 30, 2018 and December 31, 2017 were as follows:

	
	
	
	
	September 30,
	
	
	December 31,
	

	
	
	
	
	2018
	
	
	2017
	
	

	
	2018
	$
	360
	$
	50
	
	

	
	2019
	
	
	1,353
	
	
	22
	
	

	
	2020
	
	
	1,331
	
	
	-
	
	

	
	2021
	
	
	1,360
	
	
	-
	
	

	
	2022
	
	
	1,395
	
	
	-
	
	

	
	Total
	$
	5,799
	$
	72
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ACM RESEARCH, INC.

Notes to Condensed Consolidated Financial Statements (unaudited)

(in thousands, except share and per share data)

Total lease expense was $443 and $140 for the three months ended September 30, 2018 and 2017, respectively, and $1,501 and $476 for the nine months ended September 30, 2018 and 2017, respectively.

NOTE 13 – COMMON STOCK

ACM is authorized to issue 100,000,000 shares of Class A common stock and 7,303,533 shares of Class B common stock, each with a par value of $0.0001. Each share of Class A common stock is entitled to one vote, and each share of Class B common stock is entitled to twenty votes and is convertible at any time into one share of Class A common stock. Shares of Class A common stock and Class B common stock are treated equally, identically and ratably with respect to any dividends declared by the Board of Directors unless the Board of Directors declares different dividends to the Class A common stock and Class B common stock by getting approval from a majority of common stock holders.

In August 2017 ACM entered into a securities purchase agreement with PDHTI and its subsidiary Pudong Science and Technology (Cayman) Co., Ltd. (“PST”), in which ACM agreed to bid, in an auction process mandated by PRC regulations, to purchase PDHTI’s 10.78% equity interest in ACM Shanghai and to sell shares of Class A common stock to PST. On September 8, 2017, ACM issued 1,119,576 shares of Class A common stock to PST for a purchase price of $7.50 per share, representing an aggregate purchase price of $8,397.

In August 2017 ACM entered into a securities purchase agreement with ZSTVC and its subsidiary Zhangjiang AJ Company Limited (“ZJAJ”), in which ACM agreed to bid, in an auction process mandated by PRC regulations, to purchase ZSTVC’s 7.58% equity interest in ACM Shanghai and to sell shares of Class A common stock to ZJAJ. On September 8, 2017, ACM issued 787,098 shares of Class A common stock to ZJAJ for a purchase price of $7.50 per share, or an aggregate purchase price of $5,903.

In September 2017 ACM issued 133,334 shares of Class A common stock to Ninebell for a purchase price of $7.50 per share, or an aggregate purchase price of $1,000 (note 10).

In November 2017 ACM issued 2,233,000 shares of Class A common stock and received net proceeds of $11,664 from the IPO and concurrently ACM issued an additional 1,333,334 shares of Class A common stock in a private placement for net proceeds of $7,053.

Upon the completion of the IPO on November 2, 2017, the Company issued a five-year warrant (the “Underwriter's Warrant”) to Roth Capital Partners, LLC, the lead underwriter of the IPO, for the purchase of up to 80,000 shares of Class A common stock at an exercise price of $6.16 per share. The Underwriter’s Warrant was immediately exercisable and expires on November 1, 2022. The Underwriter's Warrant is equity classified and its fair value was $137 at the IPO closing date, using the Black Scholes model with the following assumptions: volatility of 28.26%, a dividend rate of 0%, and a risk-free discount rate of 2%.

In September 2017 ACM issued 133,334 shares of Class A common stock to Ninebell for a purchase price of $7.50 per share, or an aggregate purchase price of $1,000 (note 10).

At various dates during 2017, ACM issued 472,889 shares of Class A common stock upon options exercises by certain employees and non-employees. During the three months and nine months ended September 30, 2018, the Company issued 110,976 and 245,702 shares of Class A common stock, respectively, upon options exercises by certain employees and non-employees.

On March 30, 2018, SMC exercised its warrant (note 8) and purchased 397,502 shares of Class A common stock.

At September 30, 2018 and December 31, 2017, the number of shares of Class A common stock issued and outstanding was 14,070,065 and 12,935,546, respectively. At September 30, 2018 and December 31, 2017, the number of shares of Class B common stock issued and outstanding was 1,918,423 and 2,409,738, respectively. During the three months and nine months ended September 30, 2018, 1,750 and 491,315 shares of Class B common stock, respectively, were converted into Class A common stock.
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(in thousands, except share and per share data)

NOTE 14– STOCK-BASED COMPENSATION

ACM’s stock-based compensation awards consisting of employee and non-employee awards were issued under the 1998 Stock Option Plan and 2016 Omnibus Incentive Plan and as standalone options.

Employee Awards

The following table summarizes the Company’s employee share option activities during the nine months ended September 30, 2018:

	
	
	
	
	
	
	
	
	
	Weighted

	
	
	
	
	
	
	
	
	
	Average

	
	
	
	
	Weighted
	
	
	Weighted
	
	Remaining

	
	Number of
	Average Grant
	
	Average Exercise
	
	Contractual

	
	Option Shares
	
	Date Fair Value
	
	
	Price
	
	Term
	

	Outstanding at December 31, 2017
	2,045,616
	
	$
	0.66
	$
	2.46
	
	7.57 years

	Granted
	745,700
	
	
	1.52
	
	
	8.12
	
	
	

	Exercised
	(146,398)
	
	0.53
	
	
	2.07
	
	
	

	Expired
	(4,312)
	
	0.55
	
	
	3.00
	
	
	

	Forfeited
	(114,475)
	
	0.86
	
	
	3.47
	
	
	

	Outstanding at September 30, 2018
	2,526,131
	
	
	0.91
	
	
	4.10
	
	7.56 years

	Vested and exercisable at September 30, 2018
	1,232,799
	
	
	
	
	
	
	
	
	



During the three months ended September 30, 2018 and 2017, the Company recognized employee stock-based compensation expense of $195 and $72, respectively. During the nine months ended September 30, 2018 and 2017, the Company recognized employee stock-based compensation expense of $458 and $200, respectively. As of September 30, 2018 and December 31, 2017, $2,693 and $1,690, respectively, of total unrecognized employee stock-based compensation expense, net of estimated forfeitures, related to stock-based awards were expected to be recognized over a weighted-average period of 1.85 years and 1.77 years, respectively. Total recognized compensation cost may be adjusted for future changes in estimated forfeitures.

The fair values of each option granted to employees during the nine months ended September 30, 2018 were estimated on the grant dates using the Black-Scholes valuation model with the following assumptions. A total of 245,700 shares and 745,700 shares were granted to employees during the three month and nine month ended September 30, 2018, respectively.

	
	Nine Months

	
	Ended

	
	September 30,

	
	2018
	

	Fair value of common share(1)
	$5.31- 13.85
	

	Expected term in years(2)
	6.25
	

	
	39.14%-
	

	Volatility(3)
	43.00%
	

	Risk-free interest rate(4)
	2.55%- 2.96%

	Expected dividend(5)
	0.00%
	



(1) Exercise price is market close price of Class A common stock at grant dates.

(2) Expected term of share options is based on the average of the vesting period and the contractual term for each grant, in accordance with Staff Accounting Bulletin 110.
(3) Volatility is calculated based on the historical volatility of comparable companies in the period equal to the expected term of each grant.

(4) Risk-free interest rate is based on the yields of U.S. Treasury securities with maturities similar to the expected term of the share options in effect at the time of grant.
(5) Expected dividend is assumed to be 0% as ACM has no history or expectation of paying dividends on its common stock.
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Non-employee Awards

The following table summarizes the Company’s non-employee share option activities during the nine months ended September 30, 2018:

	
	
	
	
	
	
	
	
	Weighted

	
	
	
	
	
	
	
	
	Average

	
	
	
	
	Weighted
	
	Weighted
	
	Remaining

	
	Number of
	Average Grant
	
	Average Exercise
	
	Contractual

	
	Option Shares
	
	Date Fair Value
	
	Price
	
	Term
	

	Outstanding at December 31, 2017
	1,326,676
	
	$
	0.78
	2.52
	
	7.54 years

	Granted
	-
	
	
	-
	-
	-
	

	Exercised
	(99,304)
	
	0.45
	2.09
	-
	

	Expired
	-
	
	
	-
	-
	-
	

	Forfeited
	-
	
	
	-
	-
	-
	

	Outstanding at September 30, 2018
	1,227,372
	
	$
	0.78
	2.55
	
	6.86 years

	Vested and exercisable at September 30, 2018
	876,478
	
	
	
	
	
	
	
	



During the three months ended September 30, 2018 and 2017, the Company recognized non-employee stock-based compensation expense of $216 and $272, respectively. During the nine months ended September 30, 2018 and 2017, the Company recognized non-employee stock-based compensation expense of $2,313 and $1,492.

The fair value of each option granted to a non-employee during the nine months ended September 30, 2018 was calculated by application of the Black-Scholes valuation model with the following assumptions. No options were granted to any non-employee during the nine months ended September 30, 2018.

	
	
	
	Nine Months

	
	
	
	Ended

	
	
	
	September 30,

	
	
	
	2018
	

	
	Fair value of common share(1)
	$
	11.07
	

	
	Expected term in years(2)
	
	3.08-5.36
	

	
	Volatility(3)
	
	41.53-45.48%

	
	Risk free interest rate(4)
	
	2.39%-2.94%

	
	Expected dividend(5)
	
	0.00%



(1) Exercise price was market close price of Class A common stock at September 30, 2018.

(2) Expected term of share options is based on the average of the vesting period and the contractual term for each grant, in accordance with Staff Accounting Bulletin 110.
(3) Volatility is calculated based on the historical volatility of comparable companies in the period equal to the expected term of each grant.

(4) Risk-free interest rate is based on the yields of U.S. Treasury securities with maturities similar to the expected term of the share options in effect at the time of grant.
(5) Expected dividend is assumed to be 0% as ACM has no history or expectation of paying a dividend on its common stock.

NOTE 15 – INCOME TAXES

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and operating loss and tax credit carry-forwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected to be recovered or settled. The effect of a change in tax rates on deferred tax assets and liabilities is recognized in income in the period during which such rates are enacted.
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(in thousands, except share and per share data)

The Company considers all available evidence to determine whether it is more likely than not that some portion or all of the deferred tax assets will be realized. The ultimate realization of deferred tax assets is dependent upon the generation of future taxable income during the periods in which those temporary differences become realizable. Management considers the scheduled reversal of deferred tax liabilities (including the impact of available carryback and carry-forward periods), and projected taxable income in assessing the realizability of deferred tax assets. In making such judgments, significant weight is given to evidence that can be objectively verified. Based on all available evidence, in particular the Company’s three-year historical cumulative losses, recent operating results and U.S. pre-tax loss for the nine months ended September 30, 2018, the Company recorded a valuation allowance against its U.S. net deferred tax assets. In order to fully realize the U.S. deferred tax assets, the Company will need to generate sufficient taxable income in future periods before the expiration of the deferred tax assets governed by the tax code.

In each period since inception, the Company has recorded a valuation allowance for the full amount of net deferred tax assets in the United States, as the realization of deferred tax assets is uncertain. ACM Shanghai has shown a three-year historical cumulative profit and has projections of future income. As a result, the Company maintained a partial consolidated valuation allowance for the three and nine months ended September 30, 2018 and December 31, 2017.

The Company accounts for uncertain tax positions in accordance with the authoritative guidance on income taxes under which the Company may only recognize or continue to recognize tax positions that meet a "more likely than not" threshold. The Company recognizes accrued interest and penalties related to unrecognized tax benefits as a component of the provision for income taxes.

The Company’s effective tax rate differs from statutory rates of 21% for U.S. federal income tax purposes and 15% to 25% for Chinese income tax purposes due to the effects of the valuation allowance and certain permanent differences from book-tax differences. As a result, the Company recorded income tax expense of $461 and income tax benefit of $278 during the three months ended September 30, 2018 and 2017, respectively. For the nine months ended September 30, 2018 and 2017, the Company recorded income tax expense of $647 and $471, respectively.

As of September 30, 2018, the Company's total unrecognized tax benefits were approximately $44, which would not affect the effective tax rate if recognized. The Company will recognize interest and penalties, when they occur, related to uncertain tax provisions as a component of tax expense. No interest or penalties were recognized for the three and nine months ended September 30, 2018.

The Company files income tax returns in the United States, and state and foreign jurisdictions. The federal, state and foreign income tax returns are under the statute of limitations subject to tax examinations for the tax years ended December 31, 2009 through December 31, 2017. To the extent the Company has tax attribute carry-forwards, the tax years in which the attribute was generated may still be adjusted upon examination by the U.S. Internal Revenue Service, state or foreign tax authorities to the extent utilized in a future period. The Tax Cuts and Jobs Act (the "Tax Act"), enacted on December 22, 2017, introduced significant changes to U.S. income tax law. Effective January 1, 2018, the Tax Act reduced the U.S. statutory tax rate from 35% to 21% and created new taxes on certain foreign-sourced earnings and certain intercompany payments. Due to the timing of the enactment and the complexity involved in applying the provisions of the Tax Act, the Company made reasonable estimates of the effects and recorded provisional amounts in its financial statements as of December 31, 2017. As the Company collects and prepares necessary data, and interprets the Tax Act and any additional guidance issued by the U.S. Treasury Department, the U.S. Internal Revenue Service and other standard-setting bodies, the Company may make adjustments to the provisional amounts. Those adjustments may materially affect the Company’s provision for income taxes and effective tax rate in the period in which the adjustments are made. There were no adjustments made in the three and nine months ended September 30, 2018. The accounting for the tax effects of the Tax Act will be completed later in 2018.
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NOTE 16 – COMMITMENTS AND CONTINGENCIES

The Company leases offices under non-cancelable operating lease agreements. See note 12 for future minimum lease payments under non-cancelable operating lease agreements with initial terms of one year or more.

As of September 30, 2018, the Company was part to several contracts for construction of equipment and facilities. Total outstanding commitments under these contracts were $264 and $0 at September 30, 2018 and December 31, 2017, respectively. The Company expects to pay off all the balances within a year.

From time to time the Company is subject to legal proceedings, including claims in the ordinary course of business and claims with respect to patent infringements. As of September 30, 2018, the Company did not have any legal proceedings.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion of our financial condition and results of operations together with our condensed consolidated financial statements and the related notes and other financial information included elsewhere in this report and our Annual Report on Form 10-K for the fiscal year ended December 31, 2017, or our Annual Report. The following discussion contains forward‑looking statements that reflect our plans, estimates, and beliefs. Our actual results could differ materially from those discussed in the forward‑looking statements. Factors that could cause or contribute to these differences include those discussed below and elsewhere in this report, particularly in the section titled “Item 1A. Risk Factors” in Part II below.

Overview

We develop, manufacture and sell single-wafer wet cleaning equipment, which semiconductor manufacturers can use in numerous manufacturing steps to remove particles, contaminants and other random defects, and thereby improve product yield, in fabricating advanced integrated circuits, or chips. Our Ultra C equipment is designed to remove random defects from a wafer surface effectively, without damaging a wafer or its features, even at an increasingly advanced process node (the minimum line width on a chip) of 22 nanometers, or nm, or less. Our equipment is based on our innovative, proprietary Space Alternated Phase Shift, or SAPS, and Timely Energized Bubble Oscillation, or TEBO, technologies. We developed our proprietary technologies to enable manufacturers to produce chips that reach their ultimate physical limitations while maintaining product yield, which is the percentage of chips on a wafer that meet manufacturing specifications

We seek to market our wet processing equipment by establishing a referenceable base of leading logic and memory chip makers, whose use of our products can influence decisions by other manufacturers. We believe this process will help us to penetrate the mature integrated circuit manufacturing markets and to build credibility with industry leaders. We have placed evaluation SAPS equipment with selected memory and logic chip customers since 2009 and recognized revenue from SAPS equipment since 2011. Using a similar “demo-to-sales” process, we began placing TEBO evaluation equipment with selected customers in 2016 and recognized revenue from our initial sale of TEBO equipment in December 2017. In August 2018, we introduced our Ultra-C Tahoe wafer cleaning tool, which can deliver high cleaning performance with significantly less sulfuric acid than typically consumed by conventional high-temperature single-wafer cleaning tools.

