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PART I — FINANCIAL INFORMATION

Item 1.Financial Statements

GSI TECHNOLOGY, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

December

31, March 31,

2016 2016

(In thousands, except

share

and per share amounts)
ASSETS
Cash and cash equivalents $ 30,495 $ 31,963
Short-term investments 16,510 23,149
Accounts receivable, net 7,059 7,478
Inventories 9,243 7,174
Prepaid expenses and other current assets 3,160 2,198
Total current assets 66,467 71,962
Property and equipment, net 7,929 8,653
Long-term investments 14,122 11,148
Goodwill 7,978 8,030
Intangible assets, net 3,381 3,651
Other assets 2,461 3,086
Total assets $ 102,338 $ 106,530
LIABILITIES AND STOCKHOLDERS’ EQUITY
Accounts payable $ 2,127 $ 2,514
Accrued expenses and other liabilities 6,379 4,398
Deferred revenue 2,211 2,330

Total current liabilities 10,717 9,242
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Income taxes payable 242 116
Long-term deferred income taxes — 811
Other accrued expenses 5,136 6,492
Total liabilities 16,095 16,661

Commitments and contingencies (Note 7)
Stockholders’ equity:
Preferred stock: $0.001 par value authorized: 5,000,000 shares; issued and

outstanding: none —
Common Stock: $0.001 par value authorized: 150,000,000 shares; issued and

outstanding: 20,360,401 and 21,716,364 shares, respectively 20 22
Additional paid-in capital 20,267 25,050
Accumulated other comprehensive income (loss) (48) 27
Retained earnings 66,004 64,770
Total stockholders’ equity 86,243 89,869
Total liabilities and stockholders’ equity $ 102,338 $ 106,530

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

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

Three Months Ended Nine Months Ended

December 31, December 31,

2016 2015 2016 2015

(In thousands, except per share amounts)
Net revenues $11,484 $ 12,921 $ 37,788  $ 40,523
Cost of revenues 4,989 6,535 17,228 19,925
Gross profit 6,495 6,386 20,560 20,598
Operating expenses:
Research and development 3,813 2,782 11,594 8,720
Selling, general and administrative 2,448 5,164 7,963 14,743
Total operating expenses 6,261 7,946 19,557 23,463
Income (loss) from operations 234 (1,560) 1,003 (2,865)
Interest income, net 81 78 227 229
Other income (expense), net (20) 11 68 45)
Income (loss) before income taxes 295 (1,471) 1,298 (2,681)
Provision (benefit) for income taxes (53) (652) 64 (598)
Net income (loss) $ 348 $ (819) $ 1,234 $ (2,083)
Net income (loss) per share:
Basic $ 0.02 $ (0.04) $ 0.06 $ (0.09)
Diluted $ 0.02 $ (0.04) $ 0.06 $ (0.09)
Weighted average shares used in per share calculations:
Basic 20,300 22,612 20,707 22,743
Diluted 21,097 22,612 21,239 22,743

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

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(Unaudited)

Net income (loss)

Net unrealized loss on available-for-sale investments, net of tax

Total comprehensive income (loss)

Three Months

Ended December

31,

2016 2015

(In thousands)

$ 348 $ (819)
(65) (63)

$ 283 $ (887)

Nine Months Ended
December 31,
2016 2015

$ 1,234 $ (2,083)
(76) (85)
$ 1,158 $ (2,168)

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

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

Nine Months Ended
December 31,
2016 2015
(In thousands)
Cash flows from operating activities:
Net income (loss) $ 1,234 $ (2,083)
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating
activities:

Allowance for sales returns, doubtful accounts and other 3 3)
Provision for excess and obsolete inventories 491 914
Depreciation and amortization 1,189 1,037
Stock-based compensation 1,359 1,387
Amortization of premium on investments 52 177
Changes in assets and liabilities:

Accounts receivable 416 (394)
Inventory (2,560) 55
Prepaid expenses and other assets (286) (364)
Accounts payable (387) (726)
Accrued expenses and other liabilities (60) (2,278)
Deferred revenue (119) (873)
Net cash provided by (used in) operating activities 1,332 (3,151
Cash flows from investing activities:

Purchase of investments (14,062) (12,526)
Sales and maturities of short-term investments 17,600 21,335
Acquisition — (4,359)
Restricted cash — (2,984)
Purchases of property and equipment (194) (1,101)
Net cash provided by investing activities 3,344 365
Cash flows from financing activities:

Repurchase of common stock (7,112) (4,083)
Proceeds from issuance of common stock under employee stock plans 968 818

Net cash used in financing activities (6,144) (3,265)
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Net decrease in cash and cash equivalents (1,468)
Cash and cash equivalents at beginning of the period 31,963
Cash and cash equivalents at end of the period $ 30,495

Supplemental cash flow information:
Net cash paid for income taxes $ 1,341

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

5

(6,051)
36,776
$ 30,725
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GSI TECHNOLOGY, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

NOTE 1—THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation

The accompanying unaudited condensed consolidated financial statements of GSI Technology, Inc. and its

subsidiaries (“GSI” or the “Company”) have been prepared in accordance with accounting principles generally accepted in
the United States of America (“GAAP”) and pursuant to the instructions to Form 10-Q and Article 10 of Regulation S-X
of the Securities and Exchange Commission. Accordingly, the interim financial statements do not include all of the
information and footnotes required by GAAP for annual financial statements. These interim financial statements

contain all adjustments (which consist of only normal, recurring adjustments) that are, in the opinion of management,
necessary to state fairly the interim financial information included therein. The Company believes that the disclosures

are adequate to make the information not misleading. However, these financial statements should be read in

conjunction with the audited consolidated financial statements and related notes thereto included in the Company’s
Annual Report on Form 10-K for the fiscal year ended March 31, 2016.

The consolidated results of operations for the nine months ended December 31, 2016 are not necessarily indicative of
the results to be expected for the entire fiscal year.

Significant accounting policies

The Company’s significant accounting policies are disclosed in the Company’s Annual Report on Form 10-K for the
fiscal year ended March 31, 2016.

