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ITEM 1.  FINANCIAL STATEMENTS
APOLLO SOLAR ENERGY, INC.

CONSOLIDATED BALANCE SHEETS
(In US Dollars)

September 30,
2010

December 31,
2009

(Unaudited) (Audited)

ASSETS

Current assets:
Cash and cash
equivalents  $       2,349,519  $          507,776
Accounts receivable, net of allowance for
doubtful accounts 524,475                                   164,093
   $428,817
and $404,678,
respectively
Inventories 6,607,726 7,944,740
Due from related
parties 4,368,411 3,652,756
Prepaid expenses and other sundry
current assets 853,912 583,826
Total current assets 14,704,043 12,853,191

Property, machinery and
exploration, net 22,144,271 21,048,231
Non-marketable
investments 52,308 43,943
Investments in joint
venture  (33,857) 189,175

22,162,722 21,281,349

Total Assets  $      36,866,765  $       34,134,540

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities:

Short-term loans 4,951,309 4,388,033
Accounts payable -
trade 456,738 283,689
Accounts payable -
construction vendors 2,550,605 2,764,464
Accrued expenses, taxes and other sundry
current liabilities 1,932,900 1,239,674
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Deferred tax liabilities 401,709 393,716
Due to shareholders - 5,839,869
Total current liabilities 10,293,261 14,909,445

Shareholders' equity
Preferred stock, $.001 par value, 25,000,000 shares authorized,
0 shares issued and outstanding at September 30, 2010 and December
31, 2009
Common stock, $.001 par value, 100,000,000 shares authorized, 50,133 44,555
50,133,462 and 44,555,131 shares issued and
outstanding
at September 30, 2010 and December 31, 2009, respectively
Additional paid-in
capital 28,650,510 19,192,138
Accumulated deficit  (3,932,619)  (1,298,792)
Accumulated other
comprehensive income 1,805,480 1,287,194
Total shareholders' equity 26,573,504 19,225,095

Total Liabilities And Shareholders' Equity  $      36,866,765  $       34,134,540

3 
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APOLLO SOLAR ENERGY, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS AND OTHER COMPREHENSIVE (LOSS)

(Unaudited)
(In US Dollars)

Nine Months Ended September 30,
Three Months Ended

September 30,
2010 2009 2010 2009

Sales  $   6,158,700  $  6,280,044  $  3,582,735  $  2,289,669

Cost of sales  (4,675,245)  (4,723,694)  (2,577,786)  (1,624,416)

Gross profit 1,483,455 1,556,350 1,004,949 665,253

Operating Expenses
General and administrative
expenses 2,785,182 2,582,072 862,246 956,857
Selling expenses 190,074 150,208 73,737 28,491
Research and development
expenses 667,208 79,332 314,098 29,370
Total operating Expenses 3,642,464 2,811,612 1,250,081 1,014,718

Operating loss  (2,159,009)  (1,255,262)  (245,132)  (349,465)

Interest expenses  (251,792)  (303,213)  (68,356)  (114,109)
Equity in loss from Joint Venture  (223,025) -  (223,025) -
Loss before income taxes  (2,633,826)  (1,558,475)  (536,513)  (463,574)

Provision for income taxes - 45,859 - 22,371

Net loss
 $

(2,633,826)
 $

(1,604,334)  $   (536,513)  $  (485,945)

Other comprehensive income
(loss)

Foreign currency
translation Adjustment  $    518,286  $   (22,598)  $    384,489  $   (16,328)

Comprehensive loss
 $

(2,115,540)
 $

(1,626,932)  $   (152,024)  $  (502,273)

Basic and diluted loss per
common share

Basic  $      (0.06)  $     (0.04)  $      (0.01)  $     (0.01)
Diluted  $      (0.06)  $     (0.04)  $      (0.01)  $     (0.01)
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Weighted average common shares
outstanding

Basic 47,885,783 44,555,131 50,133,662 44,555,131
Diluted 47,885,783 44,555,131 50,133,662 44,555,131
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APOLLO SOLAR ENERGY, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In US Dollars)

Nine Months Ended September 30,
2010 2009

Cash flows from operating
activities
Net loss  $     (2,633,826)  $   (1,604,334)
Adjustments to reconcile net income to
net cash
used in operating activities:
Stock-based compensation 490,810 551,947
Depreciation 688,820 857,044
Deferred tax  (0)  (7,955)
Equity in loss from Joint
Venture 223,025 -
Changes in assets and
liabilities:
(Increase) decrease
in -
Account receivable  (350,994) 127,644
Inventories 1,472,889  (158,789)
Prepaid expenses and other sundry current assets  (234,968)  (28,837)
Account payable-trade 164,451  (555,459)
Accounts payable - construction vendors  (265,401)  (75,875)
Accrued expenses and other sundry current
liabilities 650,158  (189,752)
Accrued interest 80,049 281,796
Net cash provided by (used in) operating activities 285,013  (802,570)

Cash flows from investing
activities
Non-marketable investment  (7,346)  (43,909)
Purchase of property and equipment, net  (1,346,208)  (1,491,382)
Government subsidy to purchase of
Fixed Assets - 2,019,803
Acquisition of land use rights -  (3,674,831)
Net cash used in investing activities  (1,353,554)  (3,190,319)

Cash flows from financing
activities
     Proceeds from short-term loans, net of payment of
short-term loans 1,469,160 4,419,432
     Proceeds from shareholder
loan 2,000,000 -
     Repayment of shareholder
loan  (20,477)  (3,258,745)
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     Advance to related party  (577,992)  (813,923)
Net cash provided by financing activities 2,870,691 346,764

Effect of exchange rate changes on cash and cash
equivalents 39,593  (5,233)

Net increase (decrease) in cash and cash
equivalents 1,841,743  (3,651,358)

Cash and cash equivalents, beginning of
period 507,776 4,874,044

Cash and cash equivalents, end of period  $       2,349,519  $    1,222,686

Supplemental disclosures of cash flow
information:

Interest paid  $        174,826  $      303,835
Income taxes paid  $         95,263  $       35,321

Non-cash financing activities:
Conversion of shareholder loan to
common stock  $       8,929,139               -

5
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APOLLO SOLAR ENERGY, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2010 AND 2009
(UNAUDITED)

NOTE 1. BASIS OF PRESENTATION

The accompanying unaudited consolidated financial statements of Apollo Solar Energy, Inc. (the “Company”) reflect all
material adjustments consisting of only normal recurring adjustments which, in the opinion of management, are
necessary for a fair presentation of results for the interim periods.  Certain information and footnote disclosures
required under accounting principles generally accepted in the United States of America (“US GAAP”) have been
condensed or omitted pursuant to the rules and regulations of the Securities and Exchange Commission, although the
Company believes that the disclosures are adequate to make the information presented not misleading.  These
consolidated financial statements should be read in conjunction with the consolidated financial statements and notes
thereto included in the Company’s Annual report on Form 10-K for the year ended December 31, 2009, as filed with
the Securities and Exchange Commission.

The preparation of financial statements in conformity with US 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 date of the financial statements and those estimates.  Estimates that are particularly susceptible to change
include assumptions used in determining the fair value of securities owned and non-readily marketable securities.

The results of operations for the nine months ended September 30, 2010 are not necessarily indicative of the results to
be expected for the entire year or for any other period.

The Company’s functional currency is the Chinese Renminbi (“RMB”); however, the accompanying financial statements
have been translated and presented in United States Dollars (“USD”).

