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Statement Regarding Forward-Looking Statements
The statements contained in this report on FornKl@at are not purely historical are forward-lookjrstatements within the meaning of

applicable securities laws. Forward-looking statertseinclude statements regarding our “expectatidtanticipation,” “intentions,”
“beliefs,” or “strategies” regarding the future, wather or not those words are used. Forward-loolstagjements also include statements
regarding revenue, margins, expenses, and earranglysis for fiscal 2008 and thereafter; technot@jiinnovations; products or product
development, including their performance, markedifoan, and potential; our product development s&ties; potential acquisitions or
strategic alliances; the success of particular protdor marketing programs; the amounts of reveremegated as a result of sales to
significant customers; and liquidity and anticipateash needs and availability. All forward-lookisigitements included in this report are
based on information available to us as of thedjldate of this report, and we assume no obligatbonpdate any such forward-looking
statements. Our actual results could differ matirilkom the forwardiooking statements. Among the factors that couldseactual results

differ materially are the factors discussed in Itéfk Risk Factors.




Table of Contents

PART |

ITEM 1. BUSINESS
Overview

We are a leading worldwide developer sngplier of custontlesigned user interface solutions that enable pdogphteract more easi
and intuitively with a wide variety of mobile comimg, communications, entertainment, and otherteda devices. We currently target the
personal computer, or PC, market and the marketiftal lifestyle products, including portable da music and video players, mobile
phones, and other select electronic device mavkiditsour customized user interface solutions.

We are the global market leader in primgdiser interface solutions for notebook comput@rs original equipment manufacturer, or
OEM, customers include tier one PC OEMs. We gelyesabply custom designed user interface soluttormur OEM customers through
their contract manufacturers, which take delivergur products and pay us directly for them. Thioogr new OneTouch offering, we now
offer not only our custom module solutions but @soess to our technologies to enable customelsvielop their own user interface designs
for capacitive buttons and scrolling applicatioosfroducts such as mobile phones, portable digitadic and video players, and notebook
peripherals.

Our website is www.synaptics.coifhrough our website, we make available free @frgl all of our Securities and Exchange
Commission filings, including our annual reportskmrm 10-K, our proxy statements, our quarterlyorepon Form 10-Q, and our current
reports on Form 8-K as well as Form 3, Form 4, eoien 5 Reports for our directors, officers, andhpipal stockholders, together with
amendments to those reports filed or furnishedyansto Section 13(a), 15(d), or 16 under the SeesiExchange Act. These reports are
available immediately after their electronic filimgth the Securities and Exchange Commission. Tékesite also includes corporate
governance information, including our Code of Cartdour Code of Ethics for the CEO and Senior FamrOfficers, and our Board
Committee Charters.

PC Market

We provide custom user interface solwgifor navigation, cursor control, and multimediatrols for many of the world’s premier PC
OEMs. In addition to notebooks, other PC appliaaifor our technology include peripherals, suckegdoards, mice, and monitors, as well
as desktop and PC remote control applications.sOlutions for the PC market include the TouchPad®uch-sensitive pad that senses the
position and movement of a person’s finger onut$ase; the TouchStyk™, a self contained, easiiggrated pointing stick module; and dual
pointing solutions, which combine both a TouchPad a pointing stick into a single notebook computeabling users to use the interface of
their choice. Additional products offered for th€ Rarkets include LuxPad™, Dual Mode TouchPad, kK#tioke® , RoundPad™,
TouchRing™, ScrollStrip™, LightTouch™, SmartToubdpbileTouch™, ClearPad™, NavPoint™, and OneTouch

The latest industry projections for natek unit growth for the period 2007-2011 show a poond annual growth rate of 15%
compared with 3% for desktop computers, reflectimgcontinued migration of desktops to notebooksefd by users’ desire for mobile
computing and on-the-go access to applicationsrimition, and digital content, which is expandimgaodaily basis. Based on the strength of
our technology and engineering know-how, we beli@eeare well positioned to take advantage of tlosvijr opportunity in the notebook
market and to provide innovative, value-added irderface solutions for each of the key end-usefgrences. We estimate that in our fiscal
2007 approximately 83% of all notebook computetd ssed solely a touch pad interface; 2% usedsal@ointing stick interface; and 15%
used a dual pointing interface, which consistsathla touch pad and a pointing stick. Our notebhmokluct lines of touch pads and pointing
sticks allow us to address 100% of the noteboolkketar

Digital Lifestyle Product Market

We believe our extensive intellectualgandy portfolio, our experience in providing useteirface solutions to major OEMs of electr¢
devices, and our proven track record of growthunexpanding core notebook computer interface lassiposition us to be a key
technological enabler for multiple consumer elaticaevices targeted to meet the growing digifakliyle trend. Based on these strengths
are addressing the
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opportunities created by the growth of mobile cotimmy communications, and entertainment devicebiwthe digital lifestyle products
markets. Digital lifestyle products include por&bligital music and video players, mobile phonemjate controls, GPS devices, as well as a
variety of mobile, handheld, wireless, and entartant devices. We believe our existing technologies range of product solutions, and our
emphasis on ease of use, small size, low poweuoapison, advanced functionality, durability, antlakility will enable us to serve multiple
aspects of the markets for digital lifestyle produend other electronic devices.

Our array of user interface solutionsdiital lifestyle products includes the ScrollBtend TouchRing, which are scrolling solutions
allowing users to navigate efficiently through memund content; LightTouch capacitive buttons, whuntvide illuminated button
functionality; and MobileTouch, NavPoint, and oue&Pad.

Industry projections for the portableitifmusic player market for the period 2007-20@9gest a compound annual growth rate of 8%
for the overall market and a compound annual growath of 32% for video capable MP3 players, reifecthe trend towards portable digital
entertainment devices with advanced capabilitiesh s built-in video playback capabilities. Thpeeducts require a simple, durable, and
intuitive user interface solution to enable therusenavigate efficiently through menus and scitwlbugh extensive play lists, songs, and
videos contained in the host device. We believamenell positioned to take advantage of this gngwnarket based on our technology,
engineering know-how, and the acceptance of ourinsaface solutions by OEMs in this market.

Industry projections for the mobile phanarket for the period 2007-2010 show a compoumdiaihgrowth rate of 6% for the overall
market and a compound annual growth rate of 55%hf@smartphone market, reflecting the trend towandreased interest among non-
business consumers and the trend towards greateidnality in smartphone products to meet and esklthe expanded needs and
expectations of the consumer oriented market.

Our Strategy

Our objective is to continue to enhanceposition as a leading supplier of user interfsaleitions for the notebook computer market
and to become a leading supplier of user interéatations for digital lifestyle products. Key asfeof our strategy to achieve this objective
include those set forth below.

Extend Our Technological Leaderst

We plan to utilize our extensive intetlesd property portfolio and technological expertigeextend the functionality of our product
solutions and offer innovative product solutiongtistomers across multiple markets. We intend micoe utilizing our technological
expertise to reduce the overall size, weight, arsd, power consumption of our user interface smhstiwhile increasing their applications,
capabilities, and performance. We plan to contienigancing the ease of use and functionality ofsolutions. We also plan to expand our
research and development efforts through incremsesgtment in our engineering activities, the tgrof additional engineering personnel,
strategic acquisitions and alliances. We belieat tiese efforts will enable us to meet custompeetations and to achieve our goal of
supplying on a timely and cost-effective basisrtast advanced, easy-to-use, functional user irterfalutions to our target markets.

Enhance Our Position in the Notebook Computer andable Digital Music Player Market

We intend to continue introducing marlegding user interface solutions in terms of penfance, functionality, size, and ease of use.
We plan to continue enhancing our customer’s indhlstesign alternatives and device functionalitsouigh innovative product development
based on our existing capabilities and technoldgidaances.

Capitalize on Growth of New Markets

We intend to capitalize on the growtmefv markets, including the digital lifestyle prothimarkets, brought about by the convergence
of computing, communications, and entertainmentadsv We plan to offer innovative, intuitive useterface solutions that address the
evolving portability, connectivity, and functionglirequirements of these new markets. We planfer ¢fiese solutions to existing and
potential OEM customers to enable increased funatity, reduced size, lower cost, and enhancedsinidi design features and to enhance
the
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user experience of their products. We plan toagtibur existing technologies as well as aggressmalisue new technologies as new markets
evolve that demand new solutions.

Emphasize and Expand Customer Relations

We plan to emphasize and expand our gtamil long-lasting customer relationships and tatdish successful relationships with new
customers. In each market we serve, we plan togedtie most advanced user interface solutionsdorcustomersproducts. We believe tr
our user interface solutions enable our custontedeliver a positive user experience and to difféage their products from those of their
competitors. We continually attempt to enhancecthrapetitive position of our customers by providthgm with innovative, distinctive, and
high-quality user interface solutions on a timaty @ost-effective basis. To do so, we work contilyita improve our productivity, to reduce
costs, and to speed the delivery of our user iaterbolutions. We endeavor to streamline the ed¢isggn and delivery process through our
ongoing design, engineering, and production impmoset efforts. We also focus on providing timely jgor to our customers after the
purchase of our user interface solutions.

We plan to increase our business wittég customers and attract new customers by offatesign tools, documentation, a family of
capacitive sensing ASICs, and technical suppoghable them to develop their own user interfacédsdor capacitive buttons and scrolling
applications in products such as mobile phonesapte digital music and video players, and notelperdpherals. As a result, customers will
have a choice of determining the most optimal veasneet their emerging and growing needs: our iadit custom module solutions or
OneTouch, which offers a flexible alternative whtsign integration or quick turns are important.

Pursue Strategic Relationships and Acquisiti

We intend to develop and expand strategationships to enhance our ability to offer \wahdded user interface solutions to our
customers, penetrate new markets, and strengtbhderchnological leadership of our product solutidie also consider the potential
acquisition of companies in order to expand ouhtedogical expertise and to establish or strengthempresence in selected target markets.

Continue Virtual Manufacturing

We plan to expand and diversify our piithn capacity through third-party relationshiggreby strengthening our virtual
manufacturing platform. This strategy results scalable business model; enables us to concewptraiar core competencies of research and
development, technological advances, and prodwsijideand reduces our capital expenditures. Otmalimanufacturing strategy allows us
to maintain a variable cost model, in which we dbincur most of our manufacturing costs until puvduct solutions have been shipped and
billed to our customers.

Product Solutions

We develop and enhance interface teclgidahat enrich the user’s experience in intemgotvith the user’s mobile computing,
communications, and entertainment devices. Ounatie and intuitive user interfaces can be engiéo accommodate many diverse
platforms, and our expertise in human factors asability can be utilized to improve the featured &mctionality of our solutions. Our
extensive array of technologies includes ASICspfirare, software, mechanical and electrical desigind,pattern recognition and touch
sensing technologies.