11
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Recent accounting pronouncements

In November 2016, the Financial Accounting Standards Board (“FASB”) issued ASU No. 2016-18, "Statement of Cash
Flows (Topic 230): Restricted Cash". ASU 2016-18 requires entities to include in their cash and cash-equivalent
balances in the statement of cash flows those amounts that are deemed to be restricted cash and restricted cash
equivalents. As a result, companies will no longer present transfers between cash and cash equivalents, and restricted
cash and restricted cash equivalents in the statement of cash flows. The guidance is effective for annual and interim
periods beginning after December 15, 2017. Early adoption is permitted, including adoption in an interim period. The
Company is currently evaluating the impact this new guidance will have on its consolidated statement of cash flows

In October 2016, the FASB issued ASU 2016-16, “Income Taxes (Topic 740): Intra-Entity Transfers of Assets Other
Than Inventory.” ASU 2016-16 requires an entity to recognize the income tax consequences of an intra-entity transfer
of an asset other than inventory when the transfer occurs and eliminates the exception for an intra-entity transfer of an
asset other than inventory. ASU 2016-16 is effective for annual and interim periods beginning after December 15,
2017, including interim reporting periods within those annual reporting periods, and is required to be adopted using a
modified retrospective approach, with early adoption permitted. The Company is evaluating the impact of the
adoption of this ASU on its 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 adds or clarifies guidance on the classification of certain cash
receipts and cash payments in the statement of cash flows. The amendments in the update provide guidance on eight
specific cash flow issues, and are effective for annual and interim periods beginning after December 15, 2017. Early
adoption is permitted, including adoption in an interim period. The amendments to the guidance should be applied
using a retrospective transition method for each period presented and, if it is

6
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impracticable to apply all of the amendments retrospectively for some of the issues, the amendments for those issues
would be applied prospectively as of the earliest date practicable. The Company is currently evaluating the impact this
new guidance will have on its consolidated statement of cash flows.

In June 2016, the FASB issued ASU 2016-13, “Financial Instruments—Credit Losses (Topic 326): Measurement of
Credit Losses on Financial Instruments,” ASU 2016-13 replaces the incurred loss impairment methodology in current
U.S. GAAP with a methodology that reflects expected credit losses and requires consideration of a broader range of
reasonable and supportable information to inform credit loss estimates. For trade and other receivables, loans, and
other financial instruments, the Company will be required to use a forward-looking expected loss model rather than
the incurred loss model for recognizing credit losses which reflects losses that are probable. Credit losses relating to
available-for-sale debt securities will also be recorded through an allowance for credit losses rather than as a reduction
in the amortized cost basis of the securities. The new standard will be effective for the Company beginning April 1,
2020, with early adoption permitted beginning April 1, 2019. Application of the amendments is through a
cumulative-effect adjustment to retained earnings as of the effective date. The Company is currently evaluating the
impact of this standard on its consolidated financial statements.

In March 2016, the FASB issued ASU 2016-09, “Compensation — Stock Compensation (Topic 718): Improvements to
Employee Share-Based Payment Accounting.” ASU 2016-09 simplifies several aspects of the accounting for
share-based payment transactions, including the income tax consequences, classification of awards as either equity or
liabilities and classification on the statement of cash flows. This accounting standard update will be effective for
annual periods beginning after December 15, 2016, and interim periods within those annual periods, and early
adoption is permitted. The Company is currently evaluating the methods and impact of adopting the new accounting
standard on its consolidated financial statements.

In February 2016, the FASB issued ASU 2016-02, “Leases (Topic 842).” The core principle of Topic 842 is that a lessee
should recognize the assets and liabilities that arise from leases. All leases create an asset and a liability for the lessee

in accordance with FASB Concepts Statement No. 6, “Elements of Financial Statements,” and, therefore, recognition of
those lease assets and lease liabilities represents a change of previous GAAP, which did not require lease assets and
lease liabilities to be recognized for most leases. This ASU is effective for annual and interim periods beginning after
December 15, 2018. Early adoption is permitted. The recognition, measurement, and presentation of expenses and

cash flows arising from a lease by a lessee have not significantly changed from previous GAAP. Although the

Company is currently evaluating the impact the pronouncement will have on its consolidated financial statements and
related disclosures, the Company expects that most of its operating lease commitments will be subject to the new
standard and recognized as operating lease liabilities and right-of-use assets upon adoption.

In January 2016, the FASB issued ASU 2016-01, “Financial Instruments — Overall (Subtopic 825-10): Recognition and
Measurement of Financial Assets and Financial Liabilities.” ASU 2016-01 requires equity investments to be measured
at fair value with changes in fair value recognized in net income and simplifies the impairment assessment of equity
investments without readily determinable fair values by requiring a qualitative assessment to identify impairment. The
accounting standard update also updates certain presentation and disclosure requirements. This accounting standard
update will be effective for fiscal years beginning after December 15, 2017, including interim periods within those
fiscal years, and early adoption is permitted. The Company is currently evaluating the impact of this accounting
standard update on its consolidated financial statements.

13
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In September 2015, the FASB issued a new accounting standard that eliminates the requirement to restate prior period
financial statements for measurement period adjustments following a business combination. The new guidance
requires that the cumulative impact of a measurement period adjustment including the impact on prior periods be
recognized in the reporting period in which the adjustment is identified along with additional disclosures. The new
guidance was effective for the Company beginning in the first quarter of fiscal 2017. Implementation of this new
guidance did not have a material impact on the Company’s consolidated financial statements.

In July 2015, the FASB issued ASU No. 2015-11, "Simplifying the Measurement of Inventory.” This standard update
intends to simplify the subsequent measurement of inventory, excluding inventory accounted for under the last-in,
first-out or the retail inventory methods. The update replaces the current lower of cost or market

7
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test with a lower of cost and net realizable value test. Under the current guidance, market could be replacement cost,
net realizable value or net realizable value less an approximately normal profit margin. Net realizable value is the
estimated selling price in the ordinary course of business, less reasonably predictable costs of completion, disposal
and transportation. The update is effective for reporting periods beginning after December 15, 2016, with early
adoption permitted. The Company is currently evaluating the impact of this accounting standard on its consolidated
financial statements.

In August 2014, the FASB issued ASU No. 2014-15, "Presentation of Financial Statements - Going Concern." The
amendment requires that an entity's management evaluate whether there are conditions or events, considered in the
aggregate, that raise substantial doubt about the entity's ability to continue as a going concern within one year after the
date that the financial statements are issued. If conditions or events raise substantial doubt about an entity's ability to
continue as a going concern additional disclosure is required to enable users of the financial statements to understand
the conditions or events, management's evaluation of the significance of those conditions and management's plans to
that are intended to alleviate or management's plans that have alleviated substantial doubt. The new guidance is
effective for fiscal years, and interim periods within those fiscal years, beginning after December 15, 2016. Early
adoption is permitted. The adoption of this guidance is not expected to have a material impact on the Company’s
consolidated financial statements.