Our primary customers for single-wafer wet-cleaning equipment include: Semiconductor Manufacturing International Corporation, a leading foundry in the People’s Republic of China or PRC, Shanghai Huali Microelectronics Corporation, a leading PRC foundry, SK Hynix Inc., a leading Korean memory chip company, and Yangtze Memory Technologies Co., Ltd., a leading PRC memory chip company. As of September 30, 2018, we had delivered more than 50 single-wafer wet cleaning tools to customers since our inception, of which the majority of those tools had been accepted by customers, resulting in revenue to us, and the other remaining tools were awaiting customer acceptance for revenue recognition in future quarters should contractual conditions be met. We recognized revenue from sales of single-wafer wet cleaning equipment totaling $51.6 million, or 96.0% of total revenue, for the first nine months of 2018 and $14.8 million, or 76.6% of total revenue, for the first nine months of 2017.

We market and sell our products worldwide using a combination of our direct sales force and third-party representatives. We employ direct sales teams in Asia, Europe and North America, and have located these teams near our customers, primarily in the PRC, Korea, Taiwan and the United States. To supplement our direct sales teams, we have contacts with several independent sales representatives in the PRC, Taiwan and Korea. We also provide after-sales services to our customers by installing new replacement parts as well as making small scale modifications to improve our customers’ product yields.

We established our operational center in Shanghai in 2006 to help us establish and build relationships with chip manufacturers in China and throughout Asia. In addition to our SAPS, TEBO and Tahoe tools, we offer a range of custom-made wafer assembly and packaging equipment, such as coaters and developers, to wafer assembly and packaging factories, principally in the PRC.
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Corporate Background

We incorporated in California in 1998 and redomesticated to Delaware in November 2016. Initially we focused on developing tools for semiconductor manufacturing process steps involving the integration of ultra-low-K materials and copper. In the early 2000s we sold tools based on stress-free copper-polishing technology.

In 2006 we moved our operational center to Shanghai, where we began to conduct our business through our subsidiary ACM Shanghai. This move was made to help us establish and build relationships with chip manufacturers in the PRC. In 2007 we began to focus our development efforts on single-wafer wet-cleaning solutions for the front-end chip fabrication process. In 2009 we introduced SAPS megasonic technology, which can be applied in wet wafer cleaning at numerous steps during the chip fabrication process. In 2016 we introduced TEBO technology, which can be applied at numerous steps during the fabrication of small node conventional two-dimensional and three-dimensional patterned wafers. In August 2018, we introduced the Ultra-C Tahoe wafer cleaning tool, which delivers high cleaning performance with significantly less sulfuric acid than typically consumed by conventional high temperature single-wafer cleaning tools.

In 2011 ACM Shanghai formed a wholly owned subsidiary in the PRC, ACM Research (Wuxi), Inc., to manage sales and service operations. In June 2017 we formed a wholly owned subsidiary in Hong Kong, CleanChip Technologies Limited, to act on our behalf in Asian markets outside the PRC by, for example, serving as a trading partner between ACM Shanghai and its customers, procuring raw materials and components, performing sales and marketing activities, and making strategic investments. In December 2017 we formed a wholly owned subsidiary in the Republic of Korea, ACM Research Korea CO., LTD., to serve our customers based in the Republic of Korea and perform sales, marketing, research and development activities.

In September 2018, we announced the grand opening of a second factory in the Pudong region of Shanghai. The new facility has a total of 50,000 square feet of available floor space. This is in addition to our first factory in the Pudong Region of Shanghai which has a total of 36,000 square feet of available floor space.

PRC Government Research and Development Funding

ACM Shanghai has received four grants from local and central governmental authorities in the PRC. The first grant, which was awarded in 2008, relates to the development and commercialization of 65nm to 45nm stress-free polishing technology. The second grant was awarded in 2009 to fund interest expense on short-term borrowings. The third grant was made in 2014 and relates to the development of electro copper-plating technology. The fourth grant was made in June 2018 and related to development of polytetrafluoroethylene. PRC governmental authorities provide the majority of the funding, although ACM Shanghai is also required to invest certain amounts in the projects.

The PRC governmental grants contain certain operating conditions, and we are required to go through a government due diligence process once the project is complete. The grants therefore are recorded as long-term liabilities upon receipt, although we are not required to return any funds we receive. Grant amounts are recognized in our statements of operations and comprehensive income as follows:

· Government subsidies relating to current expenses are reflected as reductions of those expenses in the periods in which they are reported. Those reductions totaled $820,000 in the first nine months of 2018, compared to $2.8 million in the first nine months of 2017.

· Government subsidies for interest on short-term borrowings are reported as reductions of interest expense in the periods the interest is accrued. We had no such reductions of interest expense in the first nine months of 2018 or the first nine months of 2017.

· Government grants used to acquire depreciable assets are transferred from long-term liabilities to property, plant and equipment when the assets are acquired and then the recorded amounts of the assets are credited to other income over the useful lives of the assets. Related government subsidies recognized as other income totaled $109,000 in the first nine months of 2018 and $99,000 in the first nine months of 2017.
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How We Evaluate Our Operations

We present information below with respect to four measures of financial performance:

· We define “shipments” of tools to include (a) a “repeat” delivery to a customer of a type of tool that the customer has previously accepted, for which we recognize revenue upon delivery, and (b) a “first-time” delivery of a tool to a customer on an approval basis, for which we may recognize revenue in the future if contractual conditions are met and customer acceptance is received.

· We define “adjusted EBITDA” as our net income excluding interest expense (net), income tax benefit (expense), depreciation and amortization, and stock-based compensation. We define adjusted EBITDA to also exclude restructuring costs, although we have not incurred any such costs to date.

· We define “free cash flow” as net cash provided by operating activities less purchases of property and equipment (net of proceeds from disposals) and of intangible assets.

· We define “adjusted operating income (loss)” as our income (loss) from operations excluding stock-based compensation.

These financial measures are not based on any standardized methodologies prescribed by accounting principles generally accepted in the United States, or GAAP, and are not necessarily comparable to similarly titled measures presented by other companies.

We have presented shipments, adjusted EBITDA, free cash flow and adjusted operating income (loss) because they are key measures used by our management and board of directors to understand and evaluate our operating performance, to establish budgets and to develop operational goals for managing our business. We believe that these financial measures help identify underlying trends in our business that could otherwise be masked by the effect of the expenses that we exclude. In particular, we believe that the exclusion of the expenses eliminated in calculating adjusted EBITDA and adjusted operating income (loss) can provide useful measures for period-to-period comparisons of our core operating performance and that the exclusion of property and equipment purchases from operating cash flow can provide a usual means to gauge our capability to generate cash. Accordingly, we believe that these financial measures provide useful information to investors and others in understanding and evaluating our operating results, enhancing the overall understanding of our past performance and future prospects, and allowing for greater transparency with respect to key financial metrics used by our management in its financial and operational decision-making.

Shipments, adjusted EBITDA, free cash flow and adjusted operating income (loss) are not prepared in accordance with GAAP, and should not be considered in isolation of, or as an alternative to, measures prepared in accordance with GAAP.

Shipments

Shipments during a quarter consist of two components:

· A “repeat” shipment to a customer involves our delivery during the quarter of a type of tool that the customer has previously-accepted. Because a repeat delivery is not subject to customer acceptance, we recognize revenue from the sale of the tool when the tool is delivered and ownership of the tool is transferred to the customer.

· A “first-tool” shipment to a customer involves our delivery during the quarter of a type of tool that the customer has not received and evaluated previously. A first-tool shipment can be made either to an existing customer that has not previously received and accepted that specific type of tool in the past ─ for example, a delivery of a SAPS V tool to a customer that previously had received only SAPS II tools ─ or to a new customer that has never purchased any type of tool from us. Because a first-tool shipment is subject to customer acceptance, no revenue is recorded in connection with the delivery of the tool. We may recognize revenue at a later date, subject to the customer’s acceptance of the tool upon the tool’s satisfaction of applicable contractual requirements.

The dollar amount attributable to a first-tool shipment equals the consideration we expect to recognize if any and all contractual requirements are satisfied and the customer accepts the tool. There are a number of limitations related to the use of shipments in evaluating our business, including that customers have significant discretion in determining whether to accept our tools and their decision not to accept delivered tools is likely to result in our inability to recognize revenue from the delivered tools.
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Shipments in the three months ended September 30, 2018 totaled $32 million, versus $11 million in the three months ended September 30, 2017 and $21 million in the three months ended June 30, 2018. The higher level of shipments versus revenue for the three months ended September 30, 2018 resulted from first-time tool deliveries of SAPS single-wafer wet-cleaning tools and other advanced wafer processing tools, net of a first tool delivered in a prior quarter and accepted by the customer in the three months ended September 30, 2018. Shipments in the nine months ending September 30, 2018 totaled $63 million, versus $27 million in the nine months ended September 30, 2017.

As of September 30, 2018, we had delivered more than 50 single-wafer wet cleaning tools, principally SAPS tools, to customers since our inception. The majority of these tools had been accepted by customers, and we recognized revenue upon acceptance. Any first-tool shipment that has not yet been accepted by a customer is reflected, at cost, as finished goods inventory on our balance sheet. If and when the customer accepts the tool and ownership of the tool is transferred to the customer, we recognize revenue from the sale of the tool. Finished goods inventory was $10.1 million as of September 30, 2018, versus $5.5 million as of June 30, 2018 and $4.9 million as of December 31, 2017. The $4.6 million quarter-on-quarter increase in finished goods inventory reflected the increased costs associated with first tools delivered to customers during the three months ended September 30, 2018, less the cost associated with the previously delivered first tool for which revenue was recognized upon customer acceptance during the three months ended September 30, 2018.

We are beginning to report shipments because we believe quarterly shipment information may be useful to investors in understanding and evaluating our operating results and future prospects and in identifying underlying trends in our core operating performance. A first-tool shipment represents a critical step in our sales process, as we move a specific opportunity from high-level discussions, analysis and, in many cases, wafer testing in our clean room, to a more comprehensive customer evaluation phase. The customer receiving the first-tool shipment commits resources to confirm and validate the benefits of our technology in the customer’s own production environment. This commitment not only gives us confidence that we are closer to moving forward to a sale of the first-tool equipment, but also indicates that we should look to establish or expand our relationship with the customer in order to identify a a larger long-term business opportunity.

Adjusted EBITDA

There are a number of limitations related to the use of adjusted EBITDA rather than net income (loss), which is the nearest GAAP equivalent. Some of these limitations are:

· adjusted EBITDA excludes depreciation and amortization and, although these are non-cash expenses, the assets being depreciated or amortized may have to be replaced in the future;

· we exclude stock-based compensation expense from adjusted EBITDA and adjusted operating income (loss), although (a) it has been, and will continue to be for the foreseeable future, a significant recurring expense for our business and an important part of our compensation strategy and (b) if we did not pay out a portion of our compensation in the form of stock-based compensation, the cash salary expense included in operating expenses would be higher, which would affect our cash position;

· the expenses and other items that we exclude in our calculation of adjusted EBITDA may differ from the expenses and other items, if any, that other companies may exclude from adjusted EBITDA when they report their operating results;

· adjusted EBITDA does not reflect changes in, or cash requirements for, working capital needs;

· adjusted EBITDA does not reflect interest expense, or the requirements necessary to service interest or principal payments on debt;

· adjusted EBITDA does not reflect income tax expense (benefit) or the cash requirements to pay taxes;

· adjusted EBITDA does not reflect historical cash expenditures or future requirements for capital expenditures or contractual commitments;

· although depreciation and amortization charges are non-cash charges, the assets being depreciated and amortized will often have to be replaced in the future, and adjusted EBITDA does not reflect any cash requirements for such replacements; and

· adjusted EBITDA includes expense reductions and non-operating other income attributable to PRC governmental grants, which may mask the effect of underlying developments in net income (loss), including trends in current expenses and interest expense, and free cash flow includes the PRC governmental grants, the amount and timing of which can be difficult to predict and are outside our control.
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The following table reconciles net income (loss), the most directly comparable GAAP financial measure, to adjusted EBITDA:

	
	
	Nine Months Ended September 30,

	
	
	2018
	
	
	
	2017
	

	
	
	
	in thousands
	
	

	
	Adjusted EBITDA Data:
	
	
	
	
	
	

	
	Net income (loss) attributable to ACM Research, Inc.
	$
	4,288
	$
	(3,702)

	
	Interest expense, net
	
	344
	
	
	190
	

	
	Income tax expense
	
	647
	
	
	471
	

	
	Depreciation and amortization
	
	380
	
	
	183
	

	
	Stock-based compensation
	
	2,771
	
	
	1,692
	

	
	Adjusted EBITDA
	$
	8,430
	$
	(1,166)

	
	
	
	
	
	
	
	



Adjusted EBITDA in the nine months of 2018, as compared with the comparable period in 2017, reflected an increase of $7,990 in net operations, $154 in interest expense, $176 increase in income tax expense, $197 increase in depreciation and amortization, and $1,079 increase in stock-based compensation expense. We do not exclude from adjusted EBITDA expense reductions and non-operating other income attributable to PRC governmental grants because we consider and incorporate the expected amounts and timing of those grants in incurring expenses and capital expenditures. If we did not receive the grants, our cash expenses therefore would be lower, and our cash position would not be affected, to the extent we have accurately anticipated the amounts of the grants. For additional information regarding our PRC grants, please see “—Key Components of Results of Operations—PRC Government Research and Development Funding.”