Our custom-designed user interface smistiare custom engineered, total solutions forcagtomers and include sensor design, module
layout, ASICs, firmware, and software featuresvithich we provide manufacturing and design suppuodtdevice testing. This allows us tc
a one-stop supplier for complete user interfacégddsom the early design stage, to manufacturiagesting and support. Our OneTouch
offering includes design tools, documentation,raifa of capacitive sensing ASICs, and technicalmrpto enable customers to develop t
own user interface designs for capacitive buttantbsrolling applications. Through our technologies expertise, we seek to provide our
customers with solutions that address their indigldlesign issues and result in high-performaresgufe-rich, and reliable interface
solutions. We believe our interface solutions offex following characteristics:

3
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. Ease of Us.. Our interface solutions offer the ease of useiandtive interaction that users dema

. Small SizeThe small, thin size of our interface solutionskdaa our customers to reduce the overall size aighw of their products
in order to satisfy consumer demand for portabi

. Low Power Consumptic. The low power consumption of our interface salusi enables our customers to offer products witlyéo
battery life or smaller battery siz

. Advanced Functionalit. Our interface solutions offer advanced featusash as virtual scrolling, customizable tap zoedge
motion, and tapping and dragging icons, to enhaisee experienct

. Reliability . The reliability of our interface solutions saigsf consumer requirements for dependability, wida major component
consumer satisfactiol

. Durability . Our interface solutions withstand repeated uaesthphysical treatment, and temperature fluctoatwhile providing a
superior level of performanc

We believe these characteristics willld@ais to maintain our leadership position in tbeebook computer market and to enhance our
position as a technological enabler within the raggKor digital lifestyle products and other eleoic devices.

Our user interface solutions are intenieshtisfy our customer’s specification needduidiog features and functionality, industrial
design, mechanical, and electrical requirements.pbaducts also offer unique integration optiomsJuding allowing our capacitive sensors
to be placed underneath the plastic of the dewibih allows for streamlined and stylized designsorporating LEDs to indicate status or
enhance industrial design, and incorporating &atidlicators, including ridges, Braille bumps, aextures designed to provide the user with
additional feedback.

Our emphasis on technological leaderahibdesign capabilities positions us to provideueiuser interface solutions that address
specific customer requirements. Our long-term wagkielationships with large, global OEMs providenith experience in satisfying their
demanding design specifications and other requingsn©ur custom product solutions provide OEMs witimerous benefits, including the
following:

. modular integration

. reduced product development co

. shorter product time to marke

. compact and efficient platform

. improved product functionality and utility; a
. product differentiation

We work with our customers in order toateir technical and functional specificatiomgit industrial design requirements, and their
desire to differentiate their products from tho$¢heir competitors. This collaborative effort reds the duplication and overlap of investn
and resources, enabling our OEM customers to dewote time and resources to the market developofaheir products.

We utilize capacitive technology rathwan resistive or mechanical technology in our pobdolutions. Unlike resistive and mechan
technology, our solid state capacitive technologyehno moving parts or activation force, thereldgnirig a durable, more reliable solution
that can be integrated into both curved and fldiases. Capacitive technologies also allow for milhner sensors than resistive or
mechanical technology, providing for slimmer, mooenpact and unique industrial designs.

4
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Products

Our family of product solutions allowsraustomers to solve their interface needs anémifftiate their products from those of their
competitors.

TouchPad

Our TouchPad, which takes the place acdexs the functionality of a mouse, is a smallckesensitive pad that senses the position of
a person’s finger on its surface through the meamsant of capacitance. Our TouchPad provides arrateswwomfortable, and reliable method
for screen navigation and cursor movement and gesva platform for interactive input. Our TouchRBatltions allow our customers to
provide stylish, simple, user-friendly, and intuéiuser interface solutions for both the consumedrarporate markets. Our TouchPad
solutions offer various advanced features, inclgdire following:

» Virtual scrolling. This feature enables the user to scroll throughdoogment by swiping a finger along the side otdrotof the
TouchPad

« Customizable tap zoneBhese zones permit designated portions of the TRadho be used to simulate mouse clicks, launch
applications, and perform other selected functi

+ PalmChecl™ . PalmCheck eliminates false activation when a p¢'s palm accidentally rests on the TouchF
+ EdgeMotior™  This feature permits cursor movement to continuemd use's finger reaches the edge of the Touchl

« Tapping and dragging of icon$his feature allows the user to simply tap and lwldan icon in order to drag it, rather than being
forced to hold a button down in order to drag ami

« Multi-finger gesturesThis feature allows the user to designate speadimns when more than one finger is used on thefA®ad

Our TouchPad solutions are available waréety of sizes, electrical interfaces, and thiekses. Our TouchPad solutions are designed tc
meet the electrical and mechanical specificatidrauo customers. Customized firmware and drivetveafe ensure the availability of
specialized features. As a result of their soladestharacteristics, our TouchPad solutions hawaaang parts that wear out, resulting in a
robust and reliable input solution that also alldarsunique industrial designs.

TouchStyk

Our TouchStyk is a proprietary pointinigls interface solution. TouchStyk is a self-contd, easily integrated module that uses
capacitive technology similar to that of our TouadPTouchStyk is enabled with press-to-select apetd-click capabilities and can be easily
integrated into multiple computing and communicagialevices. In addition, our design greatly redsteseptibility to electromagnetic
interference, thereby providing greater pointingueacy and preventing the pointer from drifting whet in use.

We are currently shipping our TouchStykotebooks, portable multimedia players, and uttodile personal computers. Our modular
approach allows OEMs to include our TouchPad, @muchStyk, or a combination of both interfaces kirtiproducts.
Dual Pointing Solution:

Our dual pointing solutions offer a Tolkell with a pointing stick in a single notebook catep, enabling users to select their interface
of choice. Our dual pointing solution also provides end user the ability to use both interfacesr@mangeably. Our dual pointing solution
provides the following advantages:

» cos-effective and simplified OEM integratio
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« simplified OEM product line because one device ams both solutions
» single-source supplier, which eliminates compatibilityuiss; anc
» end user flexibility because one notebook can addoeth user preferenc

We have developed two solutions for useaé dual pointing market. Our first solution igtates all the electronics for controlling a
third-party resistive strain gauge pointing stickaour TouchPad PCB. This solution simplifies Oitégration by eliminating the need to
procure the pointing stick electronics from anotbarty and physically integrate them into the notdb Our second dual pointing solution
uses our TouchStyk rather than a third-party pogqstick and offers the same simplified OEM int¢igra The second solution is a
completely modular design, allowing OEMs to offerithPad-only, TouchStyk-only, or dual pointing $ioins on a build-to-order basis.

LuxPad

LuxPad is an innovative illuminated ThBad. The LuxPad is designed to allow our custotoeddferentiate their products. The
LuxPad can either light up the entire touchpadtligp a logo in the center of the TouchPad, ortlighdesignated “virtual buttons” on the
TouchPad, depending on the preference of the noketbesigner.

Dual Mode TouchPa

Dual Mode TouchPad is designed to tramsfine TouchPad from a cursor control device tausmth and control center with the touch
of a button. In default mode, the Dual Mode prositlee same cursor control for on screen navigatioa standard TouchPad. When the user
taps on a launch icon located on the TouchPadajrieons illuminate on the TouchPad surface.

The Dual Mode offers a variety of custeation options to the OEM, including tap zonesl&mmnching applications and multimedia
controls, scrolling zones to adjust volume, andgpronmable buttons so end users can choose whidieatmm they would like to launch
through our Dual Mode driver. To regain cursor colthe user simply taps the mode switch buttoo tae illuminated icons disappear,
allowing the user to control the cursor for on-scr@avigation.

QuickStroke

QuickStroke provides a fast, easy, ardiiate way to input Chinese characters. Using @eognition technology that combines our
patented software with our TouchPad, QuickStrokereaognize handwritten, partially finished Chinebaracters, thereby saving
considerable time and effort. Our QuickStroke, whdperates with our touch pad products, can bgiated into notebook computers,
keyboards, and a host of stand-alone interfacecds\that use either a pen or a finger.

Our patented Incremental Recognition Tiedbgy allows users to simply enter the first fevokes of a Chinese character, and
QuickStroke accurately interprets the intended atter. Since the typical Chinese character consisaa average of 13 strokes, QuickStroke
technology saves considerable time and effort. Weport different alphabets or characters to odetlging pattern recognition engine,
allowing us to offer support for different language

TouchRing

Our TouchRing is an integrated, solidesgrrolling wheel utilizing our capacitive touansing technology that enables the user to
navigate through menus and scroll through lists. TwchRing is utilized in MP3 players, personaldiaeplayers, and remote controls,
enabling the user to navigate efficiently througbnms and scroll through extensive play lists amdyso

6
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ScrollStrip

ScrollStrip is a one-dimensional TouchBwt provides a simple and intuitive way for ugerscroll through menus, navigate through
content, and adjust controls. A ScrollStrip carubed in a wide variety of applications that reqait&in, robust, accurate, and easy-to-use
input and navigation device, including PC peripksersuch as keyboards and mice, and digital lifegtyoducts. ScrollStrip is thin,
lightweight, and flexible and can be mounted orvedrsurfaces to meet the industrial design needsioDEM customers. Currently, the
ScrollStrip is incorporated into a number of desidacluding MP3 players, PC keyboards, and contputee.

LightTouch

LightTouch is a simple, easy to use,istyinterface solution that replaces mechanicabiostwith an illuminated sensor programme
perform functions, such as multimedia controls|udig pause, play, fast-forward, and rewind. Lighich is designed for integration under
the plastic face of a device, allowing for a seathih design that is both stylish and durable.r€utly, a number of custom LightTouch
solutions are available in the market, includingtimedia controls for notebook PCs, a multimedigid@ard, and as button controls for MP3
players.

MobileTouch

MobileTouch is a new product solutionafieally designed for the mobile phone environmtirat combines our expertise in ease of
use with our technology capabilities. The resuttistom-designed modules that can combine ourlisarp$election, and navigation
capabilities into a simple, easy to use interfadat®n that improves access to mobile phone cdri#ted applications. MobileTouch can be
mounted beneath the plastic of the phone, makinglit suited to the mobile phone environment wisdira design and durability are
essential.