In May 2014, the FASB issued ASU No. 2014-09, "Revenue from Contracts with Customers." The new accounting
standard outlines a single comprehensive model for entities to use in accounting for revenue arising from contracts
with customers and supersedes most current revenue recognition guidance. The accounting standard is effective for
annual reporting periods (including interim reporting periods within those periods) beginning after December 15,
2017. Early adoption is permitted for annual reporting periods (including interim reporting periods within those
periods) beginning after December 15, 2016. ASU No. 2014-09 provides for one of two methods of transition:
retrospective application to each prior period presented; or recognition of the cumulative effect of retrospective
application of the new standard in the period of initial application. The Company is currently evaluating the full
impact of this new guidance on its consolidated financial statements, including selection of the transition method.
However, assuming all other revenue recognition criteria have been met, it is likely that the new guidance would
require the Company to recognize revenue and cost relating to distributor sales upon product delivery, subject to
estimated allowance for distributor price adjustments and rights of return. In March, April and May 2016, the FASB
issued additional updates to the new revenue standard relating to reporting revenue on a gross versus net basis,
identifying performance obligations and licensing arrangements, and narrow-scope improvements and practical
expedients, respectively. The Company is in the process of assessing the impact this additional guidance is expected to
have upon adoption, including determining the adoption method.

8
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NOTE 2—NET INCOME (LOSS) PER COMMON SHARE

Edgar Filing: GSI TECHNOLOGY INC - Form 10-Q

The Company uses the treasury stock method to calculate the weighted average shares used in computing diluted net
income (loss) per share. The following table sets forth the computation of basic and diluted net income (loss) per

share:

Net income (loss)

Denominators:

Weighted average shares—Basic

Dilutive effect of employee stock options

Dilutive effect of employee stock purchase plan options
Weighted average shares—Dilutive

Net income (loss) per common share—Basic

Net income (loss) per common share—Diluted

Three Months Ended Nine Months Ended

December 31, December 31,

2016 2015 2016 2015

(In thousands, except per share amounts)

$ 348 $ (819) $ 1,234 $ (2,083)
20,300 22,612 20,707 22,743
795 — 530 —
2 — 2 —
21,097 22,612 21,239 22,743

$ 0.02 $ (0.04) $ 0.06 $ (0.09)

$ 0.02 $ (0.04) $ 0.06 $ (0.09)

The following shares of common stock underlying outstanding stock options, determined on a weighted average basis,
were excluded from the computation of diluted net income (loss) per share as they had an anti-dilutive effect:

Shares underlying options

Three

Months Nine Months
Ended Ended
December December
31, 31,

2016 2015 2016 2015
(In thousands)
4,621 5,887 5,247 5,282
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NOTE 3—BALANCE SHEET DETAIL

Inventories:
Work-in-progress
Finished goods

Inventory at distributors

Accounts receivable, net:

Accounts receivable

December March
31, 31,
2016 2016
(In thousands)

$ 2551 § 1,697
6,317 5,011
375 466

$9243 $ 7,174

December March
31, 31,
2016 2016
(In thousands)

$ 7162 § 7,578

Less: Allowances for sales returns, doubtful accounts and other (103) (100)

Prepaid expenses and other current assets:

Prepaid tooling and masks

Prepaid income taxes
Escrow deposit
Other receivables

Other prepaid expenses and other current assets

$ 7,059 $ 7478

DecembeMarch
31, 31,
2016 2016
(In thousands)

$ 1,021 $ 1,224

43 —
1234  —
306 230
556 744

$ 3,160 $ 2,198
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December March 31,
31,2016 2016

(In thousands)

Property and equipment, net:
Computer and other equipment $ 18,560 $ 18,394
Software 4,793 4,793
Land 3,900 3,900
Building and building improvements 2,256 2,256
Furniture and fixtures 110 114
Leasehold improvements 715 687

30,334 30,144
Less: Accumulated depreciation (22,405) (21,491)

$ 7,929 $ 8,653

Depreciation expense was $289,000 and $322,000, respectively, for the three months ended December 31, 2016 and
2015 and $919,000 and $892,000, respectively, for the nine months ended December 31, 2016 and 2015.

10




Table of Contents

Other assets:
Escrow deposit

Non-current deferred income taxes
Prepaid income taxes

Deposits

Edgar Filing: GSI TECHNOLOGY INC - Form 10-Q

DecembeMarch
31, 31,
2016 2016

(In thousands)

$ 1,750 §$ 2,984
23 —
563 —
125 102

$ 2,461 $ 3,086

The escrow deposits at December 31, 2016 and March 31, 2016 include approximately $1.8 million and $3.0 million,
respectively, placed in escrow in connection with the Company’s acquisition of MikaMonu Group Ltd. on November
23,2015. See Note 10— Acquisition for more information.

The following tables summarize the components of intangible assets and related accumulated amortization balances at
December 31, 2016 and March 31, 2016 (in thousands):

Intangible assets:
Product designs
Patents

Software

Total

Intangible assets:

As of December 31, 2016

Gross
Carrying Accumulated Net Carrying
Amount  amortization Amount
$ 590 (590) $ —
4,220 (839) 3,381
80 (80) —
$4890 $ (1,509) $ 3,381
As of March 31, 2016
Gross
Carrying Accumulated Net Carrying

Amount

Amortization Amount

20
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Product designs $ 590 $ (553 $ 35
Patents 4,220 (604) 3,616
Software 80 (80) —
Total $ 480 $ (1,239) $ 3,651

Amortization of intangible assets included in cost of revenues was $78,000 and $63,000, respectively, for the three
months ended December 31, 2016 and 2015 and $270,000 and $145,000, respectively, for the nine months ended
December 31, 2016 and 2015.