Free Cash Flow

The following table reconciles net cash provided by operating activities, the most directly comparable GAAP financial measure, to free cash flow:

	
	
	
	Nine Months Ended September 30,
	

	
	
	
	2018
	
	
	2017
	
	

	
	
	
	in thousands
	
	
	

	
	Free Cash Flow Data:
	
	
	
	
	
	
	

	
	Net cash used in by operating activities
	$
	(2,733)
	$
	(4,661)
	

	
	Purchase of property and equipment
	
	(1,598)
	
	(149)
	

	
	Purchase of intangible assets
	
	(350)
	
	(37)
	

	
	
	
	
	
	
	
	
	

	
	Free cash flow
	$
	(4,681)
	$
	(4,847)
	

	
	
	
	
	
	
	
	
	



Free cash flow in the nine months of 2018, as compared with the comparable period in 2017, reflected the factors driving net cash used in operating activities, principally increase in net income, accounts payables, stock-based compensation expense, and customer advance payment offset by increases in accounts receivable, inventory and prepaid expenses. Consistent with our methodology for calculating adjusted EBITDA, we do not adjust free cash flow for the effects of PRC government subsidies, because we take those subsidies into account in incurring expenses and capital expenditures.
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Adjusted Operating Income (Loss)

Adjusted operating income (loss) excludes stock-based compensation from income (loss) from operations. Although stock-based compensation is an important aspect of the compensation of our employees and executives, determining the fair value of certain of the stock-based instruments we utilize involves a high degree of judgment and estimation and the expense recorded may bear little resemblance to the actual value realized upon the vesting or future exercise of the related stock-based awards. Furthermore, unlike cash compensation, the value of stock options, which is an element of our ongoing stock-based compensation expense, is determined using a complex formula that incorporates factors, such as market volatility, that are beyond our control. Management believes it is useful to exclude stock-based compensation in order to better understand the long-term performance of our core business and to facilitate comparison of our results to those of peer companies. The use of non-GAAP financial measures excluding stock-based compensation has limitations, however. If we did not pay out a portion of our compensation in the form of stock-based compensation, the cash salary expense included in operating expenses would be higher and our cash holdings would be less. The following tables reflect the exclusion of stock-based compensation, or SBC, from line items comprising income (loss) from operations:

	
	
	
	
	
	
	
	
	Three Months Ended September 30,
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	2018
	
	
	
	
	
	
	
	
	2017
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Adjusted
	
	
	
	
	
	
	
	
	Adjusted
	
	

	
	
	Actual(GAAP)
	
	
	SBC
	
	(Non-GAAP)
	Actual(GAAP)
	
	SBC
	(Non-GAAP)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	(in thousands)
	
	
	
	
	
	
	
	
	

	
	Adjusted Operating Income (Loss):
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Revenue
	$
	23,179
	
	$
	-
	$
	23,179
	
	$
	4,891
	
	$
	-
	
	$
	4,891
	
	

	
	Cost of revenue
	
	(12,892)
	
	
	(25)
	
	
	(12,867)
	
	(2,692)
	
	(5)
	
	(2,687)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Gross profit
	
	10,287
	
	
	
	(25)
	
	
	10,312
	
	
	2,199
	
	
	(5)
	
	2,204
	
	

	
	Operating expenses:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Sales and marketing
	
	(3,229)
	
	
	(42)
	
	
	(3,187)
	
	(1,036)
	
	(17)
	
	(1,019)
	

	
	Research and development
	
	(2,264)
	
	
	(64)
	
	
	(2,200)
	
	(1,209)
	
	(13)
	
	(1,196)
	

	
	General and administrative
	
	(1,390)
	
	
	(280)
	
	
	(1,110)
	
	(1,264)
	
	(308)
	
	(956)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Income (loss) from operations
	$
	3,404
	
	$
	(411)
	$
	3,815
	
	$
	(1,310)
	$
	(343)
	$
	(967)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



Adjusted operating income for the three months ended on September 30, 2018, as compared with the comparable period in 2017, reflected a $68,000 increase in stock-based compensation expense.

	
	
	
	
	
	
	
	
	
	Nine Months Ended September 30,
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	2018
	
	
	
	
	
	
	
	
	
	2017
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	Adjusted
	
	
	
	
	
	
	
	
	Adjusted
	
	

	
	
	Actual(GAAP)
	
	
	SBC
	
	(Non-GAAP)
	Actual(GAAP)
	
	SBC
	(Non-GAAP)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	(in thousands)
	
	
	
	
	
	
	
	
	

	
	Adjusted Operating Income (Loss):
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Revenue
	$
	53,795
	
	$
	-
	
	$
	53,795
	
	$
	19,314
	
	$
	-
	
	$
	19,314
	
	

	
	Cost of revenue
	
	(29,662)
	
	
	(44)
	
	
	(29,618)
	
	(11,262)
	
	(15)
	
	(11,247)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Gross profit
	
	24,133
	
	
	
	(44)
	
	
	24,177
	
	
	8,052
	
	
	(15)
	
	8,067
	
	

	
	Operating expenses:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Sales and marketing
	
	(7,766)
	
	
	(115)
	
	
	(7,651)
	
	(3,619)
	
	(35)
	
	(3,584)
	

	
	Research and development
	
	(6,224)
	
	
	(131)
	
	
	(6,093)
	
	(3,076)
	
	(38)
	
	(3,038)
	

	
	General and administrative
	
	(6,312)
	
	
	(2,481)
	
	
	(3,831)
	
	(4,422)
	
	(1,604)
	
	(2,818)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Income (loss) from operations
	$
	3,831
	
	$
	(2,771)
	$
	6,602
	
	$
	(3,065)
	$
	(1,692)
	$
	(1,373)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



Adjusted operating income in the nine months of 2018, as compared with the comparable period in 2017, reflected an increase of $1.1 million in stock-based compensation expense
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Critical Accounting Policies and Significant Judgments and Estimates

The preparation of our consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions in applying our accounting policies that affect the reported amounts of assets, liabilities, revenue and expenses, and related disclosures of contingent assets and liabilities. We base these estimates and assumptions on historical experience, and evaluate them on an on-going basis to ensure that they remain reasonable under current conditions. Actual results could differ from those estimates. There were no significant changes in our critical accounting estimates during the first nine months of 2018 to augment the critical accounting estimates disclosed in “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

· Critical Accounting Policies and Significant Judgments and Estimates” included in our Annual Report, except we note that:

· Revenue Recognition: Effective January 1, 2018, we adopted Accounting Standards Codification Topic 606, Revenue from Contracts with Customers, of the Financial Accounting Standards Board regarding the recognition, presentation and disclosure of revenue in our financial statements. Adoption of this new revenue standard did not impact our financial statements presented previously. We recognize revenue when control of the promised goods or services is transferred to a customer, in an amount that reflects the consideration we expect to be entitled to in exchange for those goods or services. For additional information with respect to Topic 606, please see “Recent Accounting Pronouncements─Recently Adopted Accounting Pronouncements’ in note 2 to our condensed consolidated financial statements included elsewhere in this report.

· Stock-Based Compensation: Please see note 14 to our condensed consolidated financial statements included elsewhere in this report for, among other things, a presentation of weighted-average assumptions used in the Black-Scholes option pricing model to determine the fair value of stock option grants made during the first nine months of 2018.

Results of Operations

The following table sets forth our results of operations for the periods presented, as percentages of revenue.

	
	
	Three Months Ended
	
	
	Nine Months Ended
	

	
	
	
	September 30,
	
	
	September 30,
	
	
	
	

	
	2018
	
	
	2017
	
	
	2018
	
	
	2017
	
	
	

	
	Revenue
	100.0%
	
	100.0%
	100.0%
	
	100.0%
	
	

	
	Cost of revenue
	
	55.6
	
	
	55.0
	
	55.1
	
	
	58.3
	
	
	

	
	Gross margin
	
	44.4
	
	
	45.0
	
	44.9
	
	
	41.7
	
	
	

	
	Operating expenses:
	
	
	
	
	
	
	
	
	
	
	
	

	
	Sales and marketing
	13.9
	
	
	21.2
	
	14.4
	
	
	18.7
	
	
	

	
	Research and development
	9.8
	
	
	24.7
	
	11.6
	
	
	15.9
	
	
	

	
	General and administrative
	
	6.0
	
	
	25.8
	
	11.7
	
	
	22.9
	
	
	

	
	Total operating expenses, net
	
	29.7
	
	
	71.7
	
	37.7
	
	
	57.5
	
	
	

	
	Income (loss) from operations
	14.7
	
	
	(26.7)
	7.2
	
	
	(15.8)
	
	

	
	Interest expense, net
	(0.5)
	
	(0.7)
	(0.6)
	
	(1.0)
	
	

	
	Other income (expense), net
	3.9
	
	
	(4.9)
	2.3
	
	
	(2.7)
	
	

	
	Equity income in net income of affiliates
	
	0.5
	
	
	0.4
	
	0.4
	
	
	0.1
	
	
	

	
	Income (loss) before income taxes
	18.6
	
	
	(31.9)
	9.3
	
	
	(19.4)
	
	

	
	Income tax (expense) benefit
	
	(2.0)
	
	5.7
	
	(1.2)
	
	(2.4)
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net income (loss)
	
	16.6
	
	
	(26.2)
	8.1
	
	
	(21.8)
	
	

	
	Less: Net income (loss) attributable to non-controlling interests
	
	0
	
	
	(6.7)
	0
	
	
	(2.8)
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net income (loss) attributable to ACM Research, Inc.
	
	16.6%
	
	(19.5)%
	8.1%
	
	(19.0)%
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Comparison of Three Months Ended September 30, 2018 and 2017

Revenue

	
	
	Three Months Ended
	
	
	

	
	
	September 30,
	
	
	% Change

	
	
	2018
	
	
	2017
	
	2017 v 2018
	

	
	
	(in
	thousands)
	
	
	
	

	Revenue
	$
	23,179
	$
	4,891
	373.9%



The increase in revenue of $18.2 million in the three months ended September 30, 2018 as compared to the same period in 2017 reflected increases in revenue from existing customers of $18.6 million from single-wafer cleaning equipment, offset in part by a $302,000 decrease in revenue from service and parts. The revenue increase reflected an increased number of tools shipped, coupled with higher selling prices associated with the equipment sold and a customer acceptance from prior period shipment received and recognized as revenue during the three month ended September 30, 2018. All of the revenue in the three months ended September 30, 2018 was from existing customers, as compared to $1.2 million from a new customer in the comparable period in 2017.

Cost of Revenue and Gross Margin

	
	
	
	Three Months Ended
	
	
	
	

	
	
	
	September 30,
	
	
	% Change
	

	
	
	
	2018
	
	
	2017
	
	2017 v 2018
	
	

	
	
	
	(dollars in thousands)
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	Cost of revenue
	$
	12,892
	
	$
	2,692
	
	378.9%
	
	

	
	Gross profit
	
	10,287
	
	
	2,199
	
	367.8
	
	
	

	
	Gross margin
	
	44.38%
	
	44.96%
	(0.58)
	
	



Cost of revenue increased $10.2 million and gross profit increased $8.1 million in the three months ended September 30, 2018, as compared to the corresponding period in 2017, primarily due to increased sales volume. Gross margin remained roughly constant during the three months ended September 30, 2018, from the comparable period in 2017.

Gross margin may vary from period to period, primarily related to the level of utilization and the timing and mix of purchase orders. We expect gross margin to be between 40.0% and 45.0% for the foreseeable future, with direct manufacturing costs approximating 50.0% to 55.0% of revenue and overhead costs totaling 5.0% of revenue.

Operating Expenses

	
	
	Three Months Ended
	
	
	
	
	
	

	
	
	
	September 30,
	
	
	% Change
	

	
	
	2018
	
	
	2017
	
	
	2017 v 2018
	
	

	
	
	
	(in thousands)
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	
	Sales and marketing expense
	$
	3,229
	$
	1,036
	211.7%
	
	

	
	Research and development expense
	
	2,264
	
	
	1,209
	87.3
	
	
	

	
	General and administrative expense
	
	1,390
	
	
	1,264
	
	10.0
	
	
	

	
	Total operating expenses
	$
	6,883
	$
	3,509
	96.2
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	



Sales and marketing expense increased $2.2 million in the three months ended September 30, 2018, as compared to the corresponding period in 2017, primarily due to increases in personnel costs and sales commissions. Sales and marketing expense consists primarily of:

· compensation of personnel associated with pre and aftersales support and other sales and marketing activities, including stock-based compensation;

· sales commissions paid to independent sales representatives;

· fees paid to sales consultants;

· shipping and handling costs for transportation of products to customers;
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· cost of trade shows;

· travel and entertainment; and

· allocated overhead for rent and utilities.

Research and development expense increased $1.1 million in the three months ended September 30, 2018 as compared to the corresponding period in 2017, principally as a result of increases in testing fees and personnel costs. Research and development expense represented 9.8% and 24.7% of our revenue in the three months ended September 30, 2018 and 2017, respectively. Without reduction by grant amounts received from PRC governmental authorities (see “—Key Components of Results of Operations—PRC Government Research and Development Funding”), gross research and development expense totaled $2.6 million, or 11.5% of revenue, in the three months ended September 30, 2018 and $1.2 million, or 25.2% of revenue, in the three months ended September 30, 2017. Research and development expense relates to the development of new products and processes and encompasses our research, development and customer support activities. Research and development expense consists primarily of:

· compensation of personnel associated with our research and development activities, including stock based compensation;  

· costs of components and other research and development supplies;  

· travel expense associated with customer support;  

· amortization of costs of software used for research and development purposes; and  

· allocated overhead for rent and utilities.

General and administrative expense increased slightly in the three months ended September 30, 2018 as compared to the corresponding period in 2017.

Expenses in the third quarter of 2017 were elevated in part due to IPO-related expenses. General and administrative expense consists primarily of:

· compensation of executive, accounting and finance, human resources, information technology, and other administrative personnel, including stockbased compensation;

· professional fees, including accounting and legal fees;

· other corporate expenses; and

· allocated overhead for rent and utilities.

We expect that, for the foreseeable future, general and administrative expenses will increase in absolute dollars, as we incur additional costs associated with growing our business and operating as a public company

Other Income and Expenses

	
	Three Months Ended
	
	
	
	

	
	
	September 30,
	
	
	% Change

	
	2018
	
	
	2017
	
	
	2017 v 2018
	

	
	
	(in
	thousands)
	
	
	
	

	Interest expense, net
	$
	(109)
	$
	(31)
	251.6%

	Other income (expense), net
	
	902
	
	
	(239)
	(477.4)



Interest expense consists of interest incurred from outstanding short-term borrowings. Interest expense increased by $78,000 in the three months ended September 30, 2018 from $31,000 in the three months ended September 30, 2017, principally as a result of increased borrowings under short-term bank loans. We earn interest income from depositary accounts. Interest income was nominal in the three months ended September 30, 2018 and 2017.
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Non-operating income (expense), net primarily reflects (a) gains or losses recognized from the effect of exchange rates on our foreign currency-denominated asset and liability balances and (b) depreciation of assets acquired with government subsidies, as described under “—Key Components of Results of Operations— PRC Government Research and Development Funding” above. Our non-operating income was $902,000 in the three months ended September 30, 2018 due to a weaker RMB to US dollar exchange rate, compared to a $239,000 loss in the three months ended September 30, 2017 due to a stronger RMB to US dollar exchange rate.

Income Tax Expense

The following presents components of income tax expense for the indicated periods:

	
	
	Three Months Ended September 30,

	
	
	2018
	
	
	
	2017
	

	
	
	
	(in thousands)
	
	

	
	Current:
	
	
	
	
	
	

	
	U.S. federal
	$
	-
	
	$
	-
	

	
	U.S. state
	
	
	
	
	-
	

	
	Foreign
	
	(461)
	
	-
	

	
	
	
	
	
	
	
	

	
	Total current income tax expense
	
	(461)
	
	-
	

	
	Deferred:
	
	
	
	
	
	

	
	U.S. federal
	
	-
	
	
	-
	

	
	U.S. state
	
	
	
	
	
	

	
	Foreign
	
	-
	
	
	278
	

	
	Total deferred income benefit
	
	-
	
	
	278
	

	
	Total current income tax (expense) benefit
	$
	(461)
	$
	278
	

	
	
	
	
	
	
	
	



On December 22, 2017, the Tax Cuts and Jobs Act, or the Tax Act, was enacted into law. The new legislation contains several key tax provisions that affect us, including a one-time mandatory transition tax on accumulated foreign earnings and a reduction of the corporate income tax rate to 21% effective January 1, 2018. Due to the timing of the enactment and the complexity involved in applying the provisions of the Tax Act, we made reasonable estimates of the effects and recorded provisional amounts in our financial statements as of December 31, 2017.

As we collect and prepare necessary data, and interpret the Tax Act and any additional guidance issued by the U.S. Treasury Department, the Internal Revenue Service, and other standard-setting bodies, we may make adjustments to the provisional amounts. Those adjustments may materially affect our provision for income taxes and effective tax rate in the period in which the adjustments are made. There were no adjustments made in the first nine months of 2018.

Our effective tax rate differs from statutory rates of 21% for U.S. federal income tax purposes and 15% to 25% for Chinese income tax purposes due to the effects of the valuation allowance and certain permanent differences as it pertains to book-tax differences in the value of client equity securities received for services. Our two PRC subsidiaries, ACM Shanghai and ACM Wuxi, are liable for PRC corporate income taxes at the rates of 15% and 25%, respectively. Pursuant to the Corporate Income Tax Law of the PRC, our PRC subsidiaries generally would be liable for PRC corporate income taxes as a rate of 25%. According to Guoshuihan 2009 No. 203, an entity certified as an “advanced and new technology enterprise” is entitled to a preferential income tax rate of 15%. ACM Shanghai was certified as an “advanced and new technology enterprise” in 2012 and again in 2016, with an effective period of three years.