SmartTouch

SmartTouch is a software-configurableiliary interface for notebook computers that enaliietebook computer OEMs to offer their
customers the advanced functionality and custorizabf our software-configured LightTouch controdr with on-screen display. Our
SmartTouch solution replaces conventional multiradwlittons with virtual contextual controls thatamnatically adapt to the software
application that is being used at the time to presastomized browser, media player, DVD playersymtems controls and enables users to
personalize touch control behavior, including audedback, touch sensibility, illumination, contfohctions, and control placement.

ClearPad

ClearPad consists of a clear, thin cajwacsensor that can be placed over any viewabfae including display devices, such as
LCDs. Similar to our traditional TouchPad, our CRad has various distinct advantages, including kgeight; low profile form factor; high
reliability, durability, and accuracy; and low pawansumption. ClearPad, can be mounted on or undged surfaces, providing for unique
and sleek industrial designs.

NavPoint

The NavPoint solution offers users img@¥unctionality and versatility in accessing anahnaging content in handheld devices thrc
unique navigation controls, including short- anddalistance scrolling features, tapping, and mdikgecursor navigation.

OneTouch

OneTouch is a configurable solution basedur capacitive sensing technology, which inekid capacitive sensing ASIC, easy-to-use
design tools, documentation, and technical supfitat,enables customers to develop their own cusgtterface designs in-house for
capacitive buttons and scrolling applications inaas products, including mobile phones, portalgtal media players, and PC peripherals,
such as monitors, keyboards, mice, and remoteasn®neTouch increases our reach from a custotaedgoint by offering them an
alternative and flexible way to leverage our tedhgy and know-how whether through our traditionastom
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module solution or through the new OneTouch cajglfiat allows them to implement capacitive segsimhouse when design integratior
quick design turns are important.

Technologies

We have developed and own an extensies af technologies, encompassing ASICs, firmwsaoétware, pattern recognition, and
touch sensing technologies. With 89 U.S. patentsrite and 55 U.S. patents pending, as well as manyU.S. counterparts, we continue to
develop technology in these areas. We believe tiee$mologies and the related intellectual properdate barriers for competitors and allow
us to provide user interface solutions in a varatiiigh-growth market segments.

Our broad line of user interface solusianirrently is based upon the following key techgas:
. capacitive position sensing technolo
. capacitive force sensing technolo
. transparent capacitive position sensing technol
. pattern recognition technolog
. mixed signal, very large scale integrated cirawityL S, technology; an
. proprietary microcontroller technolog

In addition to these technologies, wesallgw firmware and driver software that we incorperato our products, which provide unique
features, such as virtual scrolling, customizabfezones, PalmCheck, EdgeMotion, and tapping aaghirg of icons. In addition, our ability
to integrate all of our products to interface withjor operating systems, including Windows 98, VWdind 2000, Windows NT, Windows CE,
Windows XP, Windows ME, Windows Vista, Mac OS, PecRC, Palm OS, Symbian, UNIX, and LINUX, provideswith a competitive
advantage.

Capacitive Position Sensing Technologkis technology provides a method for sensing tesgnce, position, and contact area of one
or more fingers or a conductive stylus on a flatunved surface, such as our TouchPad, TouchRntySarollStrip. Our technology works
with very light touch and provides highly respomsaursor navigation, scrolling, and selection sksino moving parts, can be implemented
under plastic, and is extremely durable.

Capacitive Force Sensing Technolog@iis technology senses the direction and magnitfideforce applied to an object. The object
can either move when force is applied, like a tgpjoystick used for gaming applications, or it ¢@isometric, with no perceptible motion
during use, like our TouchStyk. The primary comipeti for this technology is resistive strain gatgehnology. Resistive strain gauge
technology requires electronics that can sensesmg}l changes in resistance, presenting challetagibe design of that circuitry, including
sensitivity to electrical noise and interferencer ®lectronic circuitry determines the magnitudd direction of an applied force, permits v
accurate sensing of tiny changes in capacitanckramimizes electrical interference from other s

Transparent Capacitive Position Sensing Technol®is technology allows us to build transparent senfor use with our capacitive
position sensing technology, such as in our ClearR&as all the advantages of our capacitivetrssensing technology and allows for
visual feedback when incorporated with a displayiaks such as an LCD. Our technology does not requalibration, does not produce
undesirable internal reflections, and has reduoeep requirements, allowing for longer battery.life

Pattern Recognition Technologihis technology is a set of software algorithms uhniques for converting real-world data, such as
handwriting, into a digital form that can be recizgd and manipulated within a computer, such aQuickStroke product and gesture
decoding for our TouchPad products. Our technofwrgyides reliable handwriting recognition and caruised in other applications such as
signature verification.
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Mixed Signal VLSI Technologyhis hybrid analogdigital integrated circuit technology combines pmver of digital computation wit
the ability to interface with non-digital, real-wdrsignals, such as the position of a finger olustpn a surface. Our patented design
techniques permit us to utilize this technologpptimize our core ASIC engine for all our products.

Proprietary Microcontroller Technologylhis technology consists of a proprietary 16-bitracontroller core embedded in the digital
portion of our mixed signal ASIC, which allows wsdptimize our ASIC for position sensing tasks. @mbedded microcontroller provides
great flexibility in customizing our product solaitis utilizing firmware, which eliminates the neediesign new circuitry for each new
application.

Competing Technology

Many user interface solutions currentijize resistive sensing technology. Resistive sentechnology consists of a flexible membr
above a flat, rigid, electrically conductive sudgatVhen finger or stylus pressure is applied tontleenbrane, it deforms until it makes contact
with the rigid layer below, at which point attacheldctronics can determine the position of thedimgy stylus. Since the flexible membrane is
a moving part, it is susceptible to mechanical veeat will eventually suffer degraded performanceeo the way that resistive position
sensors work, it is not possible for them to detecte than a single finger or stylus at any giveret The positional accuracy of a resistive
sensor is limited by the uniformity of the resistisoating as well as by the mechanics of the flexibembrane. Finally, implementations of
resistive technology over display devices, sucarasCD, result in reduced transmissivity, or theoamnt of light that can pass through the
display, requiring the use of backlighting and éisrreducing the battery life of the device.

Research and Development

We conduct ongoing research and developpregrams that focus on advancing our technofgieveloping new products, improvi
design and manufacturing processes, and enhari@nguiality and performance of our product soluti@hsr goal is to provide our customers
with innovative solutions that address their negu$ improve their competitive positions. Our reshand development is focused on
advancing our existing interface technologies, rprg our current product solutions, and expandingtechnologies to serve new markets.
Our vision is to offer user interface solutions;tsas touch, handwriting, vision, and voice captisl, that can be readily incorporated into
varied electronic devices.

Our research and development programssfoo the development of accurate, easy to usableland intuitive user interfaces for
electronic devices. We believe our innovative ifiee technologies can be applied to many diversdyats. We believe the interface is a key
factor in the differentiation of these products. Bétieve that our interface technologies enabl®ysovide customers with product solutions
that have significant advantages over alternate@riologies in terms of functionality, size, powensumption, durability, and reliability. W
also intend to pursue strategic relationships aggiaitions to enhance our research and developoagatbilities, leverage our technology,
and shorten our time to market with new technolalgggplications.

Our research, design, and engineeringgdaequently work directly with our customers &sijn custom solutions for specific
applications. We focus on enabling our customers/eycome technical barriers and enhance the peafoce of their products. We believe
our engineering know-how and electronic system&#ige provide significant benefits to our custosigy enabling them to concentrate on
their core competencies of production and marketing

As of June 30, 2007, we employed 161 [eeimpour technology, engineering, and productgteginctions in the United States, Hong
Kong, and Taiwan. Our research and developmentresgsevere approximately $25.0 million, $35.4 milliand $39.4 million in fiscal 2005,
2006, and 2007, respectively.

Intellectual Property Rights

Our success and ability to compete dejreipart on our ability to maintain the propriet@spects of our technologies and products
rely on a combination of patents, copyrights, traderets, trademarks, confidentiality agreemenis ather contractual provisions to protect
our intellectual property, but these measures
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may provide only limited protection. Our researdbsign, and engineering teams frequently work tiredth our OEM customers to design
custom solutions for specific applications.

We hold 89 U.S. patents in force and Heiv&).S. patents pending, as well as many non-thterparts to the U.S. patents and U.S.
patents pending. Collectively, these patents atehpapending cover various aspects of our keyngolgies, including touch sensing, pen
sensing, handwriting recognition, customizablezapes, edge motion, and virtual scrolling techniglegOur proprietary software is protec
by copyright laws. The source code for our proprigsoftware is also protected under applicabléetisecret laws.

Our extensive array of technologies idelsi ASICs, firmware, software, and pattern recagmiand position sensing technologies. Our
products rely on a combination of these technokgigaking it difficult to use any single technolagg/the basis for replicating our products.
Furthermore, the length and customization of tretamer design cycle serve to protect our intell@gmoperty rights.

Patent applications that we have filedhay file in the future may not result in a pateeing issued. Our issued patents may be
challenged, invalidated, or circumvented, and cgaghour patents may not be of sufficient scopst@ngth, or issued in the proper
geographic regions, to provide meaningful protectio any commercial advantage. We have not apfdiecnd do not have, any copyright
registration on our technologies or products. Weetegpplied to register certain of our trademarkheUnited States and other countries.
There can be no assurance that we will obtain tragiiens of trademarks in key markets. Failurelitamn registrations could compromise our
ability to protect fully our trademarks and bramasl could increase the risk of challenge from tpadies to our use of our trademarks and
brands. In addition, our failure to enforce andi@coour intellectual property rights or obtainrfrehird parties the right to use necessary
technology could have a material adverse effeadwrbusiness, financial condition, and resultspdrations.

We do not consistently rely on writtemegments with our customers, suppliers, manufactuaad other recipients of our technologies
and products, and therefore some trade secretgtimytanay be lost and our ability to enforce ouellectual property rights may be limited.
Furthermore, our customers, suppliers, manufactpeerd other recipients of our technologies andyxts may seek to use our technologies
and products without appropriate limitations. le fhast, we did not consistently require our empmsyand consultants to enter into
confidentiality agreements, employment agreememtgroprietary information and invention agreememtgerefore, our former employees
and consultants may try to claim some ownershigr@st in our technologies and products and maypustechnologies and products
competitively and without appropriate limitations.

Other companies, including our competitonay develop technologies that are similar oesapto our technologies, duplicate our
technologies, or design around our patents andiraag or obtain patents or other proprietary righés would prevent, limit, or interfere wi
our ability to make, use, or sell our products e€five intellectual property protection may be waikable or limited in some foreign countries
in which we operate, such as China and Taiwan. thosized parties may attempt to copy or otherwse aspects of our technologies and
products that we regard as proprietary. There eamobassurance that our means of protecting owrigtary rights in the United States or
abroad will be adequate or that competitors witlindependently develop similar technologies. If mtellectual property protection is
insufficient to protect our intellectual properfghits, we could face increased competition in tleek®at for our technologies and products.