As of December 31, 2016, the estimated future amortization expense of intangible assets in the table above is as
follows (in thousands):

Twelve

month

period

ending

December

31,

2017 $ 313
2018 287
2019 233
2020 233
2021 233
Thereafter 2,082
Total $ 3,381

11
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Accrued expenses and other liabilities:

Accrued compensation

Escrow indemnity accrual
Accrued professional fees
Accrued commissions
Contingent consideration
Accrued retention payment
Miscellaneous accrued expenses

DecembeMarch
31, 31,
2016 2016

(In thousands)

$ 3,237 $ 3,082
484 —

34 83

235 284
1,114 —
205 —
1,070 949

$ 6,379 $ 4,398

Other accrued expenses:
Contingent consideration

Escrow indemnity accrual

Other long-term accrued liabilities

NOTE 4—GOODWILL

DecembeMarch
31, 31,
2016 2016

(In thousands)

$ 4862 $ 5,856
— 484
274 152

$ 5,136 $ 6,492
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Goodwill represents the difference between the purchase price and the estimated fair value of the identifiable assets
acquired and liabilities assumed in a business combination. The Company tests for goodwill impairment on an annual
basis, or more frequently if events or changes in circumstances indicate that the asset is more likely than not impaired.
The Company has one reporting unit. The Company assesses goodwill for impairment on an annual basis on the last
day of February in the fourth quarter of its fiscal year.

The Company had a goodwill balance of $8.0 million as of both March 31, 2016 and December 31, 2016. The
goodwill resulted from the acquisition of MikaMonu Group Ltd. (“MikaMonu”) in fiscal 2016. The slight reduction in

goodwill at December 31, 2016 was due to additional tax liabilities identified as of the acquisition date in the amount
of $52,000.

The Company utilized a two-step quantitative analysis to complete its annual impairment test during the fourth quarter
of fiscal 2016 and concluded that there was no impairment, as the fair value of its sole reporting unit exceeded its
carrying value. The Company determined that the second step of the impairment test was not necessary. No triggering
event took place subsequent to the fiscal 2016 annual assessment that necessitated a quantitative impairment analysis
for the Company’s one reporting unit. However, there continues to be a risk that a sustained decline in the Company’s
stock price could constitute a triggering event that would require assessment for potential goodwill impairment in
fiscal 2017.

NOTE 5—INCOME TAXES

The current portion of the Company’s unrecognized tax benefits was $0 at both December 31, 2016 and March 31,
2016. The long-term portion at December 31, 2016 and March 31, 2016 was $242,000 and $116,000, respectively, of
which the timing of the resolution is uncertain. As of December 31, 2016, $2.2 million of unrecognized tax benefits
had been recorded as a reduction to net deferred tax assets. As of December 31, 2016 and March 31, 2016, the
Company’s net deferred tax assets of $8.2 million and $6.4 million, respectively, were subject to a full valuation
allowance.

The Company recorded a net deferred tax liability of $821,000 associated with the estimated fair value adjustments of
the intangible assets acquired in its acquisition of MikaMonu in the quarter ended December 31,

12
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2015. During the nine months ended December 31, 2016, the Company reversed the deferred tax liability and
recorded a prepaid asset of $637,000 associated with the transfer of the acquired intangible assets out of Israel.

Management believes that it is reasonably possible that within the next twelve months the Company could have a
reduction in uncertain tax benefits of up to $307,000, including interest and penalties, related to positions taken with
respect to credits and loss carryforwards on previously filed tax returns.

The Company’s policy is to include interest and penalties related to unrecognized tax benefits within the provision for
income taxes in the Condensed Consolidated Statements of Operations.

The Company is subject to taxation in the United States and various state and foreign jurisdictions. Fiscal years 2013
through 2016 remain open to examination by federal tax authorities, and fiscal years 2012 through 2016 remain open
to examination by California tax authorities.

The Company’s estimated annual effective income tax rate was approximately 7.4% and 9.6% as of December 31,
2016 and 2015, respectively. The annual effective tax rates as of December 31, 2016 and 2015 vary from the United
States statutory income tax rate primarily due to valuation allowances in the United States, whereby pre-tax losses do
not result in the recognition of corresponding income tax benefits and expenses, and the foreign tax differential.

NOTE 6—FINANCIAL INSTRUMENTS

Fair value measurements

Authoritative accounting guidance for fair value measurements provides a framework for measuring fair value and
related disclosures. The guidance applies to all financial assets and financial liabilities that are measured on a
recurring basis. The guidance requires fair value measurement to be classified and disclosed in one of the following
three categories:

Level 1: Valuations based on quoted prices in active markets for identical assets and liabilities. The fair value of
available-for-sale securities included in the Level 1 category is based on quoted prices that are readily and regularly
available in an active market. As of December 31, 2016, the Level 1 category included money market funds of $3.8
million, which were included in cash and cash equivalents on the Condensed Consolidated Balance Sheets.
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Level 2: Valuations based on observable inputs (other than Level 1 prices), such as quoted prices for similar assets at
the measurement date; quoted prices in markets that are not active; or other inputs that are observable, either directly
or indirectly. The fair value of available-for-sale securities included in the Level 2 category is based on the market
values obtained from an independent pricing service that were evaluated using pricing models that vary by asset class
and may incorporate available trade, bid and other market information and price quotes from well established
independent pricing vendors and broker-dealers. As of December 31, 2016, the Level 2 category included short-term
investments of $16.5 million and long-term investments of $14.1 million, which were comprised of certificates of
deposit, corporate debt securities and government and agency securities.

Level 3: Valuations based on inputs that are unobservable and involve management judgment and the reporting entity’s
own assumptions about market participants and pricing. As of December 31, 2016, the Company had no Level 3
financial assets and a Level 3 financial liability consisting of the contingent consideration liability for the acquisition
of MikaMonu. See Note 10-Acquisition for more information.