We file income tax returns in the United States and state and foreign jurisdictions. Those federal, state and foreign income tax returns are under the statute of limitations subject to tax examinations for 2009 through 2016. To the extent we have tax attribute carryforwards, the tax years in which the attribute was generated may still be adjusted upon examination by the Internal Revenue Service or state or foreign tax authorities to the extent utilized in a future period.
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Comparison of Nine Months Ended September 30, 2018 and 2017

Revenue

	
	
	Nine Months Ended September 30,
	
	% Change

	
	
	2018
	
	
	2017
	
	2017 v 2018
	

	
	
	(in
	thousands)
	
	
	
	

	Revenue
	$
	53,795
	$
	19,314
	178.5%



The increase in revenue of $34.4 million in the nine months ended September 30, 2018 reflected increased revenue from single-wafer cleaning equipment of $36.8 million, offset in part by a $2.3 million decrease in revenue from service and parts. We recognized revenue from sales of single-wafer wet cleaning equipment totaling $51.6 million, or 96.0% of total revenue, for the first nine months of 2018 and $14.8 million, or 76.6% of total revenue, for the nine months of 2017. The increases are from our existing customers.

We have generated most of our revenue from a limited number of customers as the result of our strategy of initially placing SAPS- and TEBO-based equipment with a small number of leading chip manufacturers that are driving technology trends and key capability implementation. Please see “Item 1A. Risk Factors—Business—We depend on a small number of customers for a substantial portion of our revenue, and the loss of, or a significant reduction in orders from, one or more of our major customers could have a material adverse effect on our revenue and operating results. There are also a limited number of potential customers for our products” of our Annual Report.

All of our sales in 2017 and the first nine months of 2018 were to customers located in Asia, and we anticipate that a substantial majority of our revenue will continue to come from customers located in this region for the near future. We have increased our sales efforts to penetrate the markets in North America and Western Europe.

Cost of Revenue and Gross Margin

	
	
	Nine Months Ended September 30,
	% Change

	
	
	2018
	
	
	2017
	
	2017 v 2018
	

	
	
	(in
	thousands)
	
	
	
	

	Cost of revenue
	$
	29,662
	
	$
	11,262
	
	163.4%

	Gross profit
	
	24,133
	
	
	8,052
	
	199.7
	

	Gross margin
	
	44.86%
	
	41.69%
	3.2
	



Cost of revenue increased $18.4 million, and gross profit increased $16.1 million, for the nine months ended September 30, 2018, as compared to the corresponding period in 2017. The increase in gross margin resulted primarily due to the sale of higher-margin SAPS tools and manufacturing efficiency in the three months ended September 30, 2018 as compared to the corresponding period in 2017.

Operating Expenses

	
	
	
	Nine Months Ended September 30,
	
	% Change

	
	
	
	2018
	
	
	2017
	
	2017 v 2018
	

	
	
	
	(in
	thousands)
	
	
	
	

	
	Sales and marketing expense
	$
	7,766
	$
	3,619
	114.6%

	
	Research and development expense
	
	6,224
	
	
	3,076
	102.3
	

	
	General and administrative expense
	$
	6,312
	
	$
	4,422
	
	42.7
	

	
	Total operating expenses
	$
	20,302
	$
	11,117
	82.6
	

	
	
	
	
	
	
	
	
	
	



Sales and marketing expense increased $4.1 million the nine months ended September 30, 2018 as compared to the corresponding period in 2017, primarily due to increases in service expenses, personnel costs and sales commissions.
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Research and development expense increased $3.1 million in the nine months ended September 30, 2018 as compared to the corresponding period in 2017, principally as a result of increases in testing fees and personnel costs. Research and development expense represented 11.6% and 15.9% of our revenue in the nine months of each of 2018 and 2017, respectively. Without reduction by grant amounts received from PRC governmental authorities (see “—Key Components of Results of Operations—PRC Government Research and Development Funding”), gross research and development expense totaled $7.0 million, or 13.4% of revenue, in the nine months ended September 30, 2018 and $5.5 million, or 28.5% of revenue, in the nine months ended September 30, 2017.

General and administrative expense increased $1.9 million in the nine months ended September 30, 2018 as compared to the corresponding period in 2017, principally resulting from a $877,000 increase in stock-based compensation expenses and from expenses associated with being a publicly traded company. General and administrative expense consists primarily of:

· compensation of executive, accounting and finance, human resources, information technology, and other administrative personnel, including stock-based compensation;

· professional fees, including accounting and legal fees;

· other corporate expenses; and

· allocated overhead for rent and utilities.

Other Income and Expenses

	
	
	Nine Months Ended September 30,
	% Change

	
	
	2018
	
	
	2017
	
	2017 v 2018
	

	
	
	(in
	thousands)
	
	
	
	

	Interest expense, net
	$
	(344)
	$
	(190)
	81.1%

	Other income (expense), net
	$
	1,213
	
	$
	(531)
	(328.4)



Interest expense consists of interest incurred from outstanding short-term borrowings. Interest expense increased by $154,000 in the nine months ended

September 30, 2018 from $190,000 in the nine months ended September 30, 2017, principally as a result of increased borrowings under short-term bank loans.

We earn interest income from depositary accounts. Interest income was nominal in the nine months ended September 30, 2018 and 2017.

Income Tax Expense

The following presents components of income tax expense for the indicated periods:

	
	
	
	Nine Months Ended September 30,
	

	
	
	
	2018
	
	
	
	2017
	
	

	
	
	
	
	(in
	thousands)
	
	
	

	Current:
	
	
	
	
	
	
	
	

	
	U.S. federal
	$
	-
	$
	-
	
	

	
	U.S. state
	
	
	
	
	
	-
	
	

	
	Foreign
	
	
	647
	
	
	-
	
	

	
	Total current income tax expense
	
	
	647
	
	
	-
	
	

	
	Deferred:
	
	
	
	
	
	
	
	

	
	U.S. federal
	
	
	
	
	
	-
	
	

	
	U.S. state
	
	
	
	
	
	
	
	

	
	Foreign
	
	
	
	
	
	471
	
	

	
	Total deferred income expense
	
	
	-
	
	
	471
	
	

	
	Total current income tax expense
	$
	647
	$
	471
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Liquidity and Capital Resources

During the first nine months of 2018, we funded our technology development and operations principally through application of proceeds from the IPO and concurrent private placements in November 2017 and, to a lesser extent, from short-term borrowings by ACM Shanghai from local financial institutions. During the nine-month period, our operations used cash flow of $2.7 million and we did not receive any research and development grants from local and central PRC governmental authorities.

We believe our existing cash and cash equivalents, our cash flow from operating activities, and short-term bank borrowings by ACM Shanghai will be sufficient to meet our anticipated cash needs for at least the next twelve months. We do not expect that our anticipated cash needs for the next twelve months will require our receipt of any PRC government subsidies. Our future working capital needs will depend on many factors, including the rate of our business and revenue growth, the payment schedules of our customers, and the timing of investment in our research and development as well as sales and marketing. To the extent our cash and cash equivalents, cash flow from operating activities and short-term bank borrowings are insufficient to fund our future activities in accordance with our strategic plan, we may determine to raise additional funds through public or private debt or equity financings or additional bank credit arrangements. We also may need to raise additional funds in the event we determine in the future to effect one or more acquisitions of businesses, technologies and products. If additional funding is necessary or desirable, we may not be able to obtain bank credit arrangements or to affect an equity or debt financing on terms acceptable to us or at all.

Sources of Funds

Equity and Equity-Related Securities. During the first nine months of 2018, we received proceeds of $511,000 from sales of common stock pursuant to option exercises.

Indebtedness. ACM Shanghai is a party to lines of credit with four banks, as follows:

	
	
	
	
	
	
	
	
	
	
	
	
	Amount

	
	
	
	
	
	
	
	
	
	Maximum
	
	
	Outstanding

	
	
	
	
	
	
	Annual Interest
	Borrowing
	
	at September 30,

	Lender
	
	Agreement Date
	
	Maturity Date
	
	Rate
	
	
	Amount(1)
	
	
	2018
	

	
	
	
	
	
	
	
	
	
	(in
	thousands)
	

	Bank of China Pudong Branch
	
	August 2018
	
	August 2019
	5.22%
	
	RMB30,000
	
	
	RMB20,000

	
	
	
	
	
	$
	4,362
	$
	2,908
	

	Bank of Shanghai Pudong Branch
	
	February 2018
	
	January 2019
	5.15%
	
	RMB50,000
	
	
	RMB24,893

	
	
	
	
	
	$
	7,800
	$
	3,620
	

	Shanghai Rural Commercial Bank
	
	September 2017
	
	September 2018
	5.44%
	
	RMB 5,000
	
	
	RMB 5,000

	
	
	
	
	
	$
	727
	$
	727
	

	
	
	January 2018
	
	January 2019
	5.44%
	
	RMB10,000
	
	
	RMB10,000

	
	
	
	
	
	$
	1,454
	$
	1,454
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Bank of Communications
	
	December 2017
	
	December 2018
	5.66%
	
	RMB10,000
	
	
	RMB10,000

	
	
	
	
	
	$
	1,454
	$
	1,454
	

	
	
	
	
	
	
	
	
	
	RMB105,000
	
	
	RMB69,893

	
	
	
	
	
	$
	15,797
	$
	10,163
	


(1) Converted from RMB to dollars as of September 30, 2018.

All of the amounts owing under the line of credit with Bank of China Pudong Branch are secured by ACM Shanghai’s intellectual property and guaranteed by Dr. David Wang, our Chair of the Board, Chief Executive Officer and President. All of the amounts owing under the lines of credit with Bank of Shanghai Pudong Branch are guaranteed by Dr. Wang. All of the amounts owing under the line of credit with Shanghai Rural Commercial Bank are secured by accounts receivable and guaranteed by Dr. Wang.

Working Capital. The following table sets forth selected working capital information:

	
	
	
	
	September 30,
	

	
	
	
	
	2018
	
	

	
	Cash and cash equivalents
	$
	18,238
	
	

	
	Accounts receivable, less allowance for doubtful amounts
	
	
	30,965
	
	

	
	Inventory
	
	
	29,809
	
	

	
	Total selected working capital
	$
	79,012
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Our cash and cash equivalents at September 30, 2018 were unrestricted and held for working capital purposes. ACM Shanghai, our only direct PRC subsidiary, is, however, subject to PRC restrictions on distributions to equity holders. We currently intend for ACM Shanghai to retain all available funds any future earnings for use in the operation of its business and do not anticipate its paying any cash dividends. We have not entered into, and do not expect to enter into, investments for trading or speculative purposes. Our accounts receivable balance fluctuates from period to period, which affects our cash flow from operating activities. Fluctuations vary depending on cash collections, client mix, and the timing of shipment and acceptance of our tools.

Uses of Funds

Cash Flow for Operating Activities. Our operations used cash flow of $2.7 million in the nine months of 2018. Our cash flow from operating activities is influenced by (a) the amount of cash we invest in personnel and technology development to support anticipated future growth in our business, (b) increases in the number of customers using our products, and (c) the amount and timing of payments by customers.

Capital Expenditures. We estimate that our capital expenditures in 2018 will total $2.8 million. We have entered into certain capital purchase contracts related to future capital expenditures. During the nine months ended September 30, 2018, we incurred $1.9 million of capital expenditures and had unpaid capital commitment of $264,000 as of September 30, 2018.

Contractual Obligations and Requirements. Our contractual obligations and other commercial commitments are summarized in the section captioned “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources—Contractual Obligations and Requirements” in our Annual Report. Other than changes that occurred in the ordinary course of business, we had no material changes to our contractual obligations reported in our Annual Report during the first nine months of 2018. For additional discussion, see note 16 to our condensed consolidated financial statements included elsewhere in this report.

Effects of Inflation

Inflation and changing prices have not had a material effect on our business, and we do not expect that they will materially affect our business in the foreseeable future. Any impact of inflation on cost of revenue and operating expenses, especially employee compensation costs, may not be readily recoverable in the price of our product offerings.

Off-Balance Sheet Arrangements

As of September 30, 2018, we did not have any significant off-balance sheet arrangements, as defined in Item 303(a)(4)(ii) of Regulation S-K of the Securities and Exchange Commission or SEC, except the operating lease commitment disclosed in the unaudited condensed consolidated financial statements.

Emerging Growth Company Status

We are an “emerging growth company” as defined in the Jumpstart Our Business Startups Act, or JOBS Act, and may take advantage of provisions that reduce our reporting and other obligations from those otherwise generally applicable to public companies. We may take advantage of these provisions until the earliest of December 31, 2022 or such time that we have annual revenue greater than $1.0 billion, the market value of our capital stock held by non-affiliates exceeds $700 million or we have issued more than $1.0 billion of non-convertible debt in a three-year period. We have chosen to take advantage of some of these provisions, and as a result we may not provide stockholders with all of the information that is provided by other public companies. We have, however, irrevocably elected not to avail ourselves, as would have been permitted by Section 107 of the JOBS Act, of the extended transition period provided in Section 7(a)(2)(B) of the Securities Act of 1933 for complying with new or revised accounting standards, and we therefore will be subject to the same new or revised accounting standards as public companies that are not emerging growth companies
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Item 3. Quantitative and Qualitative Disclosures about Market Risks

Market risk represents the risk of loss that may impact our financial position due to adverse changes in financial market prices and rates. Our market risk exposure is primarily the result of fluctuations in foreign exchange rates and interest rates. We do not hold or issue financial instruments for trading purposes.

Foreign Exchange Risk

Although our financial statements and product pricing are denominated in U.S. dollars, a sizable portion of our costs are denominated in other currencies, primarily the Renminbi. The Renminbi is not freely convertible into foreign currencies for capital account transactions. The value of the Renminbi against the U.S. dollar and other currencies is affected by changes in the PRC’s political and economic conditions and by the PRC’s foreign exchange policies, among other things. In July 2005, the PRC government changed its decades-old policy of pegging the value of the Renminbi to the U.S. dollar, and the Renminbi appreciated more than 20% against the U.S. dollar over the following three years. Between July 2008 and September 2010, this appreciation subsided and the exchange rate between the Renminbi and the U.S. dollar remained within a narrow band. Since September 2010, the Renminbi has fluctuated against the U.S. dollar, at times significantly and unpredictably. It is difficult to predict how market forces or PRC or U.S. government policy may impact the exchange rate between the Renminbi and the U.S. dollar in the future. To date, we have not entered into any hedging transactions in an effort to reduce our exposure to foreign currency exchange risk.

Interest Rate Risk

At September 30, 2018, we had unrestricted cash and cash equivalents totaling $18.2 million. These amounts were held for working capital purposes and were held primarily in checking accounts of various banks. We believe we do not have any material exposure to changes in our cash balance as a result of changes in interest rates. Declines in interest rates, however, would reduce future interest income.

Item 4. Controls and Procedures

Disclosure Controls and Procedures

Our management, with the participation of our chief executive officer and interim chief financial officer, evaluated the effectiveness of our disclosure controls and procedures as of September 30, 2018. The term “disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, means controls and other procedures of a company that are designed to ensure that information required to be disclosed by a company in the reports that it files or submits under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported, within the time periods specified in the SEC’s rules and forms. Disclosure controls and procedures include controls and procedures designed to ensure that information required to be disclosed by a company in the reports that it files or submits under the Securities Exchange Act of 1934 is accumulated and communicated to the company’s management, including its principal executive and principal financial officers, as appropriate to allow timely decisions regarding required disclosure. Management recognizes that any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving their objectives and management necessarily applies its judgment in evaluating the cost-benefit relationship of possible controls and procedures. Based on the evaluation of our disclosure controls and procedures as of September 30, 2018, our chief executive officer and interim chief financial officer concluded that, as of such date, our disclosure controls and procedures over financial reporting were effective.