We may receive notices from third parttest claim our products infringe their rights. fréime to time, we receive notice from third
parties of the intellectual property rights sucltiga have obtained. We cannot be certain thatemimologies and products do not and will
not infringe issued patents or other proprietagits of third parties. Any infringement claims, kvgr without merit, could result in significe
litigation costs and diversion of resources, inolgdhe payment of damages, which could have amahtelverse effect on our business,
financial condition, and results of operations.

Customers

Our customers include many of the worldigest PC OEMs, based on unit shipments, asagedl variety of consumer electronics
manufacturers. Our demonstrated track record tintglogical leadership, design innovation, prodwf@rmance, cost effectiveness, and on-
time delivery have resulted in our leadership pasiin providing user interface solutions to theetmok market. We believe our strong
relationship with our OEM
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customers, many of which are currently developiigital lifestyle products, will position us as ausoe of supply for their product offerings.
Our industry leading OEM customers irdis2007 included the following:

. Acer

. Asustek
. Dell

. Fujitsu

. Gateway

. Hewlet-Packarc
. IBM

. Lenovo

. LG Electronics

. NEC

. Samsun(

. Toshiba

We generally supply custom-designed petslto our OEM customers through their contractufiacturers. We sell our custom-
designed products directly to these contract manufers, which include Compal, Hon Hai, Inventeanzhun Electronical, Lenovo,
Shanghai Yi Hsin, Wistron, and Zhan Yun Shanghat&bnics. Sales to Compal and Wistron in the agagseaccounted for approximately
26% of our net revenue for fiscal 2007, and saldstentec and Wistron in the aggregate accoureddproximately 24% of our net rever
for fiscal 2006. No other customer accounted forartban 10% of our net revenue for either fiscdl@6r 2007. We supply our OneTouch
solution directly to our OEM customers.

We consider both the OEMs and their @gitmanufacturers to be our customers. Both the ©&Md their contract manufacturers may
determine the design and pricing requirements aakerthe overall decision regarding the use of ser interface solutions in their products.
The contract manufacturers place orders with ugh®purchase of our products, take title to theglpcts purchased upon shipment by us, anc
pay us directly for those purchases. These custh@are no return privileges except for warrantyjsions.

Strategic Relationships

We have used strategic relationshipsitaace our ability to offer valuedded customer solutions in the past and we irtteedter intc
additional strategic relationships with compankest thay help us serve our target markets.

Sales and Marketing

We sell our product solutions for incargon into the products of our OEM customers. \Wregate sales through direct sales
employees as well as outside sales representatigedistributors. Our sales personnel receive anbiat technical assistance and support
from our internal engineering resources becauseeoiiighly technical nature of our product solusio8ales frequently result from multi-level
sales efforts that involve senior management, desigjineers, and our sales personnel interactitigouir customers’ decision makers
throughout the product development and order psces

We currently employ 79 sales and markggirofessionals. We maintain eight customer suppffices domestically and international
which are located in the United States, Taiwanp@hKorea, Japan, Hong Kong, and Switzerland. tfitiath, we utilize sales representatives
in Korea, Singapore, and Malaysia and sales digtiis in Japan and Taiwan.

International sales constituted approx@tya98%, 98%, and 99% of our revenue for fiscdd2®006, and 2007, respectively. Over
90% of our sales were made to companies locat€thima and Taiwan that provide design and manufaxgjigervices for major notebook
computer and digital lifestyle product OEMs. All@dr sales were denominated in U.S. dollars.

Manufacturing

We employ a virtual manufacturing platfothrough third-party relationships. We currenttifize two semiconductor wafer
manufacturers to supply us with silicon wafers gnéting our proprietary design specifications. Thepleted silicon wafers are forwarded to
third-party package and test processors for further geeg into die and packaged ASICs, as applicaltiégiware then utilized in our custc
interface products.
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After processing and testing, the die ASHICs are consigned to various contract manufacsuior assembly or, in the case of
OneTouch ASICs are shipped directly to our custameuring the assembly process, our die or ASIébiebined with other components to
complete the module for our custom user interfatetion. The finished assembled product is subsettyushipped by our contract
manufacturers directly to our customers for intégrainto their products.

We believe our virtual manufacturing sty provides a scalable business model; enablesamncentrate on our core competencies of
research and development, technological advanndpraduct design; and reduces our capital expemdit In addition, this strategy
significantly reduces our working capital requirertsefor inventory because we do not incur mostusfroanufacturing costs until we have
actually shipped our interface products to our@ustrs and billed those customers for those products

Our third-party contract manufacturers Asian-based organizations. We provide our cohtremufacturers with six-month rolling
forecasts of our production requirements. We do mmivever, have long-term agreements with any ottoatract manufacturers that
guarantee production capacity, prices, lead timedglivery schedules. The strategy of relyingluwst parties exposes us to vulnerability
owing to our dependence on few sources of supplbalieve, however, that other sources of supm@yaaailable. In addition, we may
establish relationships with other contract manuwii@es in order to reduce our dependence on angamee of supply.

Periodically, we purchase inventory froor contract manufacturers when a customer’s dglisehedule is delayed or a customer’s
order is cancelled. In those circumstances in whighcustomer has cancelled its order and we peectmventory from our contract
manufacturers, we consider a write-down to redbeecairrying value of the inventory purchased toé@srealizable value. Write-downs to
reduce the carrying value of obsolete, slow movargl non-usable inventory to net realizable vaheecharged to cost of revenue.

Backlog

As of June 30, 2007, we had a backlogrdérs of approximately $46.9 million, an increa§18.2 million compared with our backl
of orders as of June 30, 2006 of approximately Bagllion. The increase in backlog is primarilyatgd to the increase in demand for our
products. Our backlog consists of product ordersviiich purchase orders have been received anchvelnecgenerally scheduled for shipr
within three months. Most orders are subject tohreduling or cancellation with limited penaltie®dause of the possibility of customer
changes in product shipments, our backlog as aftcplar date may not be indicative of net satesahy succeeding period.

Competition

Our principal competitor in the sale otebook touch pads is Alps Electric, a Japanesgloorerate. Our principal competitors in the
sale of notebook pointing sticks are Alps ElectN&)B, and CTS. In the markets for digital lifestydeoducts and other electronic devices,
competitors include Alps Electric, Cypress, Quaniiechnology Management, and various other compamigdved in user interface
solutions. In certain cases, large OEMs may deval@pnative user interface solutions for their qwaducts or provide key components for
use in designing user interface solutions.

In the notebook user interface marketples to continue to compete primarily on the basisur technological expertise, design
innovation, customer service, and the long trackm of performance of our user interface solutiomduding their ease of use, reliability,
and costeffectiveness as well as their timely design, pobida, and delivery schedules. Our pointing stickugons, including our proprietal
TouchStyk, enable us to address the approximatefatie notebook computer market that uses solelyimting stick rather than a touch pad
as the user interface as well as the approxime¥e dfihe notebook market that uses dual pointitgriaces. Our ability to supply OEMs w
TouchPads, TouchStyks, and dual pointing altereatenhances our market position as we can provicsQwvith the following advantages:

. single source supplier to eliminate compatibilggues

. cos-effective and simplified integratiol
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. simplified product line to address both interfaceferences
. end user flexibility because one notebook can adoeth user preferences; ¢
. modular approach allowing OEMs to utilize our ToReld, our TouchStyk, or a combination of both irstees

In the user interface markets for diglifaistyle products and other electronic devices,compete primarily based on the advantages of
our systems knowledge of capacitive sensing andahpattern recognition technologies. We believesmlutions based engineering exper
coupled with our technologies offer benefits immerof size, power consumption, durability, liglartsmissivity, resolution, ease of use, and
reliability when compared to our competitors angeottechnologies. While these markets continuezédve and we do not know what the
competitive factors will ultimately be, we beliewe are positioned to compete aggressively forlihsness based on our proven track rec
our marquee global customer base, and our repntttialesign innovation. However, some of our cotitpes have greater market
recognition, larger customer bases, and substyngisater financial, technical, marketing, distion, and other resources than we possess
that afford them potential competitive advantagesa result, they may be able to introduce new pebdolutions and respond to customer
requirements more quickly than we can. In additraw competitors, alliances among competitors|l@mnges among competitors and OEMs
may emerge and allow competitors to rapidly acgsigeificant market share.

Furthermore, our competitors or our costs may develop technologies in the future thatenedffectively address the user interface
needs of the notebook market and other marketssélas, profitability, and success depend on oilityatn compete with other suppliers of
user interface solutions and components used niniggface solutions. Our competitive position kcbibe adversely affected if one or more
our current OEMSs reduce their orders or if we arehle to develop new customers for our user inter&lutions.

Employees

As of June 30, 2007, we employed a tot@12 persons, including 72 in finance, admintstrg and operations; 79 in sales and
marketing; and 161 in research and developmenth&3fe employees, 205 were located in North Ameti@6,in Asia/Pacific, and one in
Europe. We consider our relationship with our emels to be good, and none of our employees aresepied by a union in collective
bargaining with us.

Competition for qualified personnel inr dndustry is extremely intense, particularly forgeneering and other technical personnel. Our
success depends on our continued ability to attinéret, and retain qualified personnel.
Executive Officers

The following table sets forth certaifioirmation regarding our executive officers:

Name Age Position

Francis F. Le: 55 President, Chief Executive Officer, and Direc

Thomas J. Tierna 44 Executive Vice President and General Man:

Russell J. Knittel 57 Executive Vice President, Chief Financial Officéhief Administrative Officer, Secretar

and Treasure
Shawn P. Day, Ph.[ 41 Vice President and Chief Technical Offic

Alex Wong 51 Vice President of World Wide Operatio
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Francis F. Leenhas served as a director and the President and Exaeutive Officer of our company since Januar94d.%He was a
consultant from August 1998 to November 1998. Fiday 1995 until July 1998, Mr. Lee served as Genktahager of NSM, a Hong Kong-
based joint venture between National SemiconduCtsporation and S. Megga. Mr. Lee held a varietgxacutive positions for National
Semiconductor from 1988 until August 1995. Thessitms included Vice President of Communicatiod &omputing Group, Vice
President of Quality and Reliability, Director afaidard Logic Business Unit, and various other ajj@ns and engineering management
positions. Mr. Lee is a director of Foveon, Incprivately held company in which we have an ownigrgfterest. Mr. Lee holds a Bachelor of
Science degree, with honors, in electrical engingdrom the University of California at Davis.