13
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The fair value of financial assets measured on a recurring basis is as follows (in thousands):

Fair Value Measurements at Reporting Date Using

Quoted Prices
in Active Significant
Markets for Other Significant
Identical Assets Observable Unobservable
and Liabilities Inputs Inputs
December
31, 2016 (Level 1) (Level 2) (Level 3)
Assets:
Money market funds $ 3,801 $ 3,801 $ — $ —
Marketable securities 30,632 — 30,632 —
Total $ 34,433 $ 3,801 $ 30,632 $ —
Fair Value Measurements at Reporting Date Using
Quoted Prices
in Active Significant
Markets for Other Significant
Identical Assets Observable Unobservable
and Liabilities Inputs Inputs
March
31, 2016 (Level 1) (Level 2) (Level 3)
Assets:
Money market funds $ 6,611 $ 6,611 $ — $ —
Marketable securities 34,297 — 34,297 —
Total $ 40908 $ 6,611 $ 34,297 $ —

Short-term and long-term investments

All of the Company’s short-term and long-term investments are classified as available-for-sale. Available-for-sale debt
securities with maturities greater than twelve months are classified as long-term investments when they are not
intended for use in current operations. Investments in available-for-sale securities are reported at fair value with
unrecognized gains (losses), net of tax, as a component of accumulated other comprehensive income (loss) in the
Condensed Consolidated Balance Sheets. The Company had money market funds of $3.8 million and $6.6 million at
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December 31, 2016 and March 31, 2016, respectively, included in cash and cash equivalents on the Condensed
Consolidated Balance Sheets. The Company monitors its investments for impairment periodically and records
appropriate reductions in carrying values when declines are determined to be other-than-temporary.
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The following table summarizes the Company’s available-for-sale investments:

Short-term investments:
Corporate notes

Certificates of deposit

Foreign government obligations
Agency bonds

Total short-term investments
Long-term investments:
Corporate notes

Certificates of deposit

Foreign government obligations
State and municipal obligations
Agency bonds

Total long-term investments

Short-term investments:

State and municipal obligations
Corporate notes

Agency bonds

Foreign government obligations
Certificates of deposit

Total short-term investments
Long-term investments:
Corporate notes

Certificates of deposit

Agency bonds

Foreign government obligations
Total long-term investments

December 31, 2016
Gross

Cost

$ 2,251
12,250
1,001
1,000

$ 16,502

$ 557
6,500
3,445
1,648
2,014

$ 14,164

March 31, 2016

Cost

Unrealized

Gains
(In thousands)

(In thousands)

$ 1,011
5,680
2,001
2,695
11,750

$ 23,137

$ 558
8,500
1,000
1,060

$ 11,118

$ 1
11
1
$ 13
$ _
8
$ 8
Gross
Unrealized
Gains
$ _
1
3
12
$ 16
$ 1
24
4
1
$ 30

Gross
Unrealized
Losses
s —
3)
()
$ O
$ @
(29)
(10)
(D
®)
$ (50)
Gross
Unrealized
Losses
$ _
3)
$ 3
$ _
(D
$ @D

Fair
Value

$ 2,252
12,258
999
1,001

$ 16,510

$ 555
6,479
3,435
1,647
2,006

$ 14,122

Fair
Value

$ 1,011
5,677
2,002
2,698
11,762

$ 23,150

$ 559
8,523
1,004
1,061

$ 11,147
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The Company’s investment portfolio consists of both corporate and governmental securities that have a maximum
maturity of three years. All unrealized gains and losses are due to changes in interest rates and bond yields. Subject to
normal credit risks, the Company has the ability to realize the full value of all these investments upon maturity.

The deferred tax asset related to unrecognized gains and losses on short-term and long-term investments was $12,000
at December 31, 2016. The deferred tax liability related to unrecognized gains and losses on short-term and long-term
investments was $14,000 at March 31, 2016.

15
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As of December 31, 2016, contractual maturities of the Company’s available-for-sale investments were as follows:

Fair
Cost Value
(In thousands)
Maturing within one year $ 16,502 $ 16,510
Maturing in one to three years 14,164 14,122

$ 30,666 $ 30,632

The Company classifies its short-term investments as “‘available-for-sale” as they are intended to be available for use in
current operations.

NOTE 7—COMMITMENTS AND CONTINGENCIES

Indemnification obligations

The Company is a party to a variety of agreements pursuant to which it may be obligated to indemnify the other party
with respect to certain matters. Typically, these obligations arise in the context of contracts entered into by the
Company, under which the Company agrees to hold the other party harmless against losses arising from a breach of
representations and covenants related to such matters as title to assets sold and certain intellectual property rights. In
each of these circumstances, the Company’s indemnification obligations are conditioned on the other party making a
claim pursuant to the procedures specified in the particular contract, which procedures typically allow the Company to
challenge the other party’s claims. Further, the Company’s obligations under these agreements may be limited in terms
of time and/or amount, and in some instances, the Company may have recourse against third parties for certain
payments made by it under these agreements.

It is not possible to predict the maximum potential amount of future payments that may be required under these or
similar agreements due to the conditional nature of the Company’s obligations and the unique facts and circumstances
involved in each particular agreement. Historically, payments made by the Company under these agreements have not
had a material effect on its business, financial condition, cash flows or results of operations.

Product warranties

The Company warrants its products to be free of defects generally for a period of three years. The Company estimates
its warranty costs based on historical warranty claim experience and includes such costs in cost of revenues. Warranty
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costs were not material for the three months or nine months ended December 31, 2016 or 2015.

NOTE 8—STOCK-BASED COMPENSATION

The Company granted options under the 2007 Equity Incentive Plan (the “2007 Plan”) until August 2016 when it was
terminated as to future awards, although it continues to govern the terms of options that remain outstanding under the
2007 Plan. In connection with the stockholders’ approval of the 2016 Equity Incentive Plan (the “2016 Plan”), 6,000,000
shares available for future award under the 2007 Plan were transferred to the 2016 Plan, 705,699 shares available for
grant under the 2007 plan were canceled and the 2007 Plan was terminated. Shares subject to options under the 2007
Plan that expire or are forfeited for any reason after the date of the 2007 Plan’s termination will become available for
grant under the 2016 Plan.

The 2016 Plan was approved by the Company’s board of directors in June 2016 and was subsequently approved by the
Company’s stockholders in August 2016. The 2016 Plan provides for issuance of a variety of stock-based
compensation awards, including stock options, restricted stock, restricted stock units, stock appreciation rights,
performance shares, performance units, other stock-based awards and cash-based awards. The exercise price of each
stock-based award issued under the 2016 Plan is required to be no less than the fair value of the Company’s common
stock, as determined by the board of directors on the date of the grant.
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As of December 31, 2016, 5,701,795 shares of common stock were available for grant under the 2016 Plan.