NOTE 2. BUSINESS DESCRIPTION

On October 14, 2008, the Company completed a reverse merger transaction with Apollo Solar Energy, Inc.,
(“ASE-Delaware”) by issuing 4,000 shares of its common stock in exchange for each outstanding share of
ASE-Delaware’s common stock.  Under the terms of the merger agreement, all of the outstanding shares of common
stock of ASE-Delaware were exchanged for 44,000,000 shares of common stock of the Company, resulting in the
former shareholders of ASE-Delaware owning 98.75% of the Company’s issued and outstanding common stock.

For accounting purposes, ASE-Delaware became the surviving entity whereas the Company was recognized as the
surviving entity for legal purposes.  Accordingly, the financial statements include the assets, liabilities and operations
of ASE-Delaware.

On August 4, 2008, ASE-Delaware, an inactive company, acquired 100% of the registered capital of Sichuan Apollo
Solar Science & Technology Co., Ltd. (“Sichuan Apollo”), in a transaction accounted for as a reorganization.

Sichuan Apollo was formed in June 2006 in the People’s Republic of China and develops and manufactures high purity
metals and compounds which are widely used in the field of national defense, navigation, spaceflight and the
electronic industry.  In addition, the Company is developing semiconductor, photoelectrical, photoconductive and
photovoltaic basic materials for thin film solar cells through its 100% owned subsidiary, Sichuan Xinlong Diye
Tellurium Industry & Technique Co., Ltd ( “Diye”).
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Effective August 22, 2008, Diye acquired 100% of the equity of Sichuan Xinju Shimian Dadu River Mining &
Metallurgy Co., Ltd. (“Dadu River”) from significant shareholders of the Company.  Dadu River owns the exclusive
rights to the Dashuigou tellurium property through at least January 2013.  Prior year financial statements have not
been restated as the effects of this acquisition of the financial position and results of operations are immaterial.

The Company entered into various exclusive contractual arrangements on April 10, 2009 with Sichuan Xinju Mineral
Resources Development Corporation (the “VIE”) and certain of its shareholders who are the Company’s direct or indirect
employees and who collectively own 51.6619% of the VIE.  Among other things, these agreements granted to the
Company’s wholly-owned subsidiary a first option to purchase the exploration rights related to the Dashuigou area
property and the exploration rights related to that certain tellurium and bismuth property in Shimian Majiagou (the
“Exploration Business”).  Additionally, the VIE and certain of its shareholders who collectively own 51.6619% of the
VIE granted to the Company’s wholly-owned subsidiary an exclusive right to purchase all of the products produced
from the Exploration Business for a specified period of time.  As a result, the Company’s consolidates the financial
results of the VIE related to the Exploration Business.

NOTE 3. SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

The preparation of the accompanying consolidated financial statements in conformity with US GAAP requires
management to make estimates and assumptions that affect reported amount of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the consolidated financial statements and the reported amounts of
revenues and expenses during the reporting period.  Actual results could differ from the estimates.

Inventories

Inventories are valued at the lower of cost or market with cost determined on the weighted-average method.

Property, machinery and exploration assets

Property and equipment are recorded at cost.  Once placed in service, depreciation is provided in amounts sufficient to
amortize the cost of the related assets over their useful lives using the straight line method.  Land use right is
amortized over the lease period.

Maintenance, repairs and minor renewals are charged to expense when incurred.  Replacements and major renewals
are capitalized.

Expenditures for new facilities or equipment and expenditures that extend the useful lives of existing facilities or
equipment are capitalized and depreciated using the straight-line method at rates sufficient to depreciate such costs
over the estimated productive lives.

Mineral exploration costs are expensed according to the term of the license granted to the Company by the
PRC.  Extraction rights are stated at the lower of cost and recoverable amount.  When extraction rights are obtained
from the government according to the mining industry practice in the PRC, extraction rights and other costs incurred
prospectively to develop the property are capitalized as incurred and are amortized using the units-of-production
(“UOP”) method over the estimated life of the mineralized body based on estimated recoverable volume through to the
end of the period over which the Company has extraction rights.  At the Company’s underground projects, these costs
include the cost of building access ways, shaft sinking and access, lateral development, drift development, ramps and
infrastructure development.
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Major development costs incurred after the commencement of production are amortized using the UOP method based
on estimated recoverable volume in mineralized material.  To the extent that these costs benefit the entire mineralized
body, they are amortized over the estimated life of the mineralized body.  Costs incurred to access specific
mineralized blocks or areas that only provide benefit over the life of that area are amortized over the estimated life of
that specific mineralized block or area.  Interest cost allocable to the cost of developing exploration properties and to
constructing new facilities, if any, is capitalized until assets are ready for their intended use.

Impairment of long-lived assets

Long-lived assets are reviewed for impairment when circumstances indicate the carrying value of an asset may not be
recoverable.  For assets that are to be held and used, an impairment is recognized when the estimated undiscounted
cash flows associated with the asset or group of assets is less than their carrying value. If impairment exists, an
adjustment is made to write the asset down to its fair value, and a loss is recorded as the difference between the
carrying value and fair value.  Fair values are determined based on quoted market values, discounted cash flows or
internal and external appraisals, as applicable. Assets to be disposed of are carried at the lower of carrying value or
estimated net realizable value.

No impairment loss was recorded for the nine months ended September 30, 2010 and 2009, respectively.

Stock-Based Compensation

Stock-based compensation cost is measured at the grant date based on the fair value of the award and is recognized as
expense over the applicable vesting period of the stock award using the straight-line method.

Deferred income taxes

Deferred tax assets and liabilities are recognized for future tax consequences attributable to differences between
financial statement carrying amounts of existing assets and liabilities and their respective tax bases.  In addition,
recognition of future tax benefits, such as carryforwards, to the extent that realization of such benefits is more likely
than not and that a valuation allowance be provided when it is more likely than not that some portion of the deferred
tax assets will not be realized.

Currency translation

Since the Company operates in the PRC, the Company’s functional currency is the RMB.  Revenue and expense
accounts are translated at the average rates during the period, and balance sheet items are translated at year-end
rates.  Translation adjustments arising from the use of different exchange rates from period to period are included as a
component of owners’ equity.  Gains and losses from foreign currency transactions are recognized in current
operations.

8
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 Fair value of financial instruments

The Company’s financial instruments primarily consist of cash and cash equivalents, accounts receivable, other
receivables, accounts payable, accrued expenses, taxes payable, and other related party advances and borrowings, and
short-term loans.

As of the balance sheet date, the estimated fair values of financial instruments were not materially different from their
carrying values as presented on the balance sheet.  This is attributed to the short maturities of the instruments and that
interest rates on the borrowings approximate those that would have been available from loans of similar remaining
maturity and risk profile at the respective balance sheet dates.

Segment reporting

 The Company is using “management approach” model for segment reporting.  The management approach model is
based on the way a company’s management organized segments within the company for making operating decisions
and assessing performance.  Reportable segments are based on products and services, geography, legal structure,
management structure, or any other manner in which management disaggregates a company.

Revenue recognition

Revenue is recognized for the metal refining segment at the date of shipment to customers when a formal arrangement
exists, the price is fixed or determinable, the delivery is completed, and no other significant obligations of the
Company exist and collectability is reasonably assured.  Payments received before all of the relevant criteria for
revenue recognition are satisfied and recorded as advances from customers.  No revenues have been recognized in the
exploration segment or manufacturing segment.