Thomas J. Tiernahas been Executive Vice President and General Mairegur company since July 2007. Mr. Tiernan edras
Senior Vice President of our company from March@0ftil July 2007. Prior to joining our company, .Miernan served as Vice President
and General Manager of Symbol Technologies’ MoBitenputing Division. From 1985 to 2004, Mr. Tierrfagld various management and
executive positions at Hewlett-Packard, includingrning the Network Storage business in the AmeritesEnterprise Systems business in
Asia Pacific, and the PC business in Japan. Mrnaie holds a Bachelor's Degree in Electrical Engiimgy from California State Polytechnic
University and a Masters of Science in Computerifiggying from Santa Clara University.

Russell J. Knittehas been Executive Vice President, Chief Finar@ffiter, of our company since July 2007 and ChiefRcial
Officer, Chief Administrative Officer, Secretaryp@Treasurer of our company since November 2001 Kiittel served as Senior Vice
President of our company from April 2000 until J@§07. He served as the Vice President of Admatiistn and Finance, Chief Financial
Officer, and Secretary of our company from ApriDBGhrough October 2001. Mr. Knittel served as \Heesident and Chief Financial
Officer of Probe Technology Corporation from May99%o March 2000. He was a consultant from Janu@8® until April 1999. Mr. Knittel
was Vice President and Chief Financial Officer tiri®ht Networks from November 1994 to Decembe®8.9Mr. Knittel holds a Bachelor of
Arts degree in accounting from California Stateudnsity at Fullerton and a Masters of Business Atstiation from San Jose State
University.

Shawn P. Day, Ph.has been Vice President and Chief Technical Offieur company since July 2007. He served as dce V
President of Research and Development of our coynfpam June 1998 through July 2007; as the Direof@oftware Development of our
company from November 1996 until May 1998; and raiscfpal software engineer of our company from Astgl995 until October 1996.
Mr. Day holds a Bachelor of Science degree and @dbdate, both in electrical engineering, from th@uvérsity of British Columbia in
Vancouver, Canada.

Alex Wongdhas been the Vice President of World Wide Operatifrour company since September 2006. From 2028Q6,
Mr. Wong served our company as Managing Directddafig Kong and Director of Operations. Prior tajog Synaptics, Mr. Wong held
various management positions with National Semiaetat, including General Manager for National Jaientures in China and Hong Kong
as well as the Director of Corporate Business Dmyakent. Mr. Wong holds a Bachelor of Science degré&omputer Science from
California State University at Northridge and a kas in Business Administration from the UniversifyEast Asia, Macau.
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ITEM 1A. RISK FACTORS

You should carefully consider the followgifactors, together with all the other informatinoluded in this report, in evaluating our
company and our business.

We currently depend on our TouchPad and TouchStyk pducts, and the notebook computer market, for a gjnificant portion of our
revenue, and a downturn in these products or marketould have a disproportionate impact on our revene.

Historically, we have derived a substntiortion of our revenue from the sale of our Tidead and TouchStyk products for notebook
computers. While our long-term objective is to denievenue from multiple user interface solutiamstfoth the notebook computer market
and the markets for digital lifestyle products antldler electronic devices, we anticipate that salesir TouchPads and TouchStyks for
notebooks will continue to represent a signifigamittion of our revenue. The PC market as a whaseelxgerienced a slowdown in the rate of
growth. A continued or accelerated softening indamand in the notebook portion of the PC markeéhedevel of our participation in that
market would cause our business, financial condittmd results of operations to suffer more thay thould have if we offered a more
diversified line of products.

Net revenue from our user interface solutions for wjital lifestyle products have been volatile in thepast, and our net revenue from our
user interface solutions for digital lifestyle prodicts may not increase or be less volatile in the tiure.

Net revenue from our user interface sohg for digital lifestyle products, particularlyppable digital music players, have been volatile
in the past, and sales for other digital lifesfgteducts, such as mobile phones, have not beeifisag to date. Our net revenue from our |
interface solutions for digital lifestyle produetey not increase or be less volatile in the futbiet. revenue from our user interface solutions
for digital lifestyle products were $27.0 millioor 15% of our net revenue, in fiscal 2006 and $40il6on, or 15% of our net revenue, in
fiscal 2007. Further, our interface business fgitdl lifestyle products faces many uncertaintpgticularly portable digital music players,
including our success in penetrating new marketsidated by a limited number of OEMs. Our inabilityaddress these uncertainties
successfully and to become a leading supplier ef inderfaces for digital lifestyle products woulssult in a slower growth rate than we
currently anticipate. We do not know whether owgristerface solutions for the digital lifestyleopuct market will gain market acceptanci
will ever result in a substantial portion of ouveaue on a consistent basis. The failure to sucicettise other markets would result in no
return on the substantial investments we have rteadate and plan to make in the future to penetregse markets.

We cannot assure you that our user interface busiss for digital lifestyle products will be successfior that we will be able to generate
significant revenue from the markets for digital lifestyle products.

Various target markets for our interfaceech as those for smart phones, GPS devicest baratheld devices, and interactive games
and toys, are uncertain, may develop slower thaéigipated, or could utilize competing technologi€he market for certain of these products
depends in part upon the development and deployafenteless and other technologies, which may ay mot address the needs of users of
these new products.

Our ability to generate significant reuerfrom the markets for certain digital lifestyl®g@ucts and other electronic devices will depend
on various factors, including the following:

. the development and growth of these mark

. the ability of our technologies and product solus to address the needs of these markets, theeetents of OEMs, and the
preferences of end users; ¢

. our ability to provide OEMs with user interfaadigions that provide advantages in terms of gipsyer consumption, reliability,
durability, performance, and va-added features compared with alternative soluti
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Many manufacturers of these products leeleestablished relationships with competitivgliers. Penetrating these markets will
require us to offer better performance alternatteesxisting solutions at competitive costs. Weagatly do not have a significant backlog of
orders for our user interface solutions to be ipooated in products in these markets. The failfir@ng of these target markets to develop as
we expect, or our failure to penetrate these marticea significant extent, will impede our antidgdisales growth and could result in
substantially reduced earnings from those we auatiei We cannot predict the size or growth ratdie$e markets or the market share we will
achieve in these markets in the future.

Our historical financial performance is based primaily on net revenue generated from our user interfae solutions to the notebook
computer market and may not be indicative of our faure performance in other markets.

Our historical financial performance pairify reflects net revenue generated from our ugerface solutions for notebook computers.
While we expect sales of our user interface sahgtifor notebook computers to continue to generateatantial percentage of our revenue,
we expect to derive an increasing portion of ouereie from sales of our product solutions for didifestyle products, including portable
digital music players, mobile phones, and othectedamic devices. We have a limited operating historthese markets, especially for mobile
phones, upon which you can evaluate our prospebish may make it difficult to predict our actuabults in future periods. Actual results of
our future operations may differ materially fronr @nticipated results.

Market acceptance of our customers’ existing or neyproducts that utilize our user interface solutionmay decline or may not develop
and, as a result, our sales may decline or may nisicrease.

We do not sell any products to end udestead, we design various user interface solstibat our OEM customers incorporate into
their products. As a result, our success depemasstlentirely upon the widespread market acceptahoar OEM customers’ products. We
do not control or influence the manufacture, prdorgtdistribution, or pricing of the products thiatorporate our user interface solutions.
Instead, we depend on our customers to manufaahdelistribute products incorporating our userrfate solutions and to generate
consumer demand through marketing and promotiaialies. Even if our technologies successfullyaneur customers’ price and
performance goals, our sales would decline ortdailevelop if our customers do not achieve commaksgticcess in selling their products that
incorporate our user interface solutions.

Competitive advances by OEMs in the Pd@igital lifestyle product markets, which do noiliaé our user interface solutions broadly
their product offerings, at the expense of our o®EM customers could result in lost sales oppatiesr Within the digital lifestyle product
market, the portable digital music player markebdlas become an important factor in our operaénglts. Any significant slowdown in the
use of our user interface solutions by our custsrirethis market, the reduced demand for our custehproducts, or a slowdown in this
market would adversely affect our sales.

If we fail to maintain and build relationships with our customers and do not continue to satisfy ourustomers, we may lose future sal¢
and our revenue may stagnate or decline.

Because our success depends on the widebmarket acceptance of our customers’ prodwetsnust continue to maintain our
relationships with the leading notebook computer jportable digital music player OEMs and expandrelationships with mobile phone
OEMs. In addition, we must identify areas of sigrdht growth potential in other markets, estabtidhtionships with OEMs in those mark
and assist those OEMs in developing products tbabur interface technologies. Our failure to idfgmotential growth opportunities,
particularly in new markets, or establish and namtelationships with OEMs in those markets, waquievent our business from growing in
those markets.

Our ability to meet the expectations of customers requires us to provide innovative irgerface solutions for customers on a timely
and cost-effective basis and to maintain custoragsfaction with our user interface solutions. Wiestrmatch our design and production
capacity with customer demand, maintain satisfgaietivery schedules, and meet performance gdalge bre unable to achieve these goals
for any reason, our customers could reduce theghases from us and our sales would decline otdalevelop.

Our customer relationships also can bectdd by factors affecting our customers thatusmelated to our performance. These factors
can include a myriad of situations, including besisreversals of customers,
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determinations by customers to change their proghiscor abandon business segments, or mergersplidaisons, or acquisitions involving
our customers, such as the combination of Compddiamlett-Packard or the acquisition of IBM’s PGsimess unit by Lenovo.

Two customers accounted for an aggregate of 26% ofir net revenue in fiscal 2007, and the loss of remue from these customers
could harm our business, financial condition, and esults of operations.

Sales to two customers that provide @mitmanufacturing services to major OEMs accoufdedn aggregate of 26% of our net
revenue for the fiscal ended June 30, 2007, andctwtomers accounted for an aggregate of 24% ofi@urevenue for the fiscal ended
June 30, 2006. These customers were Compal andawistfiscal 2007 and Inventec and Wistron indis2006. Additionally, receivables
from each of Compal and Zhan Yun Shanghai Eleatmoexceeded 10% of accounts receivable and ingiipegate represented 29% of
accounts receivable at June 30, 2007.

Compal, Inventec, Wistron, and Zhan Yimai®hai Electronics are contract manufacturerssisate our OEM customers. Any mate
delay, cancellation, or reduction of orders frony ane or more of these contract manufacturerseBEMs they serve could harm our
business, financial condition, and results of ofiena. The adverse effect would be more substaifitalr other customers in the notebook
computer industry do not increase their order$ weiare unsuccessful in generating orders for uierface solutions in the markets for
digital lifestyle products and other electronic ides, from existing or new customers. Many of them&ract manufacturers sell to the same
OEMs, and therefore our concentration with cer@itMs may be higher than with any individual contra@anufacturer. Concentration in our
customer base may make fluctuations in revenuearmings more severe and make business planning diféicult.