The following table summarizes the Company’s stock option activities for the nine months ended December 31, 2016:

Balance at March 31, 2016

Options reserved
Terminated plan
Granted
Exercised
Forfeited

Balance at December 31,

2016

Options vested and

exercisable

Options vested and expected

to vest

Shares
Available for
Grant
6,432,063
1,085,818
(705,699)
(1,125,188)

14,801

5,701,795

Number of Shares

Underlying
Options
Outstanding
7,625,705

1,125,188
(138,683)
(962,634)
7,649,576
4,714,337

7,595,022

Weighted
Average

Remaining
Contractual
Life (Years)

4.05

5.74

Weighted
Average
Exercise

Price

$

&L L P

5.08

4.92
3.63
5.54
5.02
4.98

5.02

Intrinsic
Value

$ 181,058

$ 6,623,354

$ 9,967,662

The weighted average fair value per underlying share of options granted during the three months ended December 31,
2016 and 2015 was $1.75 and $1.48, respectively, and for the nine months ended December 31, 2016 and 2015 was
$1.56 and $1.70, respectively.

Options outstanding by exercise price at December 31, 2016 were as follows:

Exercise Price

$ 243 - 3.40
$ 3.43 - 4.00
$4.17 - 4.81
$ 490 - 498
$ 499 - 523

Number of
Shares
Underlying
Options
Outstanding
849,904
1,216,534
910,620
777,463
1,241,316

Options Outstanding

Weighted Weighted Average

Average
Exercise
Price

$ 3.17
$ 3.80
$ 4.41
$ 495
$ 5.09

Remaining
Contractual

Life
4.44
3.25
4.98
7.25
8.70

(Years)

Options Exercisable
Weighted
Average
Exercise

Number
Vested and
Exercisable
618,296
1,055,944
820,370
310,603
99,960

Price

3.09
3.83
4.40
491
5.19

&L PhH LA L
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$ 528 - 5.76 819,305
$ 6.00 - 6.54 863,008
$ 6.61 - 6.86 651,853
$ 7.00 206,193
$9.20 113,380
7,649,576

The following table summarizes stock-based compensation expense by line item in the Condensed Consolidated

$ 5.55
$ 6.32
$ 6.77
$ 7.00
$9.20
$ 5.02

7.42
4.83
6.06
3.59
4.08
5.77

311,727
798,008
379,856
206,193
113,380
4,714,337

Statements of Operations, all relating to employee stock plans:

Cost of revenues

Research and development
Selling, general and administrative
Total

Three Months

Ended

December 31,
2016 2015
(In thousands)
$ 85
208
121
$ 414

$ 78
251
100

$ 429

Nine Months

Ended December

31,

2016 2015

$ 209 $ 242
712 649
438 496

$ 1,359 §$ 1,387

$
$
$
$
$
$

5.62
6.32
6.74
7.00
9.20
4.98

As stock-based compensation expense recognized in the Condensed Consolidated Statement of Operations is based on

awards ultimately expected to vest, it has been reduced for estimated forfeitures in accordance with
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authoritative guidance. The Company estimates forfeitures at the time of grant and revises the original estimates, if
necessary, in subsequent periods if actual forfeitures differ from those estimates.

No tax benefit related to stock-based compensation was recognized in the three months or nine months ended
December 31, 2016 or December 31, 2015 due to a full valuation allowance. There were no windfall tax benefits
realized from exercised stock options in any of these periods. Compensation cost capitalized within inventory at
December 31, 2016 was immaterial. As of December 31, 2016, the Company’s total unrecognized compensation cost
was $3.4 million, which will be recognized over a weighted average period of 2.23 years. The Company calculated
the fair value of stock-based awards in the periods presented using the Black-Scholes option pricing model and the
following weighted average assumptions:

Three Months Ended Nine Months Ended

December 31, December 31,

2016 2015 2016 2015

(In thousands) (In thousands)
Stock Option Plans:
Risk-free interest rate 1.62% 1.56% 1.12- 1.62% 1.52- 1.57%
Expected life (in years) 5.00 5.00 5.00 5.00
Volatility 33.3% 36.3% 33.3- 348% 36.3- 38.0%
Dividend yield — % — % — % — %
Employee Stock Purchase Plan:
Risk-free interest rate 0.45% 0.15% 0.38- 0.45% 0.09- 0.15%
Expected life (in years) 0.50 0.50 0.50 0.50
Volatility 30.8% 279% 30.8- 39.6% 26.3- 27.9%
Dividend yield — % — % — % — %

NOTE 9—SEGMENT AND GEOGRAPHIC INFORMATION

Based on its operating management and financial reporting structure, the Company has determined that it has one
reportable business segment: the design, development and sale of integrated circuits.

The following is a summary of net revenues by geographic area based on the location to which product is shipped:
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Three Months Ended  Nine Months Ended

December 31, December 31,

2016 2015 2016 2015

(In thousands)
United States $ 3,838 $ 4,873 $ 14094 $ 16,123
China 2,024 2,808 8,121 9,916
Singapore 2,947 1,682 8,502 4,681
Netherlands 1,576 2,518 3,539 6,073
Rest of the world 1,099 1,040 3,532 3,730

$ 11,484 $ 12,921 § 37,788 $ 40,523

All sales are denominated in United States dollars.

NOTE 10—ACQUISITION

On November 23, 2015, the Company acquired all of the outstanding capital stock of privately held MikaMonu Group
Ltd. (“MikaMonu”), a development-stage, Israel-based company that specializes in in-place associative computing for
markets including big data, computer vision and cyber security. MikaMonu, located in Tel Aviv, held 12 United
States patents and a number of pending patent applications.

The acquisition was accounted for as a purchase under authoritative guidance for business combinations. The
purchase price of the acquisition was allocated to the intangible assets acquired, with the excess
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of the purchase price over the fair value of assets acquired recorded as goodwill. The Company will perform a
goodwill impairment test in February of each fiscal year.

The results of operations of MikaMonu and the estimated fair value of the assets acquired were included in the
Company’s condensed consolidated financial statements beginning November 23, 2015.

Consideration

Under the terms of the acquisition agreement, the Company paid the former MikaMonu shareholders initial cash
consideration of approximately $4.4 million at the closing on November 23, 2015. In addition, $484,000 was
deposited in escrow to provide a fund for potential future indemnification claims by the Company. This amount is
included in prepaid expenses and other current assets on the Condensed Consolidated Balance Sheet at December 31,
2016.

The Company is also required to pay the former MikaMonu shareholders future contingent consideration consisting of
retention payments and “earnout” payments, as described below.

The Company will make cash retention payments of up to an additional $2.5 million to the three former MikaMonu
shareholders in installments over a four-year period, conditioned on the continued employment of Dr. Avidan Akerib,
MikaMonu’s co-founder and chief technologist. The retention amount of $2.5 million has been deposited in escrow. Of
this amount, $750,000 is included in prepaid expenses and other current assets and the remaining $1,750,000 is
included in other assets on the Condensed Consolidated Balance Sheet at December 31, 2016.