Changes in Internal Control over Financial Reporting and Remediation Efforts

During the three months ended September 30, 2018, we hired additional accounting and finance personnel and engaged outside consulting firms in order to improve our internal control over the financial reporting process and to complete remediation of a material weakness identified by BDO China Shu Lun Pan Certified Public Accountants LLP in connection with its audit of our consolidated financial statements as of, and for the year ended, December 31, 2017. The material weakness in our internal control over financial reporting had related to our lack of sufficient qualified financial reporting and accounting personnel with an appropriate level of expertise to properly address complex accounting issues under GAAP and to prepare and review our consolidated financial statements and related disclosures to fulfill GAAP and SEC financial reporting requirements.
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PART II. OTHER INFORMATION

Item 1A. Risk Factors

Investing in Class A common stock involves a high degree of risk. You should consider and read carefully all of the information contained in this report, including the consolidated financial statements and related notes set forth in “Item 1. Financial Statements” of Part I above, before making an investment decision. You should also review carefully the risk factors set forth below, as well as the risk factors set forth in “Item 1A. Risk Factors” of Part I of our Annual Report. Other than as set forth below, there have been no material changes to those risk factors since the filing of our Annual Report with the SEC on March 23, 2018. The occurrence of any of the risks described below or in our Annual Report, or additional risks and uncertainties not presently known to us or that we currently believe to be immaterial, could materially and adversely affect our business, financial condition, results of operations or cash flows. In any such case, the trading price of Class A common stock could decline, and you may lose all or part of your investment.

Changes in government trade policies could limit the demand for our tools and increase the cost of our tools.

General trade tensions between the U.S. and China have been escalating in 2018. In each of July, August and September 2018, the U.S. government imposed a round of new or higher tariffs on specified imported products originating from the PRC in response to what the U.S. government characterizes as unfair trade practices. The PRC government responded to each of these three rounds of U.S. tariff changes by imposing new or higher tariffs on specified products imported from the United States. More recently, higher duties on existing tariffs and further rounds of tariffs have been announced or threatened by U.S. and PRC leaders.

The imposition of tariffs by the U.S. and PRC governments and the surrounding economic uncertainty may negatively impact the semiconductor industry, including reducing the demand of fabricators for capital equipment such as our tools. Further changes in trade policy, tariffs, additional taxes, restrictions on exports or other trade barriers, or restrictions on supplies, equipment, and raw materials including rare earth minerals, may limit the ability of our customers to manufacture or sell semiconductors or to make the manufacture or sale of semiconductors more expensive and less profitable, which could lead those customers to fabricate fewer semiconductors and to invest less in capital equipment such as our tools. In addition, if the PRC were to impose additional tariffs on raw materials, subsystems or other supplies that we source from the United States, our cost for those supplies would increase. As a result of any of the foregoing events,the imposition or new or additional tariffs may limit our ability to manufacture tools, increase our selling and/or manufacturing costs, decrease margins, or inhibit our ability to sell tools or to purchase necessary equipment and supplies, which could have a material adverse effect on our business, results of operations, or financial conditions.

[The following risk factor replaces the risk factor in our Annual Report entitled “Our management and auditors identified a material weakness in our internal control over financial reporting that, if not properly remediated, could result in material misstatements in our consolidated financial statements that could cause investors to lose confidence in our reported financial information and have a negative effect on the trading price of our stock.”]

In connection with the audit of our consolidated financial statements for 2017, our management and auditors identified a material weakness in our internal control over financial reporting that, even after remediation, could cause investors to lose confidence in our reported financial information and have a negative effect on the trading price of our stock.

Neither we nor BDO China Shu Lun Pan Certified Public Accountants LLP, or BDO China, our independent registered public accounting firm, has performed a comprehensive assessment of our internal control over financial reporting, as defined by the American Institute of Certified Public Accountants, for purposes of identifying and reporting material weaknesses and other control deficiencies. We are not currently required to comply with Section 404 of the Sarbanes-Oxley Act and therefore are not required to assess the effectiveness of our internal control over financial reporting. Further, BDO China has not been engaged to express, nor has it expressed, an opinion on the effectiveness of our internal control over financial reporting.

In connection with its audit of our consolidated financial statements as of, and for the year ended, December 31, 2016, BDO China informed us that it had identified a material weakness in our internal control over financial reporting relating to our lack of sufficient qualified financial reporting and accounting personnel with an appropriate level of expertise to properly address complex accounting issues under accounting principles generally accepted in the United States, or GAAP, and to prepare and review our consolidated financial statements and related disclosures to fulfill GAAP and SEC financial reporting requirements. During the nine months ended September 30, 2018, we took remedial measures to improve the effectiveness of our controls, including by hiring additional accounting and finance personnel and by engaging outside consulting firms, which our management considered, as of September 30, 2018, to have fully remediated the identified material weakness.

The existence of material weaknesses is an indication that there is a more than remote likelihood that a material misstatement of our financial statements will not be prevented or detected in a future period, and the process of designing and implementing effective internal controls and procedures will be a continual effort that may require us to expend significant resources to establish and maintain a system of controls that is adequate to satisfy our reporting obligations as a public company. We cannot assure you that we will implement and maintain adequate controls over our financial processes and reporting in the future in order to avoid additional material weaknesses or controlled deficiencies in our internal control over financing reporting. If other material weaknesses or control deficiencies occur in the future, we may be unable to report our financial results accurately or on a timely basis, which could cause our reported financial results to be materially misstated and result in the loss of investor confidence and cause the trading price of Class A common stock to decline. Moreover, ineffective controls could significantly hinder our ability to prevent fraud.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

Recent Sales of Unregistered Equity Securities

In August and September 2018 we issued and sold to employees and consultants an aggregate of 57,779 unregistered shares of Class A common stock upon the exercise of stock options at per share exercise prices between $0.75 and $1.50. These transactions did not involve any underwriters, any underwriting discounts or commissions, or any public offering. We believe the offers, sales and issuances of these shares were exempt from registration under the Securities Act of 1933 by virtue of Section 4(a)(2) thereof (or Regulation D promulgated thereunder) because the issuance of securities to the recipients did not involve a public offering or in reliance on Rule 701 under said Act because the transactions were pursuant to a contract relating to compensation as provided under such rule. The recipients of the shares represented their intentions to acquire the securities for investment only and not with a view to or for sale in connection with any distribution thereof, and appropriate legends were placed upon the shares issued in these transactions. The recipients had adequate access, through a relationship with us, to information about us. The sales of these shares were made without any general solicitation or advertising.

Use of IPO Proceeds

The net proceeds of the IPO, after deducting underwriting discounts and commissions and offering expenses, were $17.3 million. There has been no material change in the planned use of IPO proceeds from that described in the final prospectus filed with the SEC pursuant to Rule 424(b)(4) under the Securities Act of 1933 on November 3, 2017. To date we have applied $10.8 million of the IPO proceeds to purchase inventory and an additional $2.5 million in the ordinary course of business operations.

Item 6. Exhibits

The following exhibits are being filed as part of this report:

	
	Exhibit
	
	
	
	
	

	
	Number
	
	Description
	
	
	

	
	10.1
	
	
	Line of Credit Agreement dated January 19, 2018 between ACM Research (Shanghai), Inc. and Shanghai Rural Commercial Bank
	
	

	
	10.2
	
	
	Line of Credit Agreement dated February 2, 2018 between ACM Research (Shanghai), Inc. and Bank of Shanghai Pudong Branch
	
	

	
	
	
	
	
	
	
	
	

	
	10.3
	
	
	Line of Credit Agreement dated August 24, 2018 between ACM Research (Shanghai), Inc. and Bank of China Shanghai Pudong Branch
	
	

	
	31.01
	
	Certification of Principal Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
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	Certification of Principal Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
	
	

	
	32.01
	
	Certification of Principal Executive Officer and Principal 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
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SIGNATURE

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.

ACM RESEARCH, INC.

Date:	November 14, 2018	By: /s/ Lisa Feng
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Lisa Feng

Interim Chief Financial Officer, Chief Accounting

Officer and Treasurer (Principal Financial Officer)
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Exhibit 31.01

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER

PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, David H. Wang, certify that:

1. I have reviewed this quarterly report on Form 10-Q of ACM Research, Inc.

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

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

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a–15(e) and 15d–15(e)) for the registrant and have:

(a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(c) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting.

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

Dated: November 14, 2018	By:	/s/ DAVID H. WANG
[image: ]

David H. Wang

Chief Executive Officer and President

(Principal Executive Officer)
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Exhibit 31.02

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER

PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Lisa Feng, certify that:

1. I have reviewed this quarterly report on Form 10-Q of ACM Research, Inc.

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

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

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a–15(e) and 15d–15(e)) for the registrant and have:

(a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(c) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting.

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting.

Dated: November 14, 2018	By:	/s/ LISA FENG
[image: ]

Lisa Feng

Interim Chief Financial Officer, Chief Accounting Officer and

Treasurer (Principal Financial Officer)
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Exhibit 32.01

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER AND PRINCIPAL FINANCIAL OFFICER PURSUANT TO SECTION 906 OF THE

SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of ACM Research, Inc. for the quarterly period ended September 30, 2018, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), each of the undersigned certifies, pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to his or her knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934.

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of ACM Research, Inc.

	Dated: November 14, 2018
	By:
	/s/ DAVID H. WANG

	
	
	David H. Wang

	
	
	Chief Executive Officer and President

	
	
	(Principal Executive Officer)

	Dated: November 14, 2018
	By:
	/s/ LISA FENG

	
	
	Lisa Feng

	
	
	Interim Chief Financial Officer, Chief Accounting Officer and

	
	
	Treasurer (Principal Financial Officer)
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Shanghai Rural Commercial Bank No. 3144018417010

Contract for Maximum Financing
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‘Shanghai Rural Commercial Bank Contract for Maximum Financing
General Terms

Signee
Lender The name is described in the special agreement article 1
Financing Applicant The name is described in the special agreement artcle 1

According to relevant national laws and regulations. both parties have formulated this
contract by consensus
Article 1 The maximum amount of financing
1. The maximum amount of financing agreed upon in this contract refers to the maximum
amount of financing balance provided by the lender to the financing applicant for all
businesses (hereinafier collectively referred to as “loans”). such as loan, trade financing
(including but not limited to packaged export loans, import and export documentary bils,
etc). bill acceptance and discount, factoring. opening of credit letter. and opening of the
letter of guarantee. The specific amount of financing can be found in the special agreement
article 2
2. The lender has the right to reduce the maximum amount of financing specified in
this contract at auy time according (o the operating conditions and credit status of
the financing applicant. The financing applicant agrees to use the loan within the
amount of financing reduced by the lender.
3.1f the currency used in a specific business specified in this contract is inconsistent
with the currency of the maximum financing, it shall be converted into the currency
of the maximum financing according (o the exchange rate determined by Shanghai
Rural Commercial Bauk for the purpose of determining the amount of financing.
When the exchange rate changes, the lender has the right to convert at the changed
exchange rate to determine the maximum amount of financing.
Article 2 The period of maximum financing
1 See the special agreement article 3 for the period of maximum financing. During this
‘period. the financing applicant shall submuit an application o the lendes for the amouat of
financing to be used. and the lender shall not accept the application for using the quota if
the application is submitted by the financing applicant on a day later than the expiration
date of the financing period. The maturation date of each specific business that occurs
during the above period shall not exceed six months after the expiration date of the
aucing period agreed in this contract
2 During the maximum financing period. the specific starting date and maturation date of
cach business occurring within the amount of maximum financing shall be based on the
specific business contract, the specific loan certificate or the relevant creditor's certificate
(specific business contract, specific loan certificate and the relevant creditor’ certificate
are collectively referred to as the “business contract” below)
Article 3 Use of the maximum amount of financing
1 Fora specific business and its amount under the maximum amount of financing
(excluding project loans).the financing applicant can use it in a revolving fashion
However, each loan must be applicd one by one and be approved by the lender before it can
‘be used. The amount of a specific business can be used for other businesses if it is approved
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by the lender
2. The interest rate, discount rate and/or other rates applicable o each specific business
incurred in this contract shall be agreed upon between the lender and the financing
applicant in a specific business contract.

3. According to the actual business needs,if the business contract involved in a
specific business is inconsistent with this contract, the business contract shall prevail
Article 4 Guarantee Terms

See Special Agreement Asticle IV.

Article 5 Rights and Obligations of the Financing Applicant

1. The financing applicant has the right to request the lender keep the information of
production. operation. asset and account provided by the financing applicant confidential,
except as otherwise stipulated by law

2. The financing applicant assumes the following obligations:

(1) Shall provide true documents requested by the lender. as well as the balance of all bank
accounts. account numbers and deposits and loans. In addition. the financing applicant
shall cooperate with the lender in its investigation. review and inspection

(2) Shall accept the annual review and supervision of the lender regarding is use of credit
funds. relevant production operations. and financial activites.

(3) The loan shall be used in accordance with the agreed terms specified in each business
contract

(4) The principal and interest of the loan and/or advance payment shall be repaid in full and
o time in accordance with this contract and each business contract

(5) The obligations shall be fulfilled in accordance with this contract and each business
contract.

(6) The financing applicant shall immediately notify the lender of the following situations
and actively cooperate with the lender to implement safeguard measures. so that the
principal and interest of all loans and related expenses borrowed fiom the lender can be
repaid

A The occurrence of a major financial loss, asset loss or other financial crisis

B. Misappropriation of loan funds and other violations of this contract and business
contracts:

C Significant changes n the market related to the operations of the financing applicant that
will affect its normal operations:

D Provide loans or guarantees for the benefit ofthird partis or for the protection of benefit
of third parties against losses. or provide a collateral guarantec(pledge) with own property
(rghts):

E Major changes such as merger. separation. reorganization. joint venture (cooperation).
transfer of production (sharcholding) rights. and reform of the shareholding system:

F. Suspension of business. cancellation or revocation of business license. application for
‘bankruptey. dissolution. etc

G. A major crisis has occurred in the operation or finance of its controlling sharcholder or
other related companies, thus affecting the normal operation of the financing applicant.

H. A major connected transaction with its controlling shareholder or other related
companies. thus affecting the nomal operation of the financing applicant

1 Any litigation. arbitration or criminal or adminisrative penalty that exerts a material
adverse effect on the business or asset status of the financing applicant
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J. Other matters that may affect the ability of the financing applicant to pay debts

Aticle 6 Rights and Obligations of the Lender

1. The lender has the following rights:

(1) The right to require the financing applicant to timely repay the principal and interest of
the loan and advance payment specified in this contract and business contracts

(2) The sight to require the financing applicant to provide information related to the use of
the maximal amount of financing

(3) The right to know the production operation. financial activities and credit status of the
financing applicant

(4) The right to supervise the use of the loan and/or other funds by the financing applicant
according to this contract and business contracts. The right to require the financing
applicant to fulfll the obligations stipulated in this contract and business contracts

(5)1f the financing applicant fails to fulfill the obligatious stipulated in this contract
and/or each business contract, the lender has the right to terminate this contract and
fo decide to stop providing or cancel the loan or other unused funds of the financing
applicant within the maximum financing amount. The right (o require the financing
applicant to repay the loan prematurely that has been issued within the maximum
amount of financing or to require the financing applicant to deposit a corresponding
amount of fund.

2 The lender shall keep confidential the assets. finance. production and operation
information of the financing applicant, except as otherwise stipulated by law.

Article 7 The financing applicant specifically guarantees the following:

1. The financing applicant is an independent civil entity established in accordance with law
and has all necessary rights and capabilities to sign this contract, fulfll the obligations
specified in this contract and bear corresponding civil iabilties i its own name.