We rely on others for our production and any interruptions of these arrangements could disrupt our altity to fill our customers’
orders.

We utilize contract manufacturers forcdlbur production requirements. The majority of manufacturing is conducted in China, H
Kong, Singapore, Taiwan, and Thailand by contraahufiacturers that also perform services for nurrsenthier companies. We do not have a
guaranteed level of production capacity with anpwf contract manufacturers. Qualifying new corttraanufacturers, and specifically
semiconductor foundries, is time consuming and migsult in unforeseen manufacturing and operatwoblems. The loss of our
relationships with our contract manufacturers seasblers or their inability to conduct their maratfaing and assembly services for us as
anticipated in terms of cost, quality, and timetimeould adversely affect our ability to fill custer orders in accordance with required
delivery, quality, and performance requirementshi$ were to occur, the resulting decline in raxewould harm our business.

We depend on third parties to maintain satisfactorymanufacturing yields and delivery schedules, ancheir inability to do so could
increase our costs, disrupt our supply chain, andasult in our inability to deliver our products, which would adversely affect our
results of operations.

We depend on our contract manufactumersdintain high levels of productivity and satiséag delivery schedules at manufacturing
and assembly facilities located primarily in Chirpng Kong, Singapore, Taiwan, and Thailand. Weviglour contract manufacturers with
six-month rolling forecasts of our production regments. We do not, however, have long-term agratswegth any of our contract
manufacturers that guarantee production capadigeg lead times, or delivery schedules. Our @mtmanufacturers serve other customers,
a number of which have greater production requirgmthan we do. As a result, our contract manufacsucould determine to prioritize
production capacity for other customers or reducgliminate deliveries to us on short notice. Ates, we have experienced lower than
anticipated manufacturing yields and lengthenindadivery schedules. Lower than expected manufexgfwields could increase our costs or
disrupt our supplies. We may encounter lower mattufing yields and longer delivery schedules in smncing volume production of our
new products. Any of these problems could resuttuininability to deliver our product solutionsartimely manner and adversely affect our
operating results.
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Shortages of components and materials may delay oeduce our sales and increase our costs, therebyrhagng our results of
operations.

The inability to obtain sufficient quaigs of components and other materials necessathidgproduction of our products could result
in reduced or delayed sales or lost orders. Angiydiel or loss of sales could adversely impact garating results. Many of the materials L
in the production of our products are availableydrom a limited number of foreign suppliers, pautarly suppliers located in Asia. In most
cases, neither we nor our contract manufacturers leag-term supply contracts with these supplidssa result, we are subject to economic
instability in these Asian countries as well agttreased costs, supply interruptions, and diffiealin obtaining materials. Our customers
may encounter difficulties or increased costs itamling the materials necessary to produce theiyxts into which our product solutions
incorporated.

From time to time, materials and compasersed in our product solutions or in other aspetbur customers’ products have been
subject to allocation because of shortages of tiregerials and components. Shortages in the fetul cause delayed shipments, customer
dissatisfaction, and lower revenue.

We are subject to lengthy development periods andrpduct acceptance cycles, which can result in devigiment and engineering costs
without any future revenue.

We provide user interface solutions tratincorporated by OEMs into the products thely €#Ms make the determination during
their product development programs whether to ipoate our user interface solutions or pursue ahernatives. This process requires us to
make significant investments of time and resouincdle design of user interface solutions well befour customers introduce their products
incorporating these interfaces and before we casubzthat we will generate any significant satesur customers or even recover our
investment. During a customer’s entire product tgwaent process, we face the risk that our intedasill fail to meet our customer’s
technical, performance, or cost requirements drabaproducts will be replaced by competitive prois or alternative technological
solutions. Even if we complete our design processmanner satisfactory to our customer, the custonay delay or terminate its product
development efforts. The occurrence of any of tlee@mts could cause sales to not materialize, tbeberred, or to be cancelled, which wo
adversely affect our operating results.

We do not have longterm purchase commitments from our customers, andhteir ability to cancel, reduce, or delay orders cold reduce
our revenue and increase our costs.

Our customers do not provide us with filamg-term volume purchase commitments, but irstesue purchase orders. As a result,
customers can cancel purchase orders or reducday drders at any time. The cancellation, delayeduction of customer purchase orders
could result in reduced revenue, excess inventorg,unabsorbed overhead. We have an establisheghpeein the notebook computer
market and have only recently established a presenthe digital lifestyle products markets. Oucaess in the digital lifestyle product mar
will require us to establish the value added byproducts to OEMs that have traditionally used pwdutions. All of the markets we serve
are subject to severe competitive pressures, tapithological change, and product obsolescencehwhcrease our inventory and overhead
risks, resulting in increased costs.

We face intense competition that could result in auosing or failing to gain market share and suffemg reduced revenue.

We serve intensely competitive marketd #re characterized by price erosion, rapid teldgical change, and competition from major
domestic and international companies. This inteasepetition could result in pricing pressures, losaes, reduced margins, and lower
market share. Any movement away from high-quatiistom designed, feature-rich user interface soistto lower priced alternatives would
adversely affect our business. Some of our congpstiparticularly in the markets for digital lifgl# products and other electronic devices,
have greater market recognition, larger customse$iaand substantially greater financial, technioarketing, distribution, and other
resources than we possess and that afford thematitivgp advantages. As a result, they may be abtkevote greater resources to the
promotion and sale of products, to negotiate lopvares for raw materials and components, to delveenpetitive products at lower prices,
and to introduce new product solutions and resgiomtistomer requirements more quickly than we €am.competitive position could suffer
if one or more of our customers determine not tiizatour custom engineered, total solutions appincand instead decide to design and
manufacture their own interfaces, to contract witin competitors, or to use alternative technolagies
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Our ability to compete successfully deggean a number of factors, both within and outsidecontrol. These factors include the
following:

. our success in designing and introducing new ugerface solutions, including those implementing technologies

. our ability to predict the evolving needs of oustmmers and to assist them in incorporating ourrtelngies into their new produc
. our ability to meet our custon’s requirements for low power consumption, easesef teliability, durability, and small form factc
. the quality of our customer servict

. the rate at which customers incorporate our ugerfacce solutions into their own produc

. product or technology introductions by our comest anc

. foreign currency fluctuations, which may cauderaign competitor’s products to be priced sigrafidy lower than our product
solutions.

If we do not keep pace with technological innovatius, our products may not be competitive and our reenue and operating results ma
suffer.

We operate in rapidly changing marketchinological advances, the introduction of new potsl and new design techniques could
adversely affect our business unless we are aladapt to the changing conditions. Technologicabades could render our solutions
obsolete, and we may not be able to respond efdgtio the technological requirements of evolvingrkets. As a result, we will be required
to expend substantial funds for and commit sigaifioresources to

. continue research and development activities ostiegi and potential user interface solutic
. hire additional engineering and other technicaspenel, anc
. purchase advanced design tools and test equip

Our business could be harmed if we asbleto develop and utilize new technologies tharess the needs of our customers, or our
competitors or customers do so more effectively tha do.

Our efforts to develop new technologies may not raft in commercial success, which could cause a di in our revenue and could
harm our business.

Our research and development efforts végipect to new technologies may not result inazast or market acceptance. Some or all of
those technologies may not successfully make #msition from the research and development laloso-effective production as a result of
technology problems, competitive cost issues, ypettblems, and other factors. Even when we suagigssbmplete a research and
development effort with respect to a particulahteadogy, our customers may decide not to introcaramay terminate products utilizing the
technology for a variety of reasons, including fibilowing:

. difficulties with other suppliers of components the products
. superior technologies developed by our competaadsunfavorable comparisons of our solutions witse technologie
. price considerations, ar

. lack of anticipated or actual market demand forgtaucts
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The nature of our business requires usake continuing investments for new technologiégnificant expenses relating to one or nn
new technologies that ultimately prove to be uneasful for any reason could have a material adweffeet on us. In addition, any
investments or acquisitions made to enhance otintdogies may prove to be unsuccessful. If ourreffare unsuccessful, our business could
be harmed.

We may not be able to enhance our existing produsblutions and develop new product solutions in artiely manner.

Our future operating results will depeaa significant extent on our ability to continteeprovide new user interface solutions that
compare favorably with alternative solutions on ltlasis of time to introduction, cost, performaraned end user preferences. Our success in
maintaining existing and attracting new customeis @eveloping new business depends on variousr&ételuding the following:

. innovative development of new solutions for custopreducts

. utilization of advances in technolog

. maintenance of quality standar

. efficient and co«-effective solutions, an

. timely completion of the design and introductiomefv user interface solutior

We recently introduced our OneTouch pobdiffering to enable our customers to accessemhmologies to develop their own user
interface designs for capacitive buttons and sagtpplications for products such as mobile phppegable digital music and video players,
and notebook peripherals. OneTouch may not enable achieve our goal of increasing our businesis @xisting customers or attracting
new customers. In addition, OneTouch could red@reanhd for our custom-designed user interface soisti

Our inability to enhance our existing g¢uiot solutions and develop new product solutiona timely basis could harm our operating
results and impede our growth.

A technologically new user interface solution thaachieves significant market share could harm our bsiness.

Our user interface solutions are designddtegrate touch, handwriting, and vision cafitids. New computing and communications
devices could be developed that call for a differsterface solution. Existing devices also coutdnodified to allow for a different interface
solution. Our business could be harmed if our petalbecome noncompetitive as a result of a teclgicdbbreakthrough that allows a new
interface solution to displace our solutions ande&e significant market acceptance.

International sales and manufacturing risks could aversely affect our operating results.

Our manufacturing and assembly operatéwagprimarily conducted in China, Hong Kong, Spgya, Taiwan, and Thailand by
manufacturing contractors. We have sales and logieperations in Hong Kong, and sales supportatjoers in China, Japan, Korea,
Switzerland, and Taiwan. These international op@matexpose us to various economic, political, ater risks that could adversely affect
our operations and operating results, includingfofiewing:

. difficulties and costs of staffing and managing @tr-national organizatior
. unexpected changes in regulatory requiremt

. differing labor regulations

. potentially adverse tax consequent

. tariffs and duties and other trade barrier restnt,
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. possible employee turnover or labor unr
. greater difficulty in collecting accounts receivat
. the burdens and costs of compliance with a vadéfgreign laws,
. potentially reduced protection for intellectual peaty rights, an
. political or economic instability in certain padéthe world.
The risks associated with internatioremations could negatively affect our operatingiitss
Our business may suffer if international trade is lindered, disrupted, or economically disadvantaged.