The Company will also make “earnout” payments to the former MikaMonu shareholders in cash or shares of the
Company’s common stock, at the Company’s discretion, during a period of up to ten years following the closing if
certain product development milestones and revenue targets for products based on the MikaMonu technology are
achieved. Earnout amounts of $750,000 will be payable if certain product development milestones are achieved by
December 31, 2017. Additional earnout amounts of $2,750,000 and $4,000,000 will be payable if certain revenue
milestones are achieved by January 1, 2021 and January 1, 2022, respectively; and additional payments, up to a
maximum of $30 million, equal to 5% of net revenues from the sale of qualifying products in excess of certain
thresholds, will be made quarterly through December 31, 2025.

The portion of the retention payment contingently payable to Dr. Akerib (approximately $1.2 million) will be
recorded as compensation expense over the period that his services are provided to the Company. The portion of the
retention payment contingently payable to the other former MikaMonu shareholders (approximately $1.3 million) plus
the maximum amount of the potential earnout payments totals approximately $38.8 million. The Company
determined that the fair value of this contingent consideration liability was $5.8 million at the acquisition date. This
contingent consideration liability is included in other accrued expenses on the Condensed Consolidated Balance Sheet
at March 31, 2016 in the amount of $5.9 million. The contingent consideration liability is included in other accrued
expenses on the Condensed Consolidated Balance Sheet at December 31, 2016 in the amount of $4.9 million and $1.1
million is included in accrued expenses and other liabilities.
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The fair value of the contingent consideration liability was initially determined as of the acquisition date using
unobservable inputs. These inputs include the estimated amount and timing of future cash flows, the probability of
success (achievement of the various contingent events) and a risk-adjusted discount rate of approximately 14.8% used
to adjust the probability-weighted cash flows to their present value. Subsequent to the acquisition date, at each
reporting period, the contingent consideration liability is recorded at its fair value with changes reflected in the
Consolidated Statements of Operations. The change in fair value for the quarter and nine months ended December 31,
2016 was $41,000 and $121,000, respectively.
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Purchase price allocation

The allocation of the purchase price to acquired identifiable intangible assets and goodwill was based on their
estimated fair values at the date of acquisition. The fair value allocated to patents was $3.5 million and the fair value
allocated to goodwill was $8.0 million.

The fair value allocated to tangible and identifiable intangible assets and goodwill of MikaMonu acquired on
November 23, 2015 was computed as follows (in thousands):

Cash and cash equivalents $1
Other receivables 54
Property and equipment, net 10
Intangible assets 3,500
Goodwill 8,030
Total assets acquired 11,595
Accrued expenses (10)
Net deferred tax liability (821)
Total liabilities assumed (831)
Fair value of net assets acquired $ 10,764

The deferred tax liability associated with the estimated fair value adjustments of the intangible assets acquired was
recorded at an estimated weighted average statutory tax rate in the jurisdictions where the fair value adjustments may
occur.

Identifiable intangible assets

The following table sets forth the components of the identifiable intangible assets acquired in the MikaMonu
acquisition, which are being amortized over their estimated useful lives on a straight-line basis:

Fair Value Useful Life
(in thousands) (in years)
Patents $ 3,500 15

Total acquired identifiable intangible assets $ 3,500
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Item 2.Management’s Discussion and Analysis of Financial Condition and Results of Operations

This Quarterly Report on Form 10-Q, and in particular the following Management’s Discussion and Analysis of
Financial Condition and Results of Operations, includes “forward-looking statements” within the meaning of

Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”). These forward-looking statements involve risks and uncertainties. Forward-looking
statements are identified by words such as “anticipates,” “believes,” “expects,” “intends,” “may,” “will,” and other similar
expressions. In addition, any statements which refer to expectations, projections, or other characterizations of future
events or circumstances are forward-looking statements. Actual results could differ materially from those projected in
the forward-looking statements as a result of a number of factors, including those set forth in this report under “Risk
Factors,” those described elsewhere in this report, and those described in our other reports filed with the Securities and
Exchange Commission (“SEC”). We caution you not to place undue reliance on these forward-looking statements,
which speak only as of the date of this report, and we undertake no obligation to update these forward-looking
statements after the filing of this report. You are urged to review carefully and consider our various disclosures in this
report and in our other reports publicly disclosed or filed with the SEC that attempt to advise you of the risks and
factors that may affect our business.

Overview

We are a fabless semiconductor company that designs, develops and markets static random access memories, or
SRAMs, that operate at speeds of less than 10 nanoseconds, which we refer to as Very Fast SRAMs, and low latency
dynamic random access memories, or LLDRAMs, primarily for the networking and telecommunications markets. We
are subject to the highly cyclical nature of the semiconductor industry, which has experienced significant fluctuations,
often in connection with fluctuations in demand for the products in which semiconductor devices are used. Our
revenues have been substantially impacted by significant fluctuations in sales to Cisco Systems, historically our
largest customer, and more recently to Nokia (Alcatel-Lucent). We expect that future direct and indirect sales to these
two customers will continue to fluctuate significantly on a quarterly basis. The worldwide financial crisis and the
resulting economic impact on the end markets we serve have adversely impacted our financial results since the second
half of fiscal 2009, and we expect that the unsettled global economic environment will continue to affect our operating
results in future periods. However, with no debt, substantial liquidity and a history of positive cash flows from
operations, we believe we are in a better financial position than many other companies of our size.

Revenues. Our revenues are derived primarily from sales of our Very Fast SRAM products. Sales to networking and
telecommunications OEMs accounted for 63% to 73% of our net revenues during our last three fiscal years. We also
sell our products to OEMs that manufacture products for defense applications such as radar and guidance systems, for
professional audio applications such as sound mixing systems, for test and measurement applications such as
high-speed testers, for automotive applications such as smart cruise control and voice recognition systems, and for
medical applications such as ultrasound and CAT scan equipment.
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As is typical in the semiconductor industry, the selling prices of our products generally decline over the life of the
product. Our ability to increase net revenues, therefore, is dependent upon our ability to increase unit sales volumes of
existing products and to introduce and sell new products with higher average selling prices in quantities sufficient to
compensate for the anticipated declines in selling prices of our more mature products. Although we expect the
average selling prices of individual products to decline over time, we believe that, over the next several quarters, our
overall average selling prices will increase due to a continuing shift in product mix to a higher percentage of higher
price, higher density products. Our ability to increase unit sales volumes is dependent primarily upon increases in
customer demand but, particularly in periods of increasing demand, can also be affected by our ability to increase
production through the availability of increased wafer fabrication capacity from Taiwan Semiconductor
Manufacturing Company, or TSMC, and Powerchip, our wafer suppliers, and our ability to increase the number of
good integrated circuit die produced from each wafer through die size reductions and yield enhancement activities.