Recently issued accounting pronouncements

In December 2009, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”)
No. 2009-16, Accounting for Transfers of Financial Assets. The amendments in this ASU improve financial reporting
by eliminating the exceptions for qualifying special-purpose entities from the consolidation guidance and the
exception that permitted sale accounting for certain mortgage securitizations when a transferor has not surrendered
control over the transferred financial assets. In addition, the amendments require enhanced disclosures about the risks
that a transferor continues to be exposed to because of its continuing involvement in transferred financial assets.
Comparability and consistency in accounting for transferred financial assets will also be improved through
clarifications of the requirements for isolation and limitations on portions of financial assets that are eligible for sale
accounting.  The Company does not expect the adoption of this ASU will have a material impact on its financial
statements.

In December, 2009, FASB issued ASU No. 2009-17, Improvements to Financial Reporting by Enterprises Involved
with Variable Interest Entities.  The amendments in this ASU replace the quantitative-based risks and rewards
calculation for determining which reporting entity, if any, has a controlling financial interest in a variable interest
entity with an approach focused on identifying which reporting entity has the power to direct the activities of a
variable interest entity that most significantly impact the entity’s economic performance and (1) the obligation to
absorb losses of the entity or (2) the right to receive benefits from the entity.  An approach that is expected to be
primarily qualitative will be more effective for identifying which reporting entity has a controlling financial interest in
a variable interest entity.  The amendments in this ASU also require additional disclosures about a reporting entity’s
involvement in variable interest entities, which will enhance the information provided to users of financial
statements.  The Company is currently evaluating the impact of this ASU; however, the Company does not expect the
adoption of this ASU will have a material impact on its financial statements.
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In January 2010, FASB issued ASU No. 2010-01, Accounting for Distributions to Shareholders with Components of
Stock and Cash. The amendments in this ASU clarify that the stock portion of a distribution to shareholders that
allows them to elect to receive cash or stock with a potential limitation on the total amount of cash that all
shareholders can elect to receive in the aggregate is considered a share issuance that is reflected in earnings per share
(“EPS”) prospectively and is not a stock dividend for purposes of applying Topics 505 and 260 (Equity and Earnings Per
Share). The amendments in this ASU are effective for interim and annual periods ending on or after December 15,
2009, and should be applied on a retrospective basis.  The Company does not expect the adoption of this ASU will
have a material impact on its financial statements.

In January 2010, FASB issued ASU No. 2010-02, Accounting and Reporting for Decreases in Ownership of a
Subsidiary – a Scope Clarification. The amendments in this ASU affect accounting and reporting by an entity that
experiences a decrease in ownership in a subsidiary that is a business or nonprofit activity.  The amendments also
affect accounting and reporting by an entity that exchanges a group of assets that constitutes a business or nonprofit
activity for an equity interest in another entity.  The amendments in this ASU are effective beginning in the period that
an entity adopts SFAS No. 160, “Non-controlling Interests in Consolidated Financial Statements – An Amendment of
ARB No. 51.”  If an entity has previously adopted SFAS No. 160 as of the date the amendments in this update are
included in the Accounting Standards Codification, the amendments in this update are effective beginning in the first
interim or annual reporting period ending on or after December 15, 2009. The amendments in this update should be
applied retrospectively to the first period that an entity adopted SFAS No. 160.  The Company does not expect the
adoption of this ASU will have a material impact on its financial statements.

In January 2010, FASB issued ASU No. 2010-06, Improving Disclosures about Fair Value Measurements. This ASU
provides amendments to Subtopic 820-10 that requires new disclosure as follows: 1) Transfers in and out of Levels 1
and 2.  A reporting entity should disclose separately the amounts of significant transfers in and out of Level 1 and
Level 2 fair value measurements and describe the reasons for the transfers.  2)  Activity in Level 3 fair value
measurements.  In the reconciliation for fair value measurements using significant unobservable inputs (Level 3), a
reporting entity should present separately information about purchases, sales, issuances, and settlements (that is, on a
gross basis rather than as one net number). This ASU provides amendments to Subtopic 820-10 that clarifies existing
disclosures as follows: 1) Level of disaggregation. A reporting entity should provide fair value measurement
disclosures for each class of assets and liabilities.  A class is often a subset of assets or liabilities within a line item in
the statement of financial position. A reporting entity needs to use judgment in determining the appropriate classes of
assets and liabilities. 2) Disclosures about inputs and valuation techniques.  A reporting entity should provide
disclosures about the valuation techniques and inputs used to measure fair value for both recurring and nonrecurring
fair value measurements.  Those disclosures are required for fair value measurements that fall in either Level 2 or
Level 3.  The new disclosures and clarifications of existing disclosures are effective for interim and annual reporting
periods beginning after December 15, 2009, except for the disclosures about purchases, sales, issuances, and
settlements in the roll forward of activity in Level 3 fair value measurements.  Those disclosures are effective for
fiscal years beginning after December 15, 2010, and for interim periods within those fiscal years.  The Company is
currently evaluating the impact of this ASU, however, the Company does not expect the adoption of this ASU will
have a material impact on its financial statements.
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NOTE 4. DUE FROM RELATED PARTIES

The breakdown of amounts due from related parties consists of the following:

As of
September 30,
2010

December 31,
2009

 Due from Xinju  $ 4,264,405  $ 3,477,719
 Due from JV-Chenggu Zhong Guandian 2,852 175,037
 Due from shareholders 101,154 -

 $ 4,386,411  $ 3,652,756

Xinju is a related party partially owned by a majority shareholder of the Company who has personally guaranteed
repayment of this obligation to the Company.  JV-Chengdu Zhong Guandian is a newly formed joint venture in which
the Company holds 35% of the equity interest (see note 6).   All the above loans are non-interest bearing and due on
demand.

NOTE 5. NON-MARKETABLE SECURITIES

On March 12, 2009, the Company entered into an agreement to invest RMB300,000 (equivalent to $43,900 at date of
signing), for a 6% interest, with two non-affiliates  to establish a new company engaged in the green energy
industry.  The Company accounted for this investment using the cost method of accounting.

In September 2010, the Company entered into an agreement to invest RMB50,000 (equivalent to $7,472 at date of
signing), with four non-affiliates  to establish a new research institute engaged in the green energy industry based in
Chengdu.  The Company accounted for this investment using the cost method of accounting.

NOTE 6.  INVESTMENT IN JOINT VENTURE

On November 9, 2009, Sichuan Apollo Solar Science & Technology Co. Ltd. (“Sichuan Apollo”), a wholly-owned
foreign enterprise of the Company, entered into a joint venture agreement (the “JV Agreement”) with Bengbu Design &
Research Institute for Glass Industry (“Bengbu”) and a local Chinese government agency (the “Agency”). The joint
venture (the “JV”)  was formed for the purpose of conducting research and development related to glass used in the
production of thin film solar cells.   The Company will account for this investment using the equity method once the
operations of the JV commence.

Under the terms of the JV Agreement, Sichuan Apollo will contribute land, a manufacturing plant and other
equipment with a net book value of approximately $2.3 million to the JV in exchange for a 35% interest in the JV.  In
addition, under the terms of the JV Agreement, debt of the Company aggregating RMB37,170,000 (approximately
$5,444,500) owed to the Agency was assigned to the JV.   Bengbu and the Agency will contribute cash equal to their
aggregated 65% interest in the JV of RMB142,800,000.

11
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In accordance with authoritative accounting guidance, the Company has reported a gain on the difference between the
initial cost of the investment and the Company’s proportionate share of the fair value of the JV’s net equity, which, if
treated as a consolidated subsidiary, would have resulted in negative goodwill to be recorded as an extraordinary gain
according to the guidance.  As of December 31, 2009, the Company had contributed net assets of RMB11,290,716
(equivalent to $1,653,832), and RMB37,170,000 (equivalent to $5,444,500) loan payable to the Agency has been
assigned to the JV.  This resulted in an excess of the proportionate share of the JV’s net assets at fair market value over
the cost of the assets contributed of RMB25,182,671 (equivalent to $3,977,512), which is reported as income on the
accompanying statement of operations for the year ended December 31, 2009.  As of December 31, 2009, not all of
the capital contributions and assets to be contributed to the JV have been performed.  In addition, as of September 30,
2010, no transfers to JV have occurred.  The Company will report additional gains in subsequent periods when the
additional contributions are made to the JV.  The Company is treating the gain as a non-taxable event.