Political and economic conditions abrozaly adversely affect the foreign production aneé sélour products. Protectionist trade
legislation in either the United States or foreggmuntries, such as a change in the current tarifEtres, export or import compliance laws
other trade policies, could adversely affect oulitgtio sell user interface solutions in foreigrarkets and to obtain materials or equipment
from foreign suppliers.

Changes in policies by the U.S. or fongigvernments resulting in, among other thingshéaigaxation, currency conversion
limitations, restrictions on the transfer of fundsthe expropriation of private enterprises alsold have a material adverse effect on us. Any
actions by countries in which we conduct businesgvterse policies that encourage foreign investrmeforeign trade also could adversely
affect our operating results. In addition, U.Sd&aolicies, such as “most favored nation” statustsade preferences for certain Asian
nations, could affect the attractiveness of ouvises to our U.S. customers and adversely impacbperating results.

Our operating results could be adversely affectedybfluctuations in the value of the U.S. dollar agaist foreign currencies.

We transact business predominantly in ddiiars and bill and collect our sales in U.Slats. A weakening of the dollar could cause
our overseas vendors to require renegotiationtbéethe prices or currency we pay for their goad services. In the future, customers may
negotiate pricing and make payments in non-U.Seoaies. For fiscal 2007, approximately 5% of casts were denominated in non-U.S.
currencies, including Hong Kong dollars, Britishupds, Taiwan dollars, Japanese yen, Korean womeShiyuan, and Swiss francs.

If our overseas vendors or customersirequs to transact business in non-U.S. currentiiegpations in foreign currency exchange
rates could affect our cost of goods, operatingeagps, and operating margins and could resultdhange losses. In addition, currency
devaluation can result in a loss to us if we hagasits of that currency. Hedging foreign curresician be difficult, especially if the currency
is not freely traded. We cannot predict the impddtture exchange rate fluctuations on our opegatesults. We currently do not hedge any
foreign currencies, accordingly, we have no foragrrency hedge contracts outstanding as of theotadr fiscal year.

A majority of our contract manufacturers are located in China, Hong Kong, Singapore, Taiwan, and Thadnd increasing the risk that
a natural disaster, labor strike, war, or political unrest in those countries would disrupt our operabns.

A majority of our contract manufacturare located in China, Hong Kong, Singapore, Taivaad, Thailand. Events out of our control,
such as earthquakes, fires, floods, or other nladisasters, or political unrest, war, labor stsiker work stoppages in these countries would
disrupt their operations, which would impact ouedions. The risk of earthquakes in Taiwan isificant because of its proximity to major
earthquake fault lines. An earthquake, such astieethat occurred in Taiwan in September 1999,ccoalise significant delays in shipments
of our product solutions until we are able to shift outsourced operations. In addition, thereoigtipal tension between China and Taiwan
that could lead to hostilities. If any of these migeoccur, we may not be able to obtain alternatapacity. Failure to secure alternative
capacity could cause a delay in the shipment opoatluct solutions, which would cause our reveuifuctuate or decline.
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Variability of customer requirements resulting in cancellations, reductions, or delays may adverselyffact our operating results.

We must provide increasingly rapid praducnaround and respond to ever-shorter lead tithemriety of conditions, both specific to
individual customers and generally affecting thendad for OEMS’ products, may cause customers toetareduce, or delay orders.
Cancellations, reductions, or delays by a significaistomer or by a group of customers may advweefédct our revenue; and could require
us to repurchase inventory from our contract mastufars, which could adversely affect our costs.o@casion, customers require rapid
increases in production, which can strain our reszsiand reduce our margins. Although we have bbknto obtain increased production
capacity from our third-party manufacturers, we rhayunable to do so at any given time to meet ostoeners’ demands if their demands
exceed anticipated levels.

Our operating results may experience significant fictuations that could result in a decline in the pice of our stock.

In addition to the variability resultifigpm the short-term nature of our customers’ commaitts, other factors contribute to significant
periodic and seasonal quarterly fluctuations inregults of operations. These factors include dtlewiing:

. the cyclicality of the markets we sen
. the timing and size of order
. the volume of orders relative to our capac
. product introductions and market acceptance of m@ducts or new generations of produ
. evolution in the life cycles of our custom’ products;
. timing of expenses in anticipation of future ordk
. changes in product mix, including the percentageuafl pointing and single pointing products shipg
. availability of manufacturing and assembly servij
. changes in cost and availability of labor and congts;
. the expanded use of hi-cost thir-party components in the products we ¢
. timely delivery of product solutions to custome
. pricing and availability of competitive produc
. introduction of new technologies into the marketsserve
. emergence of new competito
. pressures on reducing selling pric
. the absolute and relative levels of corporate eniter and consumer notebook purcha
. our success in serving new markets,
. changes in economic conditiot
Accordingly, you should not rely on petito-period comparisons as an indicator of ourrfipperformance. Negative or unanticipated

fluctuations in our operating results may resubt idecline in the price of our stock.
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If we fail to manage our growth effectively, our irfrastructure, management, and resources could berstined, our ability to effectively
manage our business could be diminished, and our emating results could suffer.

The failure to manage our growth effegljvcould strain our resources, which would impedeability to increase revenue. We have
increased the number of our user interface solstéond plan to expand further the number and diyeo$iour solutions and their use in the
future. Our ability to manage our planned divecsifion and growth effectively will require us to

. successfully hire, train, retain, and motivate iddal employees, including employees outside thidd States
. enhance our global operational, financial, and rgangent systems; ai
. expand our production capaci

In connection with the expansion and diifecation of our product and customer base, veeitacreasing our personnel and making ¢
expenditures to meet the increased demand we gatticior our expanding product offerings, includaifgrings in the notebook computer
and digital lifestyle markets. Increases in the dechfor our products will require further expansadrour traditional notebook computer
business as well as an increasing presence inghaldifestyle product market, including portald@ital music and video players and mobile
phones. To date, our sales in the portable digitadic and video player market has varied signiiganom quarter to quarter and our mobile
phone business is in its formative stage. Riskduatber increased because customers do not cotariitn production schedules for more
than a short time in advance. Any increase in es@geim anticipation of future orders that do notarialize would adversely affect our
profitability. Our customers also may require rajpickeases in design and production services thaemn excessive shdgrm burden on o
resources and the resources of our third-party faaturers. If we cannot manage our growth effetiveur business and results of
operations could suffer.

We depend on key personnel who would be difficultotreplace, and our business will likely be harmed e lose their services or
cannot hire additional qualified personnel.

Our success depends substantially opffbets and abilities of our senior managementathér key personnel. The competition for
qualified management and key personnel, espe@alijneers, is intense. Although we maintain nonagitipn and nondisclosure covenants
with most of our key personnel, we do not have eyplent agreements with most of them. The loss wices of one or more of our key
employees or the inability to hire, train, and reteey personnel, especially engineers and techsiggport personnel, and capable sales and
customer-support employees outside the United Stetelld delay the development and sale of ourymrtsd disrupt our business, and
interfere with our ability to execute our businptn.

Our inability to protect our intellectual property could impair our competitive advantage, reduce ourevenue, and increase our costs.

Our success and ability to compete dejrepart on our ability to maintain the propriet@spects of our technologies and products
rely on a combination of patents, copyrights, traderets, trademarks, confidentiality agreemenis ather contractual provisions to protect
our intellectual property, but these measures mayige only limited protection. We license fromrthparties certain technology used in and
for our products. These third-party licenses aesntgrd with restrictions, and there can be no assasthat such third-party technology will
remain available to us on terms beneficial to us. f@ilure to enforce and protect our intellectpedperty rights or obtain from third parties
the right to use necessary technology could havetarial adverse effect on our business, finargatition, and results of operations. In
addition, the laws of some foreign countries doprotect proprietary rights as fully as do the lafshe United States.

Patents may not issue from the patenliGgijons that we have filed or may file in thedta. Our issued patents may be challenged,
invalidated, or circumvented, and claims of ourepéd may not be of sufficient scope or strengthssired in the proper geographic region
provide meaningful protection or any commercialatdage. We have not applied for, and do not hawecapyright registration on our
technologies or products. We have applied to registrtain of our trademarks in the United Statesather countries. There can be no
assurance that we will obtain registrations of @ple or other trademarks in key markets. Failorelitain registrations could
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compromise our ability to protect fully our tradeksmand brands and could increase the risk of ehgdt from third parties to our use of our
trademarks and brands.

We do not consistently rely on writtemegments with our customers, suppliers, manufactuaad other recipients of our technologies
and products, and therefore some trade secretgtimtanay be lost and our ability to enforce ouellectual property rights may be limited.
Additionally, our customers, suppliers, manufaatsirand other recipients of our technologies awmdipects may seek to use our technologies
and products without appropriate limitations. la fhast, we did not consistently require our empgyend consultants to enter into
confidentiality agreements, employment agreememtgroprietary information and invention assignmagiteements. Therefore, our former
employees and consultants may try to claim someeostip interest in our technologies and productsraay use our technologies and
products competitively and without appropriate tations.

We may be required to incur substantial expenses andivert management attention and resources in defeling intellectual property
litigation against us.

We may receive notices from third parttest claim our products infringe their rights. fréime to time, we receive notice from third
parties of the intellectual property rights sucktiga have obtained. We cannot be certain thatemimologies and products do not and will
not infringe issued patents or other proprietaghts of others. While we are not currently subfedny infringement claim, any future claim,
with or without merit, could result in significalitigation costs and diversion of resources, inglgdhe attention of management, and could
require us to enter into royalty and licensing agrents, any of which could have a material adveffeet on our business. There can be no
assurance that such licenses could be obtainedromercially reasonable terms, if at all, or that thrms of any offered licenses would be
acceptable to us. If forced to cease using su¢intdogy, there can be no assurance that we woudbleeto develop or obtain alternate
technology. Accordingly, an adverse determinatioa judicial or administrative proceeding or faflio obtain necessary licenses could
prevent us from manufacturing, using, or sellingaia of our products, which could have a mateihterse effect on our business, financial
condition, and results of operations.

Furthermore, parties making such claimdd secure a judgment awarding substantial damagesell as injunctive or other equitable
relief that could effectively block our ability tnake, use, or sell our products in the United Stateabroad. Such a judgment could have a
material adverse effect on our business, finardatition, and results of operations. In additie,are obligated under certain agreements to
indemnify the other party in connection with infygment by us of the proprietary rights of thirdtjga. In the event we are required to
indemnify parties under these agreements, it chale a material adverse effect on our businesmdial condition, and results of operatic

We may incur substantial expenses and divert manageent resources in prosecuting others for their unathorized use of our
intellectual property rights.