2 The signing and implementation of this contract have been fully authorized by the
sharcholders (general) meeting. the board of directors or any other authorized institutions
3. The documents, materials. and certificates provided by the financing applicant regarding
the financing applicant, the guarantor. the mortgagor (the pledger). and the collateral (the
pledge) are true. accurate. complete and valid, and do not contain any major mistakes that
do not match the facts or any omissions of material facts.

4. Atthe time of signing this contract, there were no ltigation. arbitration. and criminal or
administrative penalties with major adverse consequences to the financing applicant of the
financing applicant's main assets. and it is expected that such ltigation, arbitation. and
criminal or administraive penalties will not occur during the execution of this contract. If
such litigation. arbitration. and criminal or administrative penalties have occurred. the
financing applicant shall immedately notify the lender

5. Strictly abide by various national laws/regulations and the specified scope of business o
carry out business operations. Timely handle the annual inspection procedures for the
registration of corporate legal person

6 Maintain or improve the current level of management fo ensure the preservation and
appreciation of existing assets. Do not waive any matured debts and do not dispose of
existing major assets with unpaid or other inappropriate means.

7. Atthe time of signing this contract, the financing applicant did not experience any major
events that could affect its fulfllment of the obligations specified in this contract

Article 8 Other expenses
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All fees of credit investigations, inspections, nofary services and insurance related to
this contract. In the event that the financing applicant cannot timely repay the debts
owed to the lender specified in this contract, all fees, such as lawyer fees, legal fees,
travel expenses, security fees, announcement fees, and asset disposal fees, paid by the
lender to ensure that the financing applicant will repay the loan. All above fees shall
be paid by he financing applicant,

Article 9 Breach of Contract and Handling

1 Whe the financing applicant, guarantor, or matters of mortgage/pledge violate the
provisions of this contract or business contracts. or when the financing applicant violates
other contracts, agreements or legal documents signed beween the financing
applicant and the lender, it constitutes a breach of contract

2 Tn the event of breach of contract, the lender has the right to take the following
measures separately or simnltaneously, aud the financing applicant has o objection
o the measures shown belo

(1) Stop issuing Toans that have not been used by the financing applicant within the
‘maxinum amount of financing

(2) Announce that the loans already issued within the maximum amount of financing have
matured in advance and collect the principal. intesest and related expenses of the loans that
have been issued within the maximum amount of financing

(3) Unilaterally cancel the maxinmum amount of financing and terminate this contract
simultancously

(4) For accepted drafis or ltters of creditletters of guarantee that have been opened during
the maximum financing period. the lender may require the financing applicant to increase
the amount of security deposit regardiess of whether the lender has made advanced
payment.

(5) Exercise relevant rights of guarantee (if any).

(6) Recourse in accordance with this contract

Article 10 Change and Cancellation of the Contract

This contract may be changed or cancelled after the lender and the financing applicant have
reached a consensus and formulated a written contract The terms of this contract remain in
effect until a written contract for change o cancellation s reached. Neither pasty may
unilaterally change. modify or cancel this contract without authorization.

Aticle 11 Other matters

1 During the validity period of this contract, any actions of the lender carried out to
forgive, extend or delay the implementation of the lender's rights and benefits
specified in this contract in the event of contract violation and delay by the financing
applicant shall ot impair, affect or restrict all relevant rights and benefits of the
lender specified in this contract and in compliance with legal provisions. The above
actions shall not be deemed as permission by the lender for any breach of this
contract, nor shall they be deemed as that the lender waives the right of action
against current or future violations of the contract,

2 I this contract becomes legally invalid for any reason, or if some of the terms are
invalid, the financing applicant shall still bear the responsibility of repaving all the
debts owed to the lender as specified in this contract. If this happens, the lender has
the right to terminate this contract and can immediately collect all debis owed by the
financing applicant as specified in this contract.
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3 All matters related to this contract shall be delivered to the other party in writing
according to the matling address lsted on the frst page of this contract (if one party has
notified the other party in writing to change the address. the new address shall be used).

4. Ifanotice is delivered by a courier the date of receipt by the other party shall be deemed
as the date the notice s delivered to the other party. if a notice is delivery by postal mail
the third working day from the date the mailis sent shall be deemed as the date the notice is
delivered to the other party.

5. The supplementary written contract reached by both the lender and the financing
applicant on unfinished matters of this coniract or on any modifications of this contract, the
“Table for the Allocation of Maximum Amount of Financing” attached to this contract, and
all business contracts specified in this contract constitute the integral parts of this contract
6 For other matters agreed by both parties, see Special Agreement Atticle 5

Article 12 Dispute Resolution

1. The formulation. implementation. interpretation and validity of this contract shall be
govemed by the laws of the People’s Republic of China

2 Any dispute concerning this contract shall be governed by the people’s court in the
competent jurisdiction at the location of the lender

3. If the lender and the financing applicant decide to apply for the notarization of vasious
business contracts with the effect of compulsory enforcement, such notarization shall be
handled in accordance with the specific agreement of each business contract

Article 13 Effectiveness of this contract

This contract shall become effective on the date when it i signed by both parties. and shall
automatically expise on the date when all debts and other related expenses owed by the
financing applicant o the lender are paid in full

Article 14 Copy Number of Contracts

See Special Agreement Asticle 6.

Aticle 15 Special reminder

‘This contract consists of general terms and special terms. The lender has requested
the financing applicant to gain a full and accurate understanding of the printed
general terms and filled special terms included in this contract, especially the bold
and underlined articles icluded in the general terms. The lender has fully advised
the borrower to pay attention to the bold and underlined articles of this contract, and
has provided corresponding explanation of these terms at the request of the financing
applicant. Both signing paries agreed on the meaning of this contract and the terms
of each agreement.
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‘Shanghai Rural Commercial Bank Contract for Maximum Financing

Special Terms
No. 3140184170010

1 Instructions about the signee
Lender: Shanghai Rural Commercial Bank. Zhangjiang Hi-tech Branch
Legal sepresentative (person in charge): Li Tianming

Mailing Address: Postal Code:

Contact telephone: Fax

Financing applicant (full name): ACM Research (Shanghai) Inc
Legal representative: Hui Wang

Registered address Postal Code:

Contact telephone: Fax

IL The lender provides the financing applicant with the maximum amount of
financing equal to RMB Ten Million Yuan (including foreign currency with an
equal value). The specific variety of business and amount can be found i the
attachment to this contract, “Table for the Allocation of Maxinum Amount of
Financing”

I The maximum financing period is 12 months, thatis, from Januasy 24, 2018 to
January 23.2019. The first transaction of business shall not be later than April 24.
2018 The lender has the right to terminate this contract if the date of first
transaction exceeds the date specified above

IV Terms of guarantee

1. Al debts owed to the lender by the financing applicant specified in this contract shall be

guaranteed by the mortgage of company or asset that is

owned by it and can be disposed of by it legally. The guaraator and the lender will sign a

maximum mortgage contract (contract pumber__)

2. All debts owed by the financing applicant to the lender specified in this contract shall be

guaranteed by company as a joint guarantor of liability. The guarantos and

the lender will sign a maximum guarantee contract (contract number:___).

3. All debts owed by the financing applicant to the lender specified in this contract shall be

guasanteed by company using asset that is owned by it and
can be disposed of by it legally as the collateral The guarantor and the lender will sign a
maximum pledge contract (contract number: __)

4. All debts owed by the financing applicant to the lender specified in this contract shall be
guaranteed by Hui Wang personally as a joint guarantor of liability: The guarantor has
1ssued a personal certificate of guarantee for the maximum amount of guarantee (contract
‘mumber: 31440184410010)

5. All debis owed by the financing applicant to the lender specified in this contract shall be

guaranteed by company as the guarantor. The contract of guarantee shall be
signed when corresponding business contracts are signed.
6

V. Other matters agreed by both parties
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VI This contract has Two copies. The lender and the financing applicant shall each hold
two copies. and all ther relevant partes shall each hold one copy. Each copy has the same
legal effect.
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‘Table for the Allocation of Maximum Amount of Financing
According o the “Shanghai Rural Commercial Bank Contract of Maximum Financing™
‘numbered 3144018417010, the lender provides the financing applicant with a maximum
‘amount of credit line equal to RMB Ten Million Yuan (including foreign currency with an
equal value). The specific variety of business and amouat are allocated as follows:
Unit: 10,000 yuan

Amowntin Foreign Cureney | g
mﬁm” RMB in Total

[S— o

1. Working captalloans
Fixed asscs loans (ot for
eal estate development)
Mortgage loans of business|
property
B o
T o
Loan for real estate

development

Packaged export loan

17 Import documentary bills
8 Export documentary bills

9 Discounting of bank
cceptance bills

1. Discouing of commercal
I Factoring financing
Rcceptance of bk

bils
Opening of a leter of
aiee

14 Opening of a letter of
redit

Total

Note: The above various types of credit lines have been approved by the lender. and the
financing applicant can use the lines appropriately.
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(o text below)

Lender (Signature/Seal): Shanghai Rural Commercial Bank. Zhangjiang Hi-tech Branch
Legal representative (responsible person) or attomey (Signature/Seal): Li Tianming.
Financing Applicant (SignatureSeal): ACM Research (Shanghai) Inc
Legal representative (responsible person) or attomey (Signature/Seal): Hui Wang

Date of Signing: January 19. 2018
Place of Signing: Shanghai
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Notary Certificate

Shanghai Pudong Notary Office.
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Comprehensive Credit Line Contract
(2016 version)

Contract number: 201180076
Grantee: ACM Research (Shanghas) Inc Phone.
Registered address Postal code:
Main business address (mailing addess): Building #4. No. 1690, Cailun Rd
Postal code:
Legal representative (person in charge): Hui Wang Phone:
Bank of Basic Account Account Number
Contact: Fax:
Contact Phone.
E-mail Company homepage:
Creditor: Bank of Shanghai Co . Ld. Pudong Branch Phone.
‘Main business address (mailing address) No_ 699, Zhangvang Rd.
Postal code
Legal representative (person in charge): Ding Bing. Phone.
Contact Fax
Contact Phone.
E-mail Company homepage:

[Stamp: The verification of contract signing is passed]
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Because the grantee applied for a comprehensive credit line from the creditor, in
order to clarify the rights and responsibilites of both pasties, this contract is formulated by
both parties after consultation according 10 the provisions of relevant laws and regulations.
such as the "Contract Law of the People’s Republic of China", the “Commercial Bank Law
of the People’s Republic of China’”. and the “Tentative Measure for the Management of
Loans and Credit Lines of Commercial Banks”

(Note: - in the contract represents selections, with [ indicating the choice is selected and
2 indicating the choice is not selected)

Chapter 1 Credit Line
Article 1 In the validity period of credit line specified in this contract (hereinafter
eferred to as the “term of eredi line”). the grantee can apply for and use a creditline equal
1o the value of RMB Fifty Million Yuan

‘The credit ine referred in this contract s the highest comprehensive credi line that
can be used by the grantee according to the terms of this contract

‘When the currency actually used in the business of comprehensive credit line is
different from the currency specified in this contract, the actually used credit ine shall be
converted to the currency specified in this contract using exchange rate determined by
Bank of Shanghai. When the exchange rate changes, the creditor has the right to convert
the credit ine based on the exchange rate to determine the use of credit linc.

Article 2 The credit line specified in this contract can be used for a single of multiple items
of credi line services listed below

Liquid fund foans, Acceptance of bills
© Commercial acceptance bill discouat: () Commercial bill acceptance:
Non-financing guaranee: Loan on export letter of credt
©1 Opena letter of credit 2 Documentary bills on import.
Documentary bills on export leter of credi;
Documentary bills on outward collection:
£ Export factoring: 1 Other: Import refinance

[Stamp: The verifcation of contractsigning is passed]
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Article 3 The maximum credit Limit and/or the margin ratio in each of the above individual
credit line services is agreed as follows: The balance of all credit line services at any time
‘point shall not exceed the value equal to RMB Fifty Million Yuan. The unpaid balance
shall not exceed the value equal to RMB Fafty Million Yuan.

Chapter 2 Credit Period
Article 4 The term of credit line stipulated in this contract shall be from the date of
February 02. 2018 to the date of January 17. 2019

Article S The creditor has the right to check the use of the credit line specified in this
contract at any time and has the right to unilaterally stipulate the premature termination of
the remaining credit line and term of credit ine in the event that the grantee violates the
provisions of Article 29 of this contract.

Chapter 3 Use of Credit Lines
Article 6 Within the term of credi line and the amount of credit ine stipulated in this
contract. the grantee shall apply in writing to the creditor for using the credit line. The
written application shall specify the type of credit.the period of use. and the amount of use.
Ifthe creditor approves the application. it shll sign a specific business contract/agreement
(hereinafter referred to as “specific business contract”) with the grantee with respect to the
coresponding credit line business.

Article 7 The grantee shall apply for the use of credit line when the following conditions
are satisfied

(1) This contract and its guarantee contract (if any) have been in force and continue to be
valid

(2) The grantee has submitted to the ereditor the application for using the credit line and the
relevant information requested by the creditor:

(3) The grantee’s business and financial status have not undergone any significant and
adverse changes

(4) The grantee’s statement and claim are trve. accurate, complete and effective. and the
grantee can fulfill the responsibilties stipulated in this contract. In addition. there shall not
be violations or potential violations of this contract

Article 8 The balance of the credit line used by the grantee (i.¢. the amount of the credit
line that s being used but not yet paid) shall not exceed the credit line at any time within
the term of credit line.

[Stamp: The verification of contract signing is passed]
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Within the term of credit ine, the grantee can reapply for the revolving use of credit line
that has been paid. except for those with other agreement stipulated in this contract o
specific business agreement. All remaining credit line not used in the term of credit line
will automatically terminate by the end of the term of credit line
Article 9 1f this contract stipulates the maximun credit ine for a single credit line service.
the grantee shall ensure that. in addition to abiding the agreement in article S, the use of
credit line of the single credit line service shall not exceed its corresponding maximum
limit at any time within the term of credit ine
Article 10 In the contract period of comprehensive credit line, specific business contracts
shall be signed. The date of each business in specific business contracts shall not occur
later than January 17. 2019, The termination date of each specific business may exceed the
above date depending on the stipulation in specific business contracts
Ifthe term of credit line 1 terminated carly. the termination date shown above will also be
changed accordingly

Chapter 4 Fees
Article 11 The creditor will collect a commitment fee from the grantee equal to_% of the
comprehensive credit line. The grantee shall pay the fec in a lump sum to the following
accounts within __business days after this contract enters into force
Account Name:
Account Number
Bank of Account
Article 12 The interest rate, exchange rate. discount rate and other fees related to specific
credit line service of this contract shall be agreed up by the grantee and the creditor in
specific business contracts.

Chapter § Guarantee
Article 13 When the grantee and the creditor sign this contract, the following one or
multiple guarantees are provided. or 1o guarantee is provided

[Stamp: The verification of contract signing is passed]
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) Guarantor Hui Wang and Creditor (i ¢ loaner) signed a "Maximum Guarantee.
Contract” with a number of ZDB201180076

Mortgagor __and Creditor (i.¢.. mortgagee) signed a "Maximum Mortgage Contract”
with a number of

8 Pledgor and Creditor (. pledgee) signed a “Maximum Pledge Contract” witha
‘number of

“This contract is for credit line and does not need guarantee.

Ifthere is mortgage (pledge). the creditor has the right to ask the guarantor to restore the
value of collateral if the value of such collateral reduces o ifthe collateral s damaged
Otherwise, the guarantee provided by the guarantor will be reduced accordingly.

Article 14 When the grantee and the creditor sign a specific business contract stipulated in
this contract, the creditor has the right to ask the grantee to provide other guarantee in
addition o those specified in Article 13 of this contract.

Chapter 6 Statement and Guarantee of the Grantee
Article 15 A grantee is an enterprise. insitute or other organization that is established
legally according to Chinese laws and is still valid. The grantee shall be able to fulfillits
obligations and bear its civil responsibilties i its name.