Under the terms of the JV Agreement, the JV is to be formed with a cash capital contribution of RMB142,800,000 by
Bengbu and the Agency and the assets of the Company with a fair market value of RMB49,980,000. The value of the
net assets contributed by the Company were equal to the proportionate value of the total capital contribution to be
made to the JV taking into consideration the cash contribution by the other parties.  The assets were valued by the
Company’s management giving consideration to the valuation services provided by an independent third party.

NOTE 7.  SHORT-TERM LOAN

The Company’s short-term loans include the following:

12
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NOTE 8.  TAXES

Corporation income tax

The Company is governed by the Corporation Income Tax Law of the PRC concerning privately run and foreign
invested enterprises, which are generally subject to tax at a statutory rate of 25% on income reported in the statutory
financial statements after appropriate tax adjustments.

On July 16, 2009, the Company received government approval regarding a High-Tech Enterprise Certificate, which
allows the Company to utilize a tax rate of 15% effective January 1, 2009, until December 31, 2011.

Value added tax (“VAT”)

Enterprises or individuals who sell commodities, engage in repair and maintenance or import or export goods in the
PRC are subject to a value added tax in accordance with the PRC laws. The value added tax standard rate is 17% of
the gross sales price. A credit is available whereby VAT paid on the purchases of semi-finished products or raw
materials used in the production of the Company’s finished products can be used to offset the VAT due on the sales of
the finished products.   

NOTE 9.  PRC STATUTORY RESERVES

In accordance with the PRC Companies Law, the Company was required to transfer 10% of its profit after tax, as
determined in accordance with accounting standards and regulations of the PRC, to the statutory surplus reserve.  The
statutory surplus reserve is non-distributable.  As of September 30, 2010 and December 31, 2009 , the Company did
not accumulate any statutory reserve due to the accumulated deficit.

13
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NOTE 10.   BUSINESS SEGMENTS

For the nine months ended September 30, 2010:

         Corporate
& Consolidated

Manufacturing Refining Exploration Others Total

Revenue $ - $ 6,114,900 $ 43,800 $ - $ 6,158,700
Operating loss (252,365) (580,709) (158,301) (1,167,634) (2,159,009)
Depreciation and amortization 438,893 229,028 20,899 688,820
Total Assets 20,411,024 15,577,049 550,607 328,085 36,866,765

For the three months ended September 30, 2010:

     Corporate
& Consolidated

Manufacturing Refining Exploration Others Total

Revenue $ - $ 3,582,622 $ 113 $ - $ 3,582, 735
Operating Profit (loss) 186,172 (97,911) (75,153) (258,240) (245,132)
Depreciation and amortization 168,094 55,443 7,122 230,659
Total Assets 20,411,024 15,577,049 550,607 328,085 36,866,765

For the nine months ended September 30, 2009:

Corporate & Consolidated
Manufacturing Refining Exploration Others Total

Revenue $ - $ 6,280,044 $ - $ - $ 6,280,044
Operating profit (loss) (166,280) 483,584 (592,952) (979,614) (1,255,262)
Depreciation and amortization 606,212 230,526 20,306 857,044
Total Assets 22,275,758 11,357,296 2,160,418 146,325 35,939,797

For the three months ended September 30, 2009:

Corporate & Consolidated
Manufacturing Refining Exploration Others Total

Revenue $ - $ 2,289,669 $ - $ - $ 2,289,669
Operating loss 206,049 305,137 (549,430) (311,221) (349,465)
Depreciation and amortization 365,363 (113,553) 6,867 258,677
Total Assets 22,275,758 11,357,296 2,160,418 146,325 35,939,797

14
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NOTE 11.  CONCENTRATIONS

For the nine months ended September 30, 2010, two major customers accounted for approximately 55% and 14% of
total sales, respectively.  At September 30, 2010, one customer accounted for approximately 75% of total accounts
receivable outstanding.

For the nine months ended September 30, 2009, one major customer accounted for approximately 82% of total
sales.  At September 30, 2009, three customers accounted for 39%, 28% and 16% of total accounts receivable
outstanding, respectively.

For the nine months ended September 30, 2010, 64% of sales were made to customers in North America and 34% of
sales were made to customers in Asia.

For the nine months ended September 30, 2009, 89% of sales were made to customers in North America and 11% of
sales were made to customers in Asia.

NOTE 12.  JOINT TECHNOLOGY AGREEMENT

On March 16, 2010 (the “Effective Date”), the Company entered into a Joint Research Agreement (the “Research
Agreement”) with the New Jersey Institute of Technology (the “NJIT”) pursuant to which the Company agreed to pay
NJIT sponsorship funds in an aggregate amount of $1,500,000, to be delivered in three equal installments within 15
days of each of the Effective Date, the first anniversary of the Effective Date, and the second anniversary of the
Effective Date.  Under the terms of the Research Agreement, the NJIT will provide certain laboratory instruments,
equipment and personnel to develop novel CdTe thin film PV technology (the “Project”), and will deliver bi-annual
reports to the Company regarding the Project during the term of the Research Agreement.  The NJIT granted the
Company an exclusive option and right of first refusal to receive a royalty-bearing license to any intellectual property
rights the NJIT may have related to the Project, which license will be on commercially reasonable terms, as negotiated
in good faith by the parties.  The NJIT also granted the Company a right of first refusal to enter into negotiations with
the NJIT regarding the creation of a separate business entity for the purpose of commercializing any intellectual
property resulting from the Project.  The Research Agreement will remain in effect for a period of three years, unless
earlier terminated by either the Company or the NJIT upon 30 days prior written notice.

As of September 30, 2010, the Company has paid an aggregate of US$400,000 to the NJIT pursuant to the Research
Agreement.  Amortization of $250,000 was recorded as research and development expense for the nine months ended
September 30, 2010.

15
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NOTE 13.  VULNERABILITY DUE TO OPERATIONS IN PRC

The Company’s operations may be adversely affected by significant political, economic and social uncertainties in the
PRC.  Although the PRC government has been pursuing economic reform policies for more than twenty years, no
assurance can be given that the PRC government will continue to pursue such policies or that such policies may not be
significantly altered, especially in the event of a change in leadership, social or political disruption or unforeseen
circumstances affecting the PRCs political, economic and social conditions.  There is also no guarantee that the PRC
government’s pursuit of economic reforms will be consistent or effective.

Substantially all of the Company’s businesses are transacted in RMB, which is not freely convertible.  The Peoples
Bank of China or other banks are authorized to buy and sell foreign currencies at the exchange rates quoted by the
Peoples Bank of China.  Approval of foreign currency payments by the Peoples Bank of China or other institutions
requires submitting a payment application form together with suppliers’ invoices, shipping documents and signed
contracts.

Since the Company has its primary operations in the PRC, the majority of its revenues will be settled in RMB, not
USD. Due to certain restrictions on currency exchanges that exist in the PRC, the Company’s ability to use revenue
generated in RMB to pay any dividend payments to its shareholders outside of China may be limited.

The Company’s business depends on maintaining l icenses of i ts  current products from the Chinese
government.  Failure to obtain the necessary licenses when needed can cause the Company’s business plan to be
delayed.