The markets in which we compete are dtar&zed by frequent litigation regarding patentd ather intellectual property rights. Other
companies, including our competitors, may devetmhnologies that are similar or superior to ouhtetogies, duplicate our technologies, or
design around our patents and may have or obtéémizaor other proprietary rights that would preyémit, or interfere with our ability to
make, use, or sell our products. Effective intéllatproperty protection may be unavailable or teédiin some foreign countries in which we
operate, such as China and Taiwan. Unauthorizdgepanay attempt to copy or otherwise use aspéaaraechnologies and products that
we regard as proprietary. There can be no assuthateur means of protecting our proprietary $ghtthe United States or abroad will be
adequate or that competitors will not independetilyelop similar technologies. If our intellectpabperty protection is insufficient to prot
our intellectual property rights, we could facergased competition in the market for our techn@sgind products.

Should any of our competitors file patapplications or obtain patents that claim invemialso claimed by us, we may choose to
participate in an interference proceeding to deiteerthe right to a patent for these inventions beeaour business would be harmed if we fail
to enforce and protect our intellectual properghts. Even if the outcome is favorable, this proaeg could result in substantial cost to us
disrupt our business.

In the future, we also may need to fileduits to enforce our intellectual property rightsprotect our trade secrets, or to determine the
validity and scope of the proprietary rights ofath This litigation, whether
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successful or unsuccessful, could result in subistazosts and diversion of resources, which cdwsde a material adverse effect on our
business, financial condition, and results of ofiens.

If we become subject to product returns and productiability claims resulting from defects in our products, we may fail to achieve
market acceptance of our products and our businesuld be harmed.

We develop complex products in an evgvimarketplace and generally warrant our produats foeriod of 12 months or more from
date of sale. Despite testing by us and our custmrdefects may be found in existing or new prosluct fiscal 2001, a manufacturing erro
one of our contract manufacturers was discoverdttioAgh the error was promptly discovered withaghgicant interruption of supply and
the contract manufacturer rectified the problentsabwn cost, any such manufacturing errors or pebdefects could result in a delay in
recognition or loss of revenue, loss of marketshar failure to achieve market acceptance. Additily, these defects could result in finan
or other damages to our customers; cause us tosignificant warranty, support, and repair coatsd divert the attention of our engineering
personnel from our product development effortssuoh circumstances, our customers could also sekklatain damages from us for their
losses. A product liability claim brought against aven if unsuccessful, would likely be tim@asuming and costly to defend. The occurre
of these problems would likely harm our business.

Potential strategic alliances may not achieve theibjectives, and the failure to do so could impedeur growth.

We anticipate that we will enter intcagégic alliances. Among other matters, we contigueadplore strategic alliances designed to
enhance or complement our technology or to wordomjunction with our technology; to provide necegdaow-how, components, or
supplies; and to develop, introduce, and distrifpntelucts utilizing our technology. Any strategiliamces may not achieve their intended
objectives, and parties to our strategic alliamoag not perform as contemplated. The failure of¢halliances may impede our ability to
introduce new products and enter new markets.

Any acquisitions that we undertake could be difficlt to integrate, disrupt our business, dilute stockolder value, and harm our
operating results.

We expect to pursue opportunities to aeqother businesses and technologies in ordesrgptement our current user interface
solutions, expand the breadth of our markets, ex#aar technical capabilities, or otherwise offevgh opportunities. While we have no
current definitive agreements underway, we may @edwsinesses, products, or technologies in thedulf we make any future acquisitio
we could issue stock that would dilute existingcktelders’ percentage ownership, incur substadeat, assume contingent liabilities, or
experience higher operating expenses. Our experi@nacquiring other businesses and technologiéwited. Potential acquisitions also
involve numerous risks, including the following:

. problems assimilating the purchased operationantdogies, or product:

. unanticipated costs associated with the acquisi

. diversion of manageme’'s attention from our core business

. adverse effects on existing business relationshiftssuppliers and custome!

. risks associated with entering markets in whichharee little or no prior experience; a
. potential loss of key employees of purchased orgdions.

We cannot assure you that we would beessful in overcoming problems encountered in cotimre with any acquisitions, and our
inability to do so could disrupt our operations auyersely affect our business.

The PC and electronics industries are cyclical anthay result in fluctuations in our operating results
The PC and electronics industries haygegnced significant economic downturns at vartimes. These downturns are characterized
by diminished product demand, accelerated erodiaverage selling prices, and
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production overcapacity. In addition, the PC aret&bnics industries are cyclical in nature. Wekgeereduce our exposure to industry
downturns and cyclicality by providing design amdduction services for leading companies in rapeipanding industry segments. We
may, however, experience substantial period-togpeitictuations in future operating results becaafsgeneral industry conditions or events
occurring in the general economy.

The valuation of our technology conducted in conneion with our international operating structure may be challenged, which could
result in additional taxes, interest, and penalties

In fiscal 2005, we implemented an intéioreal operating structure. Under this structuemerally, one of our affiliates licensed from us
certain rights to the pre-existing and in-proceshhology associated with our products for explimitain all geographic markets except the
U.S., Japanese, and Korean markets, which we et “ROW markets.” Our affiliate also acquirednasship of all future economic rights
to product sales in ROW markets by entering intagireement to license certain intangibles and asteging agreement under which we
our affiliate will share research and developmests in accordance with certain tax rules and egguis. We believe this structure
appropriately reflects where our profits are getegtand may result in future tax advantages tbutsthere can be no assurances that this will
be the case.

We expect to incur additional expenses in complyingith corporate governance and public disclosure rguirements.

Changing laws, regulations, and standegldsing to corporate governance and public d&gle, including the Sarbanes-Oxley Act of
2002, new SEC regulations, and Nasdaqg Global Skladtet rules, are creating uncertainty and inadasxpenses for companies such as
ours. These new or changed laws, regulations, tamdards are subject to varying interpretationmamy cases due to their lack of specificity
and, as a result, their application in practice meglve over time as new guidance is provided lyletory and governing bodies, which
could result in continuing uncertainty regardingngdiance matters and higher costs necessitateadpyiing revisions to disclosure and
governance practices. We are committed to maimgihigh standards of corporate governance andgdisiclosure. As a result, our efforts
to comply with evolving laws, regulations, and stards have resulted in, and are likely to contitouesult in, increased general and
administrative expenses and a diversion of managetimee and attention from revenue-generating #ds/to compliance activities. In
particular, our efforts to comply with Section 48¢the Sarbanes-Oxley Act of 2002 and the relaggdlations regarding our required
assessment of our internal control over finan@pbrting and our external auditors’ audit of oueinal controls over financial reporting has
required the commitment of significant financiadananagerial resources. We expect these efforeqgidgre the continued commitment of
significant resources. In addition, it has beconwearifficult and more expensive for us to obtairector and officer liability insurance. As a
result, we may have difficulty attracting and ratag qualified board members, which could harmlmusiness. If our efforts to comply with
new or changed laws, regulations, and standarér @ibm the activities intended by regulatory owvgrning bodies due to ambiguities rele
to practice, our reputation may be harmed.

The accounting requirements for income taxes on ctin of our share-based awards will subject our futire quarterly and annual
effective tax rates to greater volatility and, consquently, our ability to estimate reasonably our fture quarterly and annual effective
tax rates is greatly diminished.

In accordance with Statement of Finan&atounting Standards (“SFAS”) No. 123R, “Share-®hRPayment” (“SFAS 123R"), we
recognize tax benefit upon expensing certain shased awards associated with our share-based ceatjmnplans, including nonqualified
stock options and deferred stock unit awards, hdeucurrent accounting standards we cannot rezedak benefit currently for those share-
based compensation expenses associated with meeitdick options and employee stock purchase plares (qualified stock options). For
qualified stock options that vested after our amopof SFAS 123R, we recognize tax benefit onlyhia period when disqualifying
dispositions of the underlying stock occur and,doalified stock options that vested prior to odogtion of SFAS 123R, the tax benefit is
recorded directly to additional paid-in capital.chedingly, because we cannot recognize the taxflidaeshare-based compensation expense
associated with qualified stock options until tleewrrence of future disqualifying dispositions loé tunderlying stock and such disqualified
dispositions may happen in periods when our stoide substantially increases, and because a pafitmat tax benefit may be directly
recorded to additional paid-in capital, our futgrearterly and annual effective tax rates will bbjsat to greater volatility and, consequently,
our ability to estimate reasonably our future geidytand annual effective tax rates is greatly distied.
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Future changes in financial accounting standards opractices may cause adverse unexpected fluctuat®and affect our reported
results of operations.

A change in accounting standards or astcould have a significant effect on our rembresults of operations. New accounting
pronouncements and varying interpretations of aatiog pronouncements have occurred in the pastraydoccur in the future. Changes to
existing rules or the questioning of current pieetimay adversely affect our reported financiallte®r the way we conduct our business.
example, the Financial Accounting Standards Bossded SFAS 123R requiring us to recognize all shased payments to employees,
including grants of stock options, in the finan@tdtements based on their grant date fair valogrelting the pro forma footnote disclosures
that were allowed as an alternative to financialeshent recognition. This requirement, while né¢etfng our cash flow, adversely affected
our reported financial results and impaired oulitgltio provide guidance on our future reportechfigial results as a result of the variabilit
the factors used to establish the grant date &irevof stock options and the accounting for incoaxes thereon.

We increased our leverage as a result of the saleaur 0.75% convertible senior subordinated notes.

As a result of the sale of our 0.75% amtible senior subordinated notes in fiscal 2008 imcurred $125 million of indebtedness. As a
result of this indebtedness, our interest paymbhgations have increased. Our interest paymengatibns on the notes is approximately
$938,000 annually. The degree to which we are mwerbged could have adverse consequences, inclindirigliowing:

« alimitation on our ability to obtain future finang for working capital, acquisitions, or other pases
e anincrease in our vulnerability to industry downtiand competitive pressures; ¢
» apossible competitive disadvantage with less bged competitors and competitors that may haverattess to capital resourc

Our ability to meet our debt service ghtions will depend upon our future performanceictviwill be subject to the financial, busine
and other factors affecting our operations, manylith are beyond our control.

We made an irrevocable election to cash settle ti$4.25 million principal amount of our convertible seior subordinated notes in
April 2007. If we do not have sufficient cash resages when settlement occurs we may be in breachadr obligation or we may be
required to borrow cash to meet our obligation.

We made an irrevocable election to casthesthe $125 million principal amount of our centible senior subordinated notes in
April 2007. If we do