Article 16 The signing and implementing of this contract are the true intention of the
grantee and have obtained necessary agreement. approval and authorization. There shall be
00 legal defects

Article 17 All files, financial reports. documents and information provided by the grantee
to the creditor during the signing and implementing of this contract are true, accurate.
complete and effective. The grantee has not concealed may affect information that may
affect its financial status and ability to fulfllthe contract.

Chapter 7 Responsibilities and Commitments of the Grantee

Article 18 The use of credit ine by the grantee shall comply with the agreement in this
contract and specific business contracts. The creditor has the right to check the
implementation of specific business contracts by the grantee.

[Stamp: The verification of contract signing is passed]
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Article 19 Within the term of credit line, according to the requirements of the creditor, the
grantee shall submit to the creditor true and complete financial reports, all of its bank
accounts and balances of deposits and loans
Article 20 Within the term of credit ine. the grantee shall obtain the approval from the
creditor before major eveats, such as foreign investment, substantial increase of debt and
financing. merger. separation. and transfer of shares,
Article 21 The grantee shall ensure thatits attribute or scope of business will not change
substantially afte the signing of this contract
Article 22 Within the term of credit ine. the grantee shall notify the creditor in writing in
30 days in advance prior to the following major events: any form of asset restructuring via
mergers, acquisitions or separations. any change in corporate business via contracting o
leasing. activities resulting in change of corporate structure or business. changes in
registered capital and sharcholding structure. and major investments. If the change will
affect the grantee's abiliy to repay the loan, the grantee shall take appropriate remedial
‘measures according to the creditor's request
Article 23 If the grantee undergoes changes. such as the change in the domicile address or
‘business address of the legal person (responsible person). the creditor shall be notified in
writing within 30 working days before such changes.
Article 24 The grantees shall pay the principal and interest of the funds, related expenses
and othes payables on time according to the agreement specified in this contract and
specific business contracts.
Article 25 The grantee shall not refse to pay to the creditor any amount. which has been
paid by the creditor or shall be paid by the grantee. for any reasons including commercial
dispute
Article 26 For the payables of the grantee that have matured under this contract and
specific business contracts (including all amounts with early maturity). the creditor has the
rightto directly withdraw the fund from any accounts opened by the grantee at Bank of
Shanghai Co., Lid (including branches) without prior consent from the grantee
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Article 27 The grantee shall promptly report to the creditor any relevant transactions
valuing more than 10% of the net assets of the grantee. including but not limited 10: the
relations among parties partcipating in the transaction. the description and nature of the
transaction. the corresponding proportion of financing of the transaction, the pricing policy
Gcluding transaction with a symbolic amount only).

Article 28 The grantee willtreat the creditor as the primary collaborating band and will
‘make the following commitment

(1) Inthe tem of credit ine. the grantee shall complete at least RMB __ of import and
export ransactions with the creditor. Among them. the export transactions shall not be less
thanRMB__

(2) Other agreements:

Chapter 8 Breach of Contract and Relief
Article 29 The grantee constitutes a breach of contract when any of the following occurs
(1) The grantee fails to pay matured debt on time. including but not limited to the principal
interest or other expenses agreed upon in this contract or specific business contracts

(2) The grantee fails to use the credit fund in accordance with this contract or specific
business contracts signed with the creditor

(3) The grantee fails to implement or completely implement the agreement specified in this
contract or specific business contracts signed with the creditor and subsequently cause
damaging effect on the creditor’s interests:

(4) The grantee fails to implement or completely implement the agreement specified in
foan contracts, guarantee contracts and credit ine contracts signed by the grantee and third.
parties.

(5) The grantee experiences banksupt, liquidation. insolvency or other situations that
impair its ability to repay the debr:

(6) The grantee experiences any major events related to this contract that threaten and
damage the creditor’s interests, and the grantee fails to take corresponding remedy.
measures per the requests of the creditor

(7) The ability of guasantor Gif any) to fulfillits obligation is significantly insufficient, the
collateral is damaged. or the value of collateral reduces significantly. and the guarantor
fais to take corresponding remedy measures per the requests of the creditor.

(8) The grantee fails to pay the commtment fee of comprehensive credit line as agreed.
Article 30 After the occurrence of a contract violation. according to the severity of
violation. the ereditor has the right o adjust or terminate the remaining credit line or the
tem of credit line specified in this contract, and has the right to take some or all of the
following measures:

(1) Declare that all debts specified in this contract and specific business contracts mature
prematurely. and request immediate loan repayment from the grantee:

(2) Require the grantee to bear all expenses (including but not inited to legal fees and
lawyer fees) incurred during the process of enforcing the obligations of this contract.

(3) Require the grantee to increase the value of collaterals, which include but not imited to
guarantee, mortgage and pledge-

(4) Take other measures complying with the provisions of relevant laws and finance
supervision regulations as well a the agreement of this contract
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Chapter 9 Agreement on Value Added Tax (VAT)
Article 31 Al the prices and expenses (such as handling fees) involved in this contract are
prices including taxes, includiag but not limited to VAT. During the implementation of this
contract. if the tax rate of China is adjusted. the creditor has the right o use the new tax rate
to adjust the price and expenses of ll services lsted in this contract
Article 32 The grantee may require the creditor to issue a corresponding VAT invoice
according to relevant national laws and regulations within 90 calendar days afier the
payment (including the date of payment)

[Stamp: The verification of contract signing is passed]
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Ifthe grantee requests an invoice exceeding the aforementioned period. the creditor has the
right to refuse to issue the invoice.
Article 33 If the grantee requests the creditor 10 issue a VAT invoice. it shall firs register
the customer information with the creditor and provide the corresponding taxpayer
identification document and billing information. The grantee shall confirm that its biling
‘materials and related information are true and accurate. If the information of the grantee.
changes, the grantee shall promptly submit an application to the creditor to change its
billing information. If the invoice is issued in error or if the grantee fails to deduct the tax
because the aforementioned information is wrong and false or because the grantee fais to
update is billing information timely. the grantee shall bear the relevant responsibilities
Article 34 If the creditor fils to issue a VAT invoice due to force majeure such as natural
disasters, government actions and social anomalies, the creditor shall not bear the relevant
responsibilties.
Article 35 Ifa VAT invoice is lost, damaged or overdue after the VAT invoice is received
by the grantee or after the creditor has handed it over to a third party for shipment. so that
the grantee fails fo receive the invoice or fo deduct the tax. the grantee shall bear the
relevant responsibility.
Aticle 36 In the event a VAT invoice should be forfeited or a special VAT invoice is
needed. the parties of the contract shall operate in accordance with the relevant laws,
regulations and policy documents.
Chapter 10 Terms of Delivery

Article 37 Both parties of the contract shall use writing to deliver the notice of relevant
‘matters. documents such as agreements. documents related to contract dispute. and legal
documents
2 Using the main business address (mailing address) listed on the fist page of this
contract as the delivery address.
& Deliver to following address and contact person:
Delivery address of the creditor: Contact
Delivery address of the grantee Contact
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‘The above-mentioned delivery addresses also apply to the non-litigation stage as well as
the fist trial. second trial, appeal and implementation stages of litigation
Article 38 If the address and contact person of the grantee are changed. the creditor shall
be notified in writing within two working days at the latest
If the grantee fails to perform the notification obligation as described above. the
above confirmed delivery address is still considered a valid delivery address. If the creditor
is not notified about the change of the grantec's delivery address in time and if the creditor
delivers to the original delivery address. o if the delivery is setumed because the modified
delivery addess provided by the grantee is inaccusate. the delivery s deemed to be
successful Ifa delivered is made by post mail. the date of delivery is the postmark date of
the registered mail: ifa delivered is made by a courier. the date of delivery is the date of
receipt by the grantee.
Chapter 11 Effective Date of Contract
Article 39 This contract comes into force after it is signed by the legal representative
(responsible person) or authorized agent of both parties and affixed with the official seals
of both parties. When this contract is signed by the authorized agent,the writien
authorization of the legal representative (responsible person) shall be obtained
Chapter 12 Resolution of Disputes
Article 40 This contract shall be implemented at the location of creditor Tn case of
disputes occurring during the implementation of this contract by both partis, such disputes
can be resolved by negotiation. In case the negotiation fils to solve the disputes, any party
of the contract may file a law suit to the People’s Court at the location where the contract is
implemented. During the negotiation or litigation. the articles of this contract not involved
in the dispute shall still be honored.

Chapter 13 Supplementary Provisions
Article 41 The rights and obligations of the creditor specified in this contract can be
enjoyed and implemented by the creditor specified in this contract. They can also be
enjoyed and implemented by the supervisory agency of the creditor

Article 42 All notices related to this contract shall be delivered in writing to the main
business addresses listed in this contract. When the notices specified in this contract are
delivered by a courir, the date of delivery s the date of receipt by the recipient. If the
documents are delivered by telegraph or fax. the date of delivery i the date whe the
telegraph o fax reaches the recipient. If the documents are delivered by postal mail. the
date of delivery is 3 days after the date of the postmark stamped on the registered mail
Article 43 All specific business contracts signed by the grantee and the creditor according
1o this contract are integral components of this contract. If specific business contracts are
different from this contract, specific business contracts shall prevail

Article 44 There are Five copies of the main text of this contract. The grantee has One copy.
the creditor has Three copies. and the guarantor Hui Wang has One copy. Al copies have
the same legal effect

Article 45 Other issues agreed by two parties

This transaction covers the remaining balance. and RMB 15 million yuan of the credit line
s a reserved credit line

Article 46 At the time of signing this contract. the creditor has explained to the grantee in
full terms of the contract. Both parties have no doubts on all the terms of the contract, and
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both parties have accurate understanding about the legal meaning of articles regarding to
the restriction or exemption of relevant rights, obligations and responsibilties
(There is no text below)
[Stamp: The verification of contract signing is passed]
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(Signature page)
Grantee: ACM Research (Shanghai) Inc
(Official seal)

Legal representative (responsible person) or authorized agent: HUI WANG
(Signature/Stamp)

Creditor: Bank of Shanghai Co.. Ltd. Pudong Branch
(Official seal)

Legal representative (responsible person) or authorized agent: Ding Bing
(Signature/Stamp)

Time of Signing: February 02, 2018
Place of Signing: No. 699, Zhangyang Rd
[Stamp: The verification of contract signing is passed]
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Notary Certificate

(2018) Shanghai Puzheng Jingzi No. 552
Applicant
Grantee: ACM Reseasch (Shanghai) Inc . Business License No : 41000002201511260027.
Addsess: Building #4, No. 1690. Cailun Road, China (Shanghai) Pilot Free Trade Zone:
Legal representative: WANG HUI Chinese name: Wang Hus, Male. bor on November 14,
1961. holding a US passport (aumber: 545§22421).
(hereinafier referred to as "Party A")
Creditor. Bank of Shanghai Co. Lid . Pudong Branch. Address: No. 699. Zhangyang Road.
Pudong New Area. Shanghai
Person in charge: Ding Bing (hereinafter referred to as "Party B")

Ttem of Notarization: Contract of comprehensive credit line

‘The applicants. ACM Research (Shanghai) Inc. and Bank of Shanghai Co . Ltd
Pudong Branch, applied to this Notary Office on February 2, 2018 for the notarization of
the above *Contract of Comprehensive Credit Line™

Ous notary office reviewed and informed of the above “Contract of Comprehensive.
Credit Line™ and Party A and Party B, and confirmed the contract and the notarization of
the contract with both parties of the contract. We have found the following facts

1. According to the identification documents and selevant rights certification
materials submitted by Party A and Party B to this notary office. both Party A and Party B
have the capability of civi rights and obligations to sign this contract according to law.

2. This contract stipulates the agreements i respect of main contents such as the
credit line. the term of credit line. the use of the credit lin. the fees. the guarantee. the
statement and guarantee of the grantee, the obligations and commitments of the grantee.
the effective date of contract, and dispute resolution. The terms of the contract are clear and
specific.

3. Party A and party B confirm to this notary office The contents of the contract are.
fully known and both parties have reached agreement regarding all terms of the contract,
and the intention of both parties i true.

Based on the above facts. it is hereby proved that the legal representative, WANG
HUL of Party A. ACM Research (Shanghas) Inc.. and the responsible person. Ding Bing
of Party B, Bank of Shanghai Co.. Ltd. Pudong Branch, signed the above “Contract of
Comprehensive Credit Line on February 2. 2018 The signing by both parties is in
accordance with the provisions of Article 143 of the “General Principles of the Civil Law
of the People’s Republic of China, and the content of this contract is in compliance with
the relevant provisions of the “Contract Law of the People’s Republic of China” The
signatures and seals of both parties on the contract are truc.

Shanghai Pudong Notary Office
Notary Officer: Lu Shijun
March 3, 2018

[Seal: Shanghai Pudong Notary Office]
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Credit Line Agreement
No.: PuDong Development 2018 No. 18148701

Pasty A: ACM Reseasch (Shanghai) Inc
Business license number: 91310000774331663A

Legal Representative Person in Charge: HUl WANG

Address: Building #4. No. 1690, Cailun Rd . Shanghai Pilot Free Trade Zone, China

Postal code: 201203

Financial institution of account and account number: Bank of China Zhangjiang Hi-Tech Park
Branch

Tel: 50808868 Fax: 50808860

Party B: Bank of China Co.. Ltd. Branch in Shanghai Pudong Development Zone
Legal Representative/Person i Charge: Sheng Zhenzhou

Address: No_58 Xinjingiao Road

Postal code: 201206

Tel: 20512666 Fax:

In order to develop a fiiendly and mutually beneficial cooperative relationship. both parties have
seached the following agreement through consensus on the principle of self-discipline. equality.
‘mutual benefit. and good faith

Article 1 Business scope
Pasty B shall provide Party A with a credit line in accordance with this agrcement Party A may
apply to Party B for revolving. transfer or one-time use of the credit line in accordance with this
contract and the conditions stipulated in relevant individual agreements. Pasty A may use the credit
line for short-term loans, corporate account overdraft, bank acceptance bills, trade capital
financing. guarantee letters. capital business and other credit business (collectively referred to as
“single item credit line service”)
The trade financing business referred to in this agreement includes the opening of domestic and
international leters of credit, import documentary bills, delivery guarantee. packaged loans,
export documentary bill, export bill discounting under letters of credit. buyer credit of import
documentary bills on domestic leters of credit, seller credit of export documentary bills on
domestic letters of credi. negotiated payment on domestic letters of credit. and other international
and national trade financing business
‘The business of guarantee letters mentioned in this agreement includes various international and
domestic businesses of guarantee letters such as the opening of guarantee letters backup letter of
credit
Article 2 Type and amount of credit line
Pasty B agrees to provide Party A with the following credit line:
The currency is: RMB
‘The amount is: (uppercase) RMB Thirty Million Yuan:

(lowercase) CNY30. 000. 000,00
The specific types and amounts of the credit ine are as follows
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1. The credit line for loan is RMB Thirty Million Yuan. Among it
(1) The credit e for working capital loan is RMB 30. 000. 000,00 yuan

Article 3 Use of credit lines
1. Within the period of credit line usage stipulated in this agreement, Party A may use the
corresponding amount as specified in (1) below according to limit for each individual credit line
business specified in this agreement

(1) Revolving use of credit line. The specific types of credits included here are: the credit line for
working capital loans is RMB Thirty Million Yuan.
(2) One-time use. The specific types of credits included here are: /_

For example. if Pasty A wants to use the amount of the credit ine agreed upon in Article 2 for other
purposes, Party A shall submit an application to Party B in writing. Pasty B shall decide whether to
adjust the purpose of credit line and the specific measures of adjustment. Pasty B shall notify Party
Athe decision in writing

2. As of the effective date of this agreement. the balance of the credit granted to Party A by Party B
based on previously valid “agreement of Credit Lines” or similar agreements and individual
agreements shall be deemed as using credit limit granted in this agreement

Among them, the balance of credit using the credit ine is regarded as using the credit ine granted
under this agreement

3. Unless otherwise specified. the following business does not use the amount of credit it

(1) Export documentary bills with required documents

(2) Documentary bills or financing granted based on a bill of exchange or fund of a
domestic/intemational letter of credit that is accepted by Party B and is
confirmed/accepted/paid/guaranteed by the issuing bank/guarantee bank:

(3) Party A can provide the security depost. state treasury. or deposit slip issued by Party B. or if
the bank accepted by Party B can accept the bill of exchange. the letter of guarantee. or a backup
letter of credit,the credit line corresponding to the guarantee i not counted as using the credit limit
ranted to Party A.