In September 2006, the PRC changed the laws regarding transfer of equity in PRC companies in exchange for equity
in non-PRC companies.  Approvals and registrations for such transfers are required and penalties may be imposed if
the requirements are not met.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to significant concentration of credit risk are primarily
cash and cash equivalents.
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NOTE 14.  COMMITMENT AND CONTINGENCIES

On November 20, 2009, Sichuan Apollo entered into common stock pursuant agreement (the “Purchase Agreement”)
with Bengbu Design & Research Institute for Glass Industry (“Bengbu”) pursuant to which the Company agreed to issue
9,000,000 shares of its common stock for an aggregate purchase price of US$9,000,000.  The Purchase Agreement
contains customary representations, warranties and covenants.  The closing of the private placement is expected to
take place in the near future, although there can be no assurance that the transaction will be completed on the proposed
terms or at all.  Each party’s obligation to complete the transaction remains subject to the satisfaction or waiver of
various conditions.  In connection with the financing, the Company committed to file a registration statement under
the Securities Act to cover the resale of the shares purchased in the private placement to the extent such shares are not
otherwise available for resale within 180 days following the closing.   Either the Company or Bengbu may terminate
the Agreement prior to closing in certain circumstances. 

As of September 30, 2010, the parties to the Bengbu Agreement were still working to obtain such government
authorizations necessary to complete the transaction.  There can be no assurance that the transaction will be completed
on the proposed terms or at all.

 NOTE 15.  SHAREHOLDER LOAN CONVERSION

On April 23, 2010, certain existing Company stockholders entered into a Cancellation of Debt and Conversion
Agreement with the Company pursuant to which each such stockholder agreed to convert aggregate loans to the
Company in the amount of $8,929,139 held by such stockholders into an aggregate of 5,578,330 shares of the
Company’s common stock at a price per share of $1.60.

NOTE 16.  SUBSEQUENT EVENTS

On November 8, 2010, Renyi Hou resigned as Chairman of the board of directors and Chief Executive Officer of the
Company.  Mr. Hou’s resignation was not related to any disagreement or dispute with the Company.  

Dr. Jingong Pan, the Company’s former Vice President, was appointed as Chairman of the board of directors and Chief
Executive Officer of the Company, effective November 8, 2010.  As Chief Executive Officer, Dr. Pan will receive an
annual salary of RMB 660,000 in first year.  Dr. Pan was also granted stock options to acquire up to 1,000,000 shares
of the Company’s common stock, which will vest in equal yearly installments over a three year period, provided Dr.
Pan remains employed with the Company.  The options have an exercise price of $3.50 per share.

On November 8, 2010, the Company’s board of directors also approved a stock option grant to acquire up to 500,000
shares of the Company’s common stock to Hongwei Ke, the Company’s Chief Operating Officer, which grant will vest
in equal yearly installments over a three year period, provided Mr. Ke remains employed with the Company.  The
options have an exercise price of $3.50 per share. 
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion contains forward-looking statements that involve risks and uncertainties. Forward-looking
statements include, but are not limited to, statements regarding future events, our plans and expectations and financial
projections. Our actual results could differ materially from those discussed herein. Factors that could cause or
contribute to such differences include, but are not limited to, those discussed elsewhere in this Form 10-Q and in our
Annual Report on Form 10-K filed on March 31, 2010, as amended by Amendment No. 1 to our Annual Report on
Form 10-K, filed on April 30, 2010, and Amendment No. 2 to our Annual Report on Form 10-K, filed on September
15, 2010.  Unless the context otherwise requires, the terms “we,” the “Company,” “us,” or “Apollo” refers to Apollo Solar
Energy, Inc. and our wholly-owned subsidiaries and variable interest entities.

Overview

We are a China-based vertically integrated refiner of tellurium (Te) and high-purity tellurium based metals for specific
segments of the electronic materials market. Our main expertise is in the production of Te-based compounds used to
produce thin-film solar cells, cell modules and solar electronic products.  While no reserves under the SEC’s Industry
Guide 7 can currently be delineated at our properties, we believe that the tellurium to be used in our products in the
future will be primarily sourced from our Dashuigou project located in Sichuan Province, PRC.  In addition, we
expect to source tellurium from another property in Shimian, Majiagou, through our VIE Arrangement with Sichuan
Xinju Mineral Resources Development Corporation and certain of its shareholders holding 51.6619% of its voting
stock, which shareholders are our direct or indirect employees.   Under the terms of the VIE Agreements, we have
been granted the exclusive exploration and mining rights to these two projects in accordance with a license granted by
the Chinese government, which extends through January 2013 for mining activities at our Dashuigou property,
through May 2013 for mining activities at our Majiagou property, and through April 2011 for exploration activities at
our Dashuigou property, subject to potential renewal thereafter.

Currently, tellurium is produced as a product in the process of processing copper and other metals. As a result, costs
are high. We believe that the Dashuigou and Majiagou projects are the only two known deposits in the world in which
tellurium, one of the rarest metallic elements on earth, is the primary commodity of economic interest. By the end of
2010, we plan to obtain approximately 60% to 70% of the tellurium necessary for our products from the projects and
believe this ability to be a significant competitive advantage because the cost of tellurium sourced from our own
properties will be substantially lower than that purchased from an outside third party.  We will source the rest of the
tellurium from third-party suppliers that we have established good business relationships with over the past few years.
By vertically integrating our processes, we believe we will be able to achieve significant operating efficiencies and
produce high-quality products that offer cost and quality benefits to our customers.  Currently, we are able to procure
raw materials from the Dashuigou and Majiagou projects at a significant discount to prevailing market price.

Our refining operations are currently based in a 330,000 square foot facility in Chengdu, Sichuan Province, PRC. We
expect this facility to eventually have the capacity to produce more than 300 tons of high-purity photovoltaic cell
materials and 42 other types of electronic materials. Future expansion of this facility in vacant land leased to the
Company will have a capacity to produce up to an additional 350 tons of high-purity photovoltaic cell materials.

We are currently in the exploration stage of operations in accordance with the requirements of SEC Industry Guide
7.  However, we believe we are unique in that we expect to both mine and refine our tellurium-based products with
primary refining capabilities as provided by Sichuan Xinju Mineral Resources Development Corporation pursuant to
the VIE Agreements, and secondary refining capabilities directly through the Company. Our primary refining
capabilities are such that we can treat metal concentrates (containing, for example, as little as 50% of the metals of
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interest), and extract and refine the metals of interest so that they can be fed to our secondary refining operations,
where we attain a higher level of purity. Because we expect to mine the raw material in the future, and perform both
refining functions, both directly and through our VIE Arrangement, we consider ourselves a supplier that will in the
future have uniquely integrated capabilities. Our end-products are tellurium, cadmium, zinc and related compounds of
99.999% (five nines, or 5N) purity or above. Our products are critical precursors in a number of electronic
applications, including the rapidly-expanding thin-film photovoltaic (PV) market.
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Our Variable Interest Entity Agreements

We entered into various exclusive contractual arrangements on April 10, 2009 with Sichuan Xinju Mineral Resources
Development Corporation (VIE), and certain of its shareholders who are our direct or indirect employees and who
collectively own 51.6619% of the VIE.  Among other things, these VIE Agreements granted to our wholly-owned
subsidiary a first option to purchase the exploration rights related to the Dashuigou area property and the mining rights
related to that certain tellurium and bismuth property in Shimian Majiagou, which rights we collectively referred to as
the Exploration Business.  Additionally, the VIE and certain of its shareholders who collectively own 51.6619% of the
VIE granted to our wholly-owned subsidiary an exclusive right to purchase all of the products produced from the
Exploration Business for a specified period of time.  As a result, we consolidate the financial results of the VIE related
to the Exploration Business pursuant to FASB ASC 810-10, “Consolidation.”

The VIE agreements are summarized as follows:

· First Option Exclusive Acquiring Agreement, between Sichuan Xinlong Tellurium Industry &
Technique Co., Ltd., Sichuan Xinju Mineral Resources Development Co., Ltd., Renyi Hou and
Ling Yong, which grants to our wholly-owned subsidiary a first option to purchase the
Exploration Business at such time as the purchase becomes advisable, permissible and in our
best interest.

· Exclusive Sales Agreement, between Sichuan Xinlong Tellurium Industry & Technique Co., Ltd.
and Sichuan Xinju Mineral Resources Development Co., Ltd., which grants to our wholly-owned
subsidiary the exclusive right to buy all of the output of the Exploration Business.

· Business Operation Agreement, between Sichuan Xinlong Tellurium Industry & Technique Co.,
Ltd., Sichuan Xinju Mineral Resources Development Co., Ltd., Renyi Hou and Ling Yong,
which imposes certain restrictions and obligations on the VIE and certain of its shareholders to
support the VIE arrangement, including refraining from competing with our business or
modifying the business operations of the VIE without the prior consent of our wholly-owned
subsidiary.

· Exclusive Technical and Consulting Agreement, between Sichuan Xinlong Tellurium Industry &
Technique Co., Ltd. and Sichuan Xinju Mineral Resources Development Co., Ltd., which
requires the VIE to provide certain technical and consulting services exclusively to our
wholly-owned subsidiary in connection with the Exploration Business.  Our wholly-owned
subsidiary agrees to provide up to $6.0 million in investing funding to the VIE in connection
with its operation of the Exploration Business, on such terms as the parties shall agree from time
to time.
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Our Corporate Structure

Our current corporate structure is set forth in the following diagram:
(1)  Agreements that provide us with effective control over Sichuan Xinju Mineral Resources Development Co. Ltd.
include a purchase option agreement, a business operations agreement and an exclusive technical and consulting
agreement.
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Critical Accounting Policies, Estimates and Assumptions

Management’s discussion and analysis of results of operations and financial condition are based upon our consolidated
financial statements. These statements have been prepared in accordance with accounting principles generally
accepted in the United States of America (GAAP).  These principles require management to make certain estimates
and assumptions that affect amounts reported and disclosed in the financial statements and related notes. The most
significant estimates and assumptions include valuation of inventories, provisions for income taxes, allowance for
doubtful accounts, and the recoverability of the long-lived assets. Actual results could differ from these estimates.
Periodically, we review all significant estimates and assumptions affecting the financial statements and record the
effect of any necessary adjustments.

The following critical accounting policies rely upon assumptions and estimates and were used in the preparation of
our consolidated financial statements:

Revenue recognition

Revenue is recognized at the date of shipment to customers when a formal arrangement exists, the price is fixed or
determinable, the delivery is completed, and no other significant obligations exist and collectability is reasonably
assured.  Payments received before all of the relevant criteria for revenue recognition are satisfied are recorded as
advances from customers.

Currency Reporting

Amounts reported are stated in U.S. Dollars, unless stated otherwise. Our functional currency is the Renminbi, or
RMB, the currency of the PRC. Foreign currency transactions (outside the PRC) are translated into RMB according to
the prevailing exchange rate at the transaction dates. Assets and liabilities denominated in foreign currencies at the
balance sheet dates are translated into RMB at period-end exchange rates. For the purpose of preparing the
consolidated financial statements, our consolidated balance sheets have been translated into U.S. dollars at the current
rates as of the end of the respective periods and the consolidated statements of income have been translated into U.S.
dollars at the weighted average rates during the periods the transactions were recognized. The resulting translation
gain adjustments are recorded as other comprehensive income in the statements of income and comprehensive income
and as a separate component of statements of stockholders’ equity.

Accounts Receivable

Accounts receivable consist of trade receivables resulting from sales of products during the normal course of
business.  An estimate for doubtful accounts is made when collection of the full amount is no longer probable. At
September 30, 2010 and December 31, 2009, the Company has an allowance for doubtful accounts of $428,817 and
$404,678, respectively.

Inventories

Inventories are composed of raw materials and packing materials for manufacturing, work in process, and finished
goods. Inventories are valued at the lower of cost or market with cost determined on the weighted average method.

Edgar Filing: APOLLO SOLAR ENERGY, INC. - Form 10-Q

29



21 

Edgar Filing: APOLLO SOLAR ENERGY, INC. - Form 10-Q

30



Results of Operations

The following table sets forth certain information from our condensed consolidated statements of income and
comprehensive income for the nine months ended September 30, 2010 and 2009 (unaudited) and for the three months
ended September 30, 2010 and 2009 (unaudited):

Nine months Ended Sep 30, Three months Ended Sep 30,
2010 2009 2010 2009

Sales $ 6,158,700$ 6,280,044$ 3,582,735 $ 2,289,669
Cost of sales 4,675,245 4,723,694 2,577,786 1,624,416
Gross profit 1,483,455 1,556,350 1,004,949 665,253
Operating expenses
General and administrative
expenses 2,785,182 2, 582,072 862,246 956,857
Selling expenses 190,074 150,208 73,737 28,491
Research and development
expenses 667,208 79,332 314,098 29,370
Total operating expenses 3,642,464 2,811,612 1,250,081 1,014,718
Operating loss (2,159,009) (1,255,262) (245,132) (349465)
Interest expenses (251,792) (303,213) (68,356) (114,109)
Loss from investments in JV (223,025) (223,025)
Provision for income taxes 0 45, 859 0 22,371
Net profit (loss) $ (2,633,826)$ (1,604,334)$ (536,513) $ (485,945)

As a percentage of sales
Sales 100.0 % 100.0 % 100.0 % 100.0 %
Cost of sales 75.9% 75.2% 72.0% 70.9 %
Gross profit 24.1% 24.8% 28.0% 29.1%
Expenses
General & administrative
expenses 45.2% 41.1% 24.0% 41.7 %
Selling expenses 3.1% 2.4% 2.1% 1.2 %
Research and development
expenses 10.8% 1.3% 8.8% 1.3 %
Total operating expenses 59.1% 44.8% 34.9% 44.3 %
Net profit (loss) (43.3%) (25.5%) (15.0%) (21.2) %
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Three Months Ended September 30, 2010 and 2009

Net sales

Net sales for the three months ended September 30, 2010 were $3,582,735, compared to $2,289,669 for the
comparable period in 2009.  This increase of 56.5% was primarily attributable to the effect of the global financial
crisis in 2009 and stable orders from our largest customer in 2010. We saw a significant decline in the orders placed
by our other customers during the second half of 2009, which we believe was due in large part to the financial crisis
and general economic conditions.  However, we have seen an increase in orders from these customers during the third
quarter of 2010.

Cost of sales

Cost of sales for the three months ended September 30, 2010 was $2,577,786, compared to $1,624,416 for the
comparable period in 2009. This increase of 58.7% was primarily due to the higher in revenue in the third quarter of
2010 compared to the third quarter of 2009.  Additionally, the costs of materials used in our products continue to
increase and these costs during the third quarter of 2010 were higher than those in the third quarter of 2009.

Gross profit

Gross profit for the three months ended September 30, 2010 was $1,004,949, compared to $665,253 for the
comparable period in 2009.  This increase of $339,696, or 51.1%, was primarily due to the higher revenue in the third
quarter of 2010 compared to the third quarter of 2009.  The gross profit margin for the three months ended September
30, 2010 was 28.0%, compared to 29.1% for the comparable period of 2009.  The decrease in profit margin was
primarily due to the increasing cost of raw materials.

Selling and marketing expenses

Selling and marketing expenses for the three months ended September 30, 2010 were $73,737, compared to $28,491
for the comparable period in 2009.  This increase of 158.8% was primarily due to our ongoing efforts to increase our
marketing and advertising campaigns, which are led by our new marketing manager, whom we hired in March 2010
and who has experience with international sales.  In addition, in September 2010 we hired a new technical advisor
who we believe will be helpful in identifying and attracting new customers.

General and administrative expenses

General and administrative expenses for the three months ended September 30, 2010 were $862,246, compared to
$956,857 for the comparable period in 2009.  The decrease of 9.9% was primarily due to our efforts to eliminate or
reduce certain administrative expenses, including conference and product expo expenses.
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Research and development expenses

Research and development expenses for the three months ended September 30, 2010 were $314,098, compared to
$29,370 for the comparable period in 2009. This increase of 969.5% in absolute dollars, which constituted an increase
as a percentage of sales from 1.3% to 8.8%, was primarily due to our payment of sponsorship funds to the New Jersey
Institute of Technology (NJIT) to establish a CdTe research center pursuant to the terms of a Joint Research
Agreement.  We have agreed to pay the NJIT an aggregate amount of $1,500,000 over a period of three years under
the agreement, and as of September 30, 2010, we have paid the NJIT an aggregate of $400,000 pursuant to the
agreement.  We are committed to the improvement of product quality and the development of new products, and we
expect to continue our focus on research and development for the foreseeable future. 

Net income/loss

Net loss for the three months ended September 30, 2010 was $536,513, compared to $485,945 for the comparable
period in 2009.  The increase in our net loss was primarily due to the increasing cost of raw materials and our
increasing research and development expenses.

Nine Months Ended September 30, 2010 and 2009

Net sales

Net sales for the nine months ended September 30, 2010 were $6,158,700, compared to $6,280,044 for the
comparable period in 2009.  This decrease of 1.9% was primarily attributable to the effect of the global financial crisis
in 2009 and the first half of 2010, which we believe caused a significant number of our customers not to place orders
at historical levels.  However, we have seen an increase in orders from these customers during the third quarter of
2010.  We believe our reliance on certain customers for a significant portion of our revenue has contributed and will
continue to contribute to unpredictable sales volumes.

Cost of sales

Cost of sales for the nine months ended September 30, 2010 was $4,675,245, compared to $4,723,694 for the
comparable period in 2009.  This decrease of 1.0% was primarily due to the lower revenue in the first nine months of
2010 compared to the first nine months of 2009, offset by increasing costs of materials used in our products.

Gross profit

Gross profit for the nine months ended September 30, 2010 was $1,483,455, compared to $1,556,350 for the
comparable period in 2009. This decrease of $72,895, or 4.7%, was primarily due to the lower revenue in the first nine
months of 2010 compared to the first nine months of 2009.  Additionally, the costs of materials used in our products
continue to increase and these costs during the first nine months of 2010 were higher than those in the first nine
months of 2009.  The gross profit margin for the nine months ended September 30, 2010 was 24.1%, compared to
24.8% for the comparable period in 2009.  The decrease in profit margin was primarily due to the increasing cost of
raw materials.
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Selling and marketing expenses

Selling and marketing expenses for the nine months ended September 30, 2010 were $190,074, compared to $150,208
for the comparable period in 2009.  This increase of 26.5% was primarily due to our ongoing efforts to increase our
marketing and advertising campaigns, which are led by our new marketing manager, whom we hired in March 2010
and who has experience with international sales.  In addition, in September 2010 we hired a new technical advisor
who we believe will be helpful in identifying and attracting new customers.

General and administrative expenses

General and administrative expenses for the nine months ended September 30, 2010 were $2,785,182, compared to
$2,582,072 for the comparable period in 2009.  This increase of 7.9% was primarily due to increase of professional
fee, consulting fee and increase of salaries etc .

Research and development expenses

Research and development expenses for the nine months ended September 30, 2010 were $667,208, compared to
$79,332 for the comparable period in 2009. This increase of 741% in absolute dollars, which constituted an increase
as a percentage of sales from 1.3% to 10.8%, was primarily due to our payment of sponsorship funds to the New
Jersey Institute of Technology (NJIT) to establish a CdTe research center pursuant to the terms of a Joint Research
Agreement.  We have agreed to pay the NJIT an aggregate amount of $1,500,000 over a period of three years under
the agreement, and as of September 30, 2010, we have paid the NJIT an aggregate of $400,000 pursuant to the
agreement.  We are committed to the improvement of product quality and the development of new products, and we
expect to continue our focus on research and development for the foreseeable future. 

Net income/loss

Net loss for the nine months ended September 30, 2010 was $2,663,826, compared to $1,604,334 for the comparable
period in 2009.  The increase in our net loss was primarily due to the increasing cost of raw materials and our
increasing research and development expenses.

Liquidity and Capital Resources

Our primary sources of liquidity are our current balances of cash and cash equivalents, cash flow from sales of
high-purity materials and borrowings under a bank loan (expected to be approximately US$1.47 million during
2010).  Our primary cash needs include capital expenditures to invest in exploration, mining equipment and refinery
facilities and funding working capital requirements.
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We believe we have sufficient funds to continue our operations at current levels and our expected capital expenditures
for at least the next twelve months.  Other than the bank loan described above, we do not have a credit line or other
borrowing facility to fund our operations.  To continue our current operations beyond the next twelve months, we
expect we will need to seek additional financing through the issuance of additional equity or debt securities or other
sources of funding.  We may not be able to secure additional funding on favorable terms, or at all.  If we were unable
to obtain the necessary additional funding, we would be required to reduce the scope of our operations or discontinue
our operations.

Our summary cash flow information is as follows:

Nine Months Ended September 30,
2010 2009

Net cash (used in) provided by
operating activities

　 $
285,013 　 $            (802,570) 　

Net cash (used in) provided by
investing activities

　 　
(1,353,554) 　 　              (3,190,319) 　

Net cash provided by (used in)
financing activities

　 　
2,870,691 　 　             346,764 　

Effect of exchange rate changes
on cash

　 　
39,593 　 　              (5,233) 　

Net increase (decrease) in cash 　 $ 1,841,743 　 $             (3,651,358) 　
Cash at beginning of period 　 　 507,776 　 　             4,874,044 　
Cash at end of period 　 $ 2,349,519 　 $             1,222,686 　

Net cash (used in) provided by operating activities.

Net cash provided by operating activities for the nine months ended September 30, 2010 was $285,013, compared to
net cash used by operating activities of $802,570 for the comparable period in 2009.  For the nine months ended
September 30, 2010, cash provided by operating activities consisted of an increase in accounts receivable of $350,994,
a decrease in inventory of $1,472,889, an increase in accounts payable of $164,451, and a decrease in accrued
expenses of $650,158.

For the nine months ended September 30, 2009, used by operating activities consisted of a decrease in accounts
receivable of $127,644, an increase in inventory $158,789, a decrease in prepaid expenses of $28,837, and a decrease
in accounts payable of $555,459.
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Net cash used in investing activities.

Net cash used in investing activities for the nine months ended September 30, 2010 and 2009 was $1,353,554 and
$3,190,319, respectively.  For the nine months ended September 30, 2010, the cash used in investing activities
primarily consisted of the purchase of property and equipment of $1,346,208.  In the first quarter of 2009, we received
$2,019,803 in government subsidies from the PRC in connection with our successful listing as a public company in
the United States.  These subsidies were treated as offsets to their relevant asset classes and will reduce depreciation in
future periods.  For the nine months ended September 30, 2010, the cash used in investing activities primarily
consisted of the purchase of property and equipment of $1,346,208.

Net cash provided by financing activities.

Net cash provided by financing activities for the nine months ended September 30, 2010 was $2,870,691, primarily
consisting of $1,469,160 from short term bank loans and $2,000,000 from loans from shareholders.

Net cash provided by financing activities for the nine months ended September 30, 2009 was $346,764, primarily
consisting of the repayment of $3,258,745 in shareholder loans and payments to a related party of $813,923, net of the
proceeds from a short term bank loan of $4,419,432.

Contractual obligations

The following table describes our contractual commitments and obligations as of September 30, 2010:

Payments due by Period (in $)
Contractual
Obligations

Total Less Than 1 Year 1 – 3
Years

3 – 5
Years

More Than
5 Years

Short term debt $ 4,951,309 $ 4,951,309 $    — — —
$ 4,951,309 $ 4,951,309 $    — $ — $ —
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Seasonality

Our business is not cyclical and does not have a clear pattern of seasonality.

Off-Balance Sheet Transactions

We have no material off-balance sheet transactions.

Impact of Recent Currency Exchange Rate Increase

We use the U.S. dollar as the reporting currency for our financial statements. Our operations are conducted through
our PRC operating subsidiary, Sichuan Apollo, and our functional currency is the RMB. On July 21, 2005, the PRC
government changed its policy of pegging the value of the RMB to the U.S. dollar and, as a result, the RMB has
appreciated against the U.S. dollar by approximately 8.26% from 1:8.27 on July 21, 2005 to 1:6.8225 on December
31, 2008 and 1:6.8270 on December 31, 2009. In converting our RMB income statement amounts into U.S. dollars we
used the following exchange rates:1:6.8323 for the nine months ended September 30, 2009 and 1:6.8066 for the nine
months ended September 30, 2010. Our operating results in the past have benefited as a result of appreciation of the
RMB against the U.S. dollar. There is no guarantee that we will benefit from the exchange rate in the future and our
operations may suffer if a less favorable exchange rate develops.

Future Capital Expenditures

On April 10, 2009, we signed the VIE Agreements to acquire the exploration rights of the Dashuigou property and the
mining rights of the Majiagou property.  We expect to invest in exploration, mining equipment, and refinery facility in
the future so that we can source tellurium internally. Additional capital for this objective may be required that is in
excess of our current resources, requiring us to raise additional capital through additional equity offerings or secured
or unsecured debt financing. The availability of additional capital resources will depend on prevailing market
conditions, interest rates, and our existing material financial position and results of operations.

28

Edgar Filing: APOLLO SOLAR ENERGY, INC. - Form 10-Q

37



ITEM 3.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Foreign Exchange Risk

We use the U.S. dollar as the reporting and functional currency for our financial statements. As we conduct our
operations through our PRC subsidiary, the functional currency of our PRC subsidiary is RMB. Substantially all our
revenue and related expenses, including cost of revenues and advertising expenses, are denominated and paid in RMB.
Transactions in other currencies are recorded in RMB at the rates of exchange prevailing when the transactions occur.
Monetary assets and liabilities denominated in other currencies are re-measured into RMB at rates of exchange in
effect at the balance sheet dates. Exchange gains and losses are recorded in our statements of operations as other
comprehensive income.

The value of RMB is subject to changes in China’s governmental policies and to international economic and political
developments. In January, 1994, the PRC government implemented a unitary managed floating rate system. Under
this system, the People’s Bank of China, or PBOC, began publishing a daily base exchange rate with reference
primarily to the supply and demand of RMB against the U.S. dollar and other foreign currencies in the market during
the previous day. Authorized banks and financial institutions are allowed to quote buy and sell rates for RMB within a
specified band around the central bank’s daily exchange rate. On July 21, 2005, PBOC announced an adjustment of the
exchange rate of the U.S. dollar to RMB from 1:8.27 to 1:8.11 and modified the system by which the exchange rates
are determined. This modification has resulted in an approximate 23.60% appreciation of the RMB against the U.S.
dollar from July 21, 2005 to September 30, 2010. While the international reaction to the RMB revaluation has
generally been positive, there remains significant international pressure on the PRC government to adopt an even
more flexible currency policy, which could result in further fluctuation of the exchange rate of RMB against the U.S.
dollar. As all of our net revenues are recorded in RMB, any future devaluation of RMB against the dollar could
negatively impact our results of operations.

Commodity Price Sensitivity

We are exposed to market risk in connection with our inventory balances, which are comprised primarily tellurium,
cadmium, selenium, indium and metal powder made from rare base metals. Our inventories are stated at the lower of
cost or market using the weighted average method. If there is a downward change in the market price of base metals,
we are required to mark-down the value of our inventory and record a loss in our statement of income. We cannot
predict the extent to which high raw material price levels will continue in the future. We do not have any long-term
raw material purchase contracts.
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ITEM 4.  CONTROLS AND PROCEDURES

(a) Evaluation of Disclosure Controls and Procedures

As required by Rule 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the Exchange
Act), our management carried out an evaluation, with the participation and under the supervision of our principal
executive officer and principal financial officer, of the effectiveness of the design and operation of our disclosure
controls and procedures as of September 30, 2010. Disclosure controls and procedures refer to controls and other
procedures designed to ensure that information required to be disclosed in the reports we file or submit under the
Exchange Act is recorded, processed, summarized and reported within the time periods specified in the rules and
forms of the SEC and that such information is accumulated and communicated to our management, including our
Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required
disclosure. In designing and evaluating our disclosure controls and procedures, management recognizes that any
controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of
achieving the desired control objectives, and management is required to apply its judgment in evaluating and
implementing possible controls and procedures.

Based upon this evaluation, our principal executive officer and principal financial officer concluded that our
disclosure controls and procedures were effective as of September 30, 2010.

(b) Changes in Internal Controls

There were no changes in our internal control over financial reporting during the third quarter of 2010 that have
materially affected, or are reasonably likely to materially affect our internal control over financial reporting.

PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

None.

ITEM 1A.  RISK FACTORS

In addition to other information set forth in this report, you should carefully consider the “Risk Factors” discussed in our
Annual Report on Form 10-K filed with the SEC on March 31, 2010, as amended by Amendment No. 1 to our Annual
Report on Form 10-K, filed with the SEC on April 30, 2010, and by Amendment No. 2 to our Annual Report on Form
10-K, filed with the SEC on September 15, 2010, for our 2009 fiscal year. There have been no material changes to the
“Risk Factors” previously disclosed in our Annual Report on Form 10-K.
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ITEM 6. EXHIBITS

Index to Exhibits

The following exhibits are filed as a part of this Report.

Incorporated by Reference
Exhibit Filed Exhibit File Filing
No Exhibit Title Herewith Form No. No. Date

10 Cancellation of Debt and Conversion
Agreement, Dated August 23, 2010 X

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

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

32.1 Certification of Chief Executive Officer and
Chief Financial Officer Pursuant to 18 U.S.C.
Section 1350 as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of
2002 X
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SIGNATURES

In accordance with the requirements of the Exchange Act, the registrant has duly caused this report to be signed on its
behalf by the undersigned, thereunto duly authorized.

  Apollo Solar Energy, Inc.

 Date: November 15, 2010   By:  /s/ Jingong Pan 
  Jingong Pan
 Chief Executive Officer

 Date: November 15, 2010  By:  /s/ Wilson W. Liu
 Wilson W. Liu
 Chief Financial Officer
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