We may experience fluctuations in quarterly net revenues for a number of reasons. Historically, orders on hand at the
beginning of each quarter are insufficient to meet our revenue objectives for that quarter and are generally cancelable
up to 30 days prior to scheduled delivery. Accordingly, we depend on obtaining and shipping
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orders in the same quarter to achieve our revenue objectives. In addition, the timing of product releases, purchase
orders and product availability could result in significant product shipments at the end of a quarter. Failure to ship
these products by the end of the quarter may adversely affect our operating results. Furthermore, our customers may
delay scheduled delivery dates and/or cancel orders within specified timeframes without significant penalty.

We sell our products through our direct sales force, international and domestic sales representatives and distributors.
Revenues from product sales, except for sales to distributors, are generally recognized upon shipment, net of sales
returns and allowances. Sales to consignment warehouses, who purchase products from us for use by contract
manufacturers, are recorded upon delivery to the contract manufacturer. Sales to distributors are recorded as deferred
revenues for financial reporting purposes and recognized as revenues when the products are resold by the distributors
to the OEM. Sales to distributors are made under agreements allowing for returns or credits under certain
circumstances. We therefore defer recognition of revenue on sales to distributors until products are resold by the
distributor.

Nokia (Alcatel-Lucent) was our largest customer in fiscal 2016 and 2015. Nokia (Alcatel-Lucent) purchases products
directly from us and through contract manufacturers and distributors. Purchases by Nokia

(Alcatel-Lucent) represented approximately 42%, 32%, 25% and 19% of our net revenues in the nine months ended
December 31, 2016 and in fiscal 2016, 2015 and 2014, respectively. Cisco Systems, historically our largest OEM
customer, purchases our products primarily through its consignment warehouse, Wintec Industries Inc, and also
purchases some products through its contract manufacturers and directly from us. Based on information provided to us
by Cisco Systems' consignment warehouses and contract manufacturers, purchases by Cisco Systems represented
approximately 9%, 9%, 13% and 19% of our net revenues in the nine months ended December 31, 2016 and in fiscal
2016, 2015 and 2014, respectively. Our revenues have been substantially impacted by significant fluctuations in
sales to Nokia (Alcatel-Lucent) and Cisco Systems, and we expect that future direct and indirect sales to these two
customers will continue to fluctuate substantially on a quarterly basis and that such fluctuations may significantly
affect our operating results in future periods. To our knowledge, none of our other OEM customers accounted for
more than 10% of our net revenues in the nine months ended December 31, 2016 or in fiscal 2016, 2015 or 2014.

Cost of Revenues. Our cost of revenues consists primarily of wafer fabrication costs, wafer sort, assembly, test and
burn-in expenses, the amortized cost of production mask sets, stock-based compensation and the cost of materials and
overhead from operations. All of our wafer manufacturing and assembly operations, and a significant portion of our
wafer sort testing operations, are outsourced. Accordingly, most of our cost of revenues consists of payments to
TSMC, Powerchip and independent assembly and test houses. Because we do not have long-term, fixed-price supply
contracts, our wafer fabrication and other outsourced manufacturing costs are subject to the cyclical fluctuations in
demand for semiconductors. Cost of revenues also includes expenses related to supply chain management, quality
assurance, and final product testing and documentation control activities conducted at our headquarters in Sunnyvale,
California and our branch operations in Taiwan.

Gross Profit. Our gross profit margins vary among our products and are generally greater on our higher density
products and, within a particular density, greater on our higher speed and industrial temperature products. We expect
that our overall gross margins will fluctuate from period to period as a result of shifts in product mix, changes in
average selling prices and our ability to control our cost of revenues, including costs associated with outsourced wafer
fabrication and product assembly and testing.
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Research and Development Expenses. Research and development expenses consist primarily of salaries and related
expenses for design engineers and other technical personnel, the cost of developing prototypes, stock-based
compensation and fees paid to consultants. We charge all research and development expenses to operations as
incurred. We charge mask costs used in production to cost of revenues over a 12-month period. However, we charge
costs related to pre-production mask sets, which are not used in production, to research and development expenses at
the time they are incurred. These charges often arise as we transition to new process technologies and, accordingly,
can cause research and development expenses to fluctuate on a quarterly basis. We believe that continued investment
in research and development is critical to our long-term success, and we expect to continue to devote significant
resources to product development activities. In particular, we are devoting substantial resources to the development of
a new category of in-place associative computing products based on patented technology obtained in our acquisition
of MikaMonu in November 2015. Accordingly, we expect that our research and development
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expenses will continue to be substantial in future periods and may lead to operating losses in some periods. Such
expenses as a percentage of net revenues may fluctuate from period to period.

Selling, General and Administrative Expenses.  Selling, general and administrative expenses consist primarily of
commissions paid to independent sales representatives, salaries, stock-based compensation and related expenses for
personnel engaged in sales, marketing, administrative, finance and human resources activities, professional fees, costs
associated with the promotion of our products and other corporate expenses. We expect that our sales and marketing
expenses will increase in absolute dollars in future periods if we are able to grow and expand our sales force but that,
to the extent our revenues increase in future periods, these expenses will generally decline as a percentage of net
revenues. We also expect that, in support of any future growth that we are able to achieve, general and administrative
expenses will generally increase in absolute dollars. General and administrative expenses increased significantly
beginning in fiscal 2012 as a result of substantial legal expenses, principally related to our patent infringement and
antitrust litigation with Cypress Semiconductor Corporation. These expenses varied significantly from quarter to
quarter thereafter, depending on the relative level of activity in the Cypress litigation. In May 2015, we entered into a
settlement agreement to resolve our protracted litigation with Cypress. Although we ceased to incur significant legal
expenses related to our litigation with Cypress after the quarter ended June 30, 2015, legal expenses associated with
unrelated commercial and trade secret litigation in which we were the plaintiff continued to b