(4 Other businesses that are agreed by the two parties in writing as not occupying the credit limit
Although they do not occupy the credit limit, the above business agreements are still single
agreements under this agreement and constitute an integral part of this agreement, and hence are
subjected to the regulation by this agreement, unless otherwise specified

Article 4 agreement for the handling of a single credit business

In the case that Pasty A applies to Pasty B for the handling of a single credit business specified
under this agreement, Pasty A shall submit to Party B the corresponding application forms and/or
cormesponding contract/agreement signed with Party B (collectively referred to as single
agreements)

Asticle 5 Term for the use of credit line

The term for the use of the credit line determined in Article 2 of this agreement is from the date this
agreement comes into effect to August 14, 2019,

‘When the term for the use of the credit line mentioned in the preceding paragraph expires. and if
both parties agree to let Party B continue to provide Party A with the credit line. an additional
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agrecment may be signed in writing to clearly stipulate the new amount of the credit line and the
period of use. This supplemental agreement constitutes an integral part of this agrecment and the
provisions of this agreement shall apply. The supplemental agreement has the same legal effect as
this agreement

‘The expiration of the credit ine will not affect the legal effect of this agreement and will not
become a reason to termnate this agreement. The individual credit business handled by Party A
and Party B in accordance with this agreement shall be implemented continuously in accordance
with this agreement and the relevant single agreements. and the rights and obligations that have
occurred shall be fulfilled.

Article 6 Prerequisites for the handling of individual credit business

For the handling of individual credit business. Pasty A shall meet the following conditions per the
sequirements of Party B:

1. Provide Party B in advance with company documents. slips. seals list of relevant personnel.
signature samples, and completed certificates related to the signing of this agreement and single
agreements

2 Open an account for the handling of individual credit business:

3. The guarantee agreed in the agreement and the single agreement has been effectively
established:

4 Other preconditions for the handling of individual credit business as agreed in single
agreements.

5. Other conditions per the requirements of Party B

Article 7 Guarantee
For the debt of Party A owed to Party B in accordance with this agreement and the single
agreement, both parties shall use the following methods for guarantee:

1. The highest amount of guarantee

(1) HUI WANG provides the highest amount of guarantee and signs the corresponding contract for
the highest amount of guarantee

2. The highest amount of pledge

(1) ACM Research (Shanghai) Inc. provides the highest amount of pledge and signs the
corresponding contract for the highest amount of pledge.

If Party B believes that Party A or the guarantor experience an event that may affect its ability to
fulfill the contract,or if the contract becomes invalid. revoked. of terminated. or if the financial
situation of Party A or the guarantor deteriorates or involves major lawsuit or arbitration. or other
factors may affect the ability of Party A or the guarantor to fulfillthe contract. or if the guarantor
may default under the guarantee contract of other contracts signed between the guasantor and Party
B. or if the collateral is devalued. destroyed. lost. or sealed up so that the value of the collateral is
reduced or lost, Party B has the right to ask Party A to provide new guarantees or o replace the.
‘guarantor 1o guarantee the debts incurred under this agreement

Article § Declaration and Commitment

Party A states as follows

1 Party A is an entity established in accordance with law and has all necessary rights and
capabilites to sign this contract and fulfll the obligations specified in this contract;

2. Signing and implementation of this agreement and single agreements are based on true intention
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of Party A, and legal and effective authorizations have been obtained based on the requirements of
organization rules or other internal management documents. In addition. the signing and
implementation of this agreement will not violate any agreement. contract and other legal
documents with a binding force on Party A, Party A has obtained or will obtain all relevant
approval. permission. filing or registration required for the signing and implementation of this
agreement

3. All documents, financial reports, certificates and other materials provided by Party A to Party B
under this agreement and single agreements are true. complete, accurate and effective.

4. Party A’s application to Party B's business i true and legal. and the proceed will not be used for
illegal purposes such as money laundering.

5. Party A has not concealed fiom Party B the conditions that may affect ts financial status and the
ability to fulfll the contract

Party A promises as follows
1. Party A shall submit its financial statements and other documents to Party B timely and
segularly according to the requirements of Party B (including but not limited to annual reports,
quarterly reports and monthly repor
2 Accept and cooperate with Party B's use of its quota and inspection of apricot and supervision of
production. operation and financial activities

3.1 Party A and the guarantor of this agrecment sign a counter guarantee contract of a similar
contract regarding the guarantee obligations of the guarantor. such contract shall not damage any
rights of Party B specified in this agreement

4.Tn the event of any situation that may affect the financial situation and the ability of Party A or
the guarantor to fulfill the contract. including but not limited to any form of changes in business
‘methods, such as separation. merger. joint venture. joint venture with foreign investors.
contracting. restructuring, and planned IPO. reduction in registered capital. transfer of major assets
or equity. commitment of major debts. and setting up of new guasantees, seal-up of collaterals
cancelation. revocation and bankrupt of the company. of involvement in major lawsuits. Party A
shall promptly notify Party B.

5. For matters not specified in this agreement and single agreements, Party A shall be willing to
handle such matters according to the relevant regulations and practices of Party B.

6. Complete the pledge procedures of patent "Method and equipment used to climinate blocking
barriers” (pateat number: ZL 2009 1 0050835.7) and implement the pledge contract. The amouat
of guaranteed pledge shall not be less than 30 million yuan:

7. Complete the procedues of joint liabiity guarantee of HUI WANG and implement the
‘guarantee contract. The spouse does not have to sign the consent letter

8 The working capital loan is operated according to the mode of single financing. The credit limit
of orders is limited to the purchase of raw materials specified under Party A's newly signed sales
contract in 2018. The credit will be distributed based on real and effective procurement
contract/order invoice and sales contractorder invoice via entrusted payment.If there is an
agreement in the sales order to pay the advance payment, the certificate for the payment of advance
payment shal be provided. The total amount of financing shall not exceed 60% of the sales order
amount. and the term of the single payment shall not exceed 6 months. Before the loan is released.
selevant proof shall be provided to confirm that the corresponding account of Party B will be used
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as the account of receiving (including the confirmation e-mail of the other party). After the
‘payment for the order is collected. the amount of financing of Party B shall be paid firstto close the
operation:

9. Party A and the board of disectors will issue a promise: the order placed under Party B's order
financing credit business shall not be re-financed. and the account used for receiving may not be
changed o cancelled withou the permission of Pasty B new bank credit linit obtained during the
credit period must obtain prior consent from Party B, and Party B's conditions of credit guarantee
shall not be weaker than those of the new credit; if Party B's order financing credit business is not
timely repaid by product revenue. Party A agrees (o use its own funds o pay the debs incurred in
Party B's order financing credit business

10, In order to effectively strengthen post-lending management, Party A's daly capital flow shall
be supervised and Party B's credit exposure shall be reduced. It is necessary to venfy the retum of
Party A's funds on a monthly basis to closely track the progress of order payment. In one week
before the expiration of single order financing credit, the remaining funds in Party B's account
shall not be lower than the principal and interest of the financing.

11.1f Party A's annual invoiced sales revene in 2018 is less than 300 million (based on the tax
setum). or if the accumulated operating cash flow for the year i negative, or if amount of
‘government subsidy is lower than that of the previous year. Party B's occupied loan shall not be
‘more than 20 mallion:

12 During the credit period. if Party A fails to implement the Article 9 of its commitment, Pasty B
has the right to announce the maturity of the loan prematurely

Asticle 9 Party A’ affiliated party in its group and the disclosure of connected transaction

The parties agree to use the following article |

1 Party A does not belong to group customers determined by Party Bin accordance with the
“Guidelines for Risk Management of Group Customer Credit Business of Commercial
Banks” (abbreviated as “G
2 Party A belongs to group customers determined by Party B according to the Guidelines Party A
shall promply report to Party B the connected transactions valuing more than 10% ofits net asets
in accordance with the provisions of Asticle 17 of the Guidelines, including the relationship
between the parties of the transaction. the item of the transaction and the nature of the transaction.
the amount of the transaction o the corresponding proportion. and the pricing policy (including
transactions with no amount or only a symbolic amount).

Article 10 Breach of Contract and Handling

One of the following events constitutes or is deemed as a breach of contract by Party A according
10 this agreement and single agreements

1. Party A fails to fulfll the responsibilties of payment to Pasty B in accordance with this
agrecment of agreement and single agreements.

2 Party A fails to use the funds for the agreed purposes in accordance with this agreement and
single agreements

3. The statement made by Party A in this agreement or the single agreements is not true or violates
its commitments in this agreement and single agreements:

4. The occurrence of events as stipulated in Asticle 8(2)(4) of this agreement that is deemed by
Pasty B with the possibility to affect Party A's financial status and it abilites to fulfil the contract,
or deemed by Party B with the possibility to affect the guarantor’s financial status and its abilities
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to fulfill the contract while Party A does not provide a new guarantor or replace the guarantor
according to this agreement

5. Pasty A terminates the business. resolves/cancels the registration of the company. or falls into
bankruptey:

6 Party A violates the agreement on rights and obligations of the parties stipulated in this
agreement and single agreements;

7 Party A violates the agreement signed between Party A and Party B or other agencies of Bank of
China Co. Ltd.

8 The guarantor violates the agreement of the guarantee contract or violates the agreement signed
between the guarantor and Party B or other agencies of Bank of China Co.. Ltd.

In the event of a breach of contract as stipulated in the preceding paragraph, Party B shall reserve
the right to take the following measures separately or simultaneously according to the situation of
violation:

1. Require Party A and the guarantor to correct their breach of contract within a time limit:

2 Completely or partially reduce. suspend or terminate the credit linit granted to Party A:

3. Completely or partially suspend or terminate the business application of Party submitted
according o this agreement,single agrecments or other agreements between Party A and Pasty B,
for the loan that has not been distributed or the trade financing guarantee business that has not been
handled. completely or partially suspend or terminate loan distribution and processing.

4. Declare that the full amount or a part of the principal and other payables of outstanding loans.
trade financing and letters of guarantee specified in this agreement., single agreements or ofher
agreements between Pasty A and Party B mature immediately:

5. Termination or dissolution of this agreement. Completely or pastially terminate or dissolute
single agreements and other agreements between Party A and Party B:

6. Ask Party A to compensate Party B for losses caused by Party A’s breach of contract. including
but not imited o the ltigation n fees, lawyer fees. notary fees and execution fees incurred to
enforce debt repayment

7 Deduct the amount in Pasty A's account at Party B to compensate Party A for all or part of the
debt of Party B. The balance i the account that has not matured is deemed as prematurely matured
‘When the currency of the account and the cusrency uscd by Party B's business are not the same.
the exchange sate applicable to Party B will be used at the time of deduction:

8 Exercise the right to protect assets:

9. Ask the guarantor to fulfil the responsibility of guarantee:

10 Other measures deemed necessary by Party B

Article 11 Reserved rights

If one party does not exercise some o all of the rights specified under this agreement or single
agreements. or if one party does not require the ofher party to assume or bear some or all of the
obligations and sesponsibilties. it does not constitute a waiver for such rights by this party or the
exemption of such obligations and responsibilties

Any of the relief. extension or delays granted by one party to the other party regarding the
implementation of the rights specified under this agreement and single agreements shall not affect
the granting party to enjoy any rights specified in this agreement, single agreements, laws and
segulations, and shall not be deemed as the abandonment of rights by the granting party.

Article 12. Alteration, modification, termination and partial invalidation
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‘This agreement is subject to change by both pasties upon negotiation and can be changed or
‘modified in writing. Any change or modification constifutes an integral component of this
agreement

Except as otherwise stipulated by laws and segulations, or as otherwise agreed by the partes, this
agreement shall not be terminated until al rights and obligations specified in this agreement and.
single agreements have been fulfilled

Except as othenvise stipulated by laws and regulations, or as otherwise agreed by the parties. the
invalidity of any provision of this agreement shall not affect the legal effect of other provisions
Article 13 Applicable Laws and dispute resolution

Unless otherise agreed by the parties, the laws of the People's Republic of China shall apply to
this agreement and single agreements

Unless otherwise agreed by the parties. any dispute arising from the formulation and
implementation of this agreement or single agreements aftes this agreement or single agreements
come nto force can be resolved by negotiation. If the negotiation fails to resolve the dispute. any
party may choose to resolve the dispute using the second method described below

1. Submit the dispute to_/_ arbitration commitee for arbitration.

2. According to law. ile a lmwsuit o the People’s Court i the jurisdiction of Party B or other
agencies of Bank of China that fulfil rights and obligations in accordance with this agreement or
single agreements

3. According to law. ile a lawsuit to the People’s Court with the jurisdiction

During the period of dispute resolution. f the dispute does not affect the implementation of other
provisions in this agreement or single agreements, the other provisions should still be honored.
Article 14 Attachment

The following attachments and other attachments and single agrecments confirmed by both partics
constitute an integral part of this agreement and have the same legal effect as that of this
agreement

Article 15 Other agreements

1 Without the written consent of Party B, Party A shall not transfer any rights and obligations of
this agreement and single agreements to a third pasty.

2 If Party B is required by business demand to entrust other agencies of Bank of China to excrcise
the rights and obligations specified in this agreement and single agreements, Party A recognizes
such practice: the other agencies of Bank of China entrusted by Pasty B have the right o exercise
all rghts specified under this agreement and single agreements. and have the right to file a lawsuit
10 the court or apply for arbiration by arbitration agencies for disputes related to this agreement
and single agreements

3. Without affecting any other agreement specified in this agreement and single agreements, this
agreement is legally binding on both parties and their respective successors and assignees
‘generated according to law.

4. Unless otherwise agreed. both parties shall designate the place of residence shown in this
agreement as the addsess for communication and contact. Both pasties shall also promise to notify
the other party promptly in writing when the address for communication and contact is changed

5. The title and business name described in this agreement are used only for the convenience of
seference. The fitle and business name described in this agreement shall not be used for the
interpretation of the terms and the rights and obligations of both parties. 6. If Pasty B fails to honor
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the contract or fails to honor the contractin accordance with the agreement because of the changes
in laws/regulations and regulatory sequirements or because of the requirements of regulatory
agencies. Party B has the right to terminate the agreement or to change the implementation of this
agreement and single agreements in accordance with the changes in laws/regulations and
segulatory requirements or the requirements of regulatory agencics, If the agreement i terminated
o changed due to above reasons so that Party B fails to honor the contract or fails to honor the
contract in accordance with the agreement, Party B shall be exempt fiom the responsibilities
Article 16 Effectiveness of the agreement

This agreement shall become effective on the date when it i signed and stamped by the legal
sepresentatises. responsible persons or authorized signatory of the two parties

‘The agreement has two copies, with each party and the guarantor holding one copy. The copies
have the same legal effect

(There is no text below)

(Signature page. no text on this page)
Party A: ACM Research (Shanghay) Inc [Seal]
Authorized signatory of Paty A- HUI WANG
Date: August 24, 2018

Party B: Bank of China Co.. Ltd. Branch in Shanghai Pudong Development Zone [Seal]
Authorized signatory of Party B: Jiang Yong
Date: August 24, 2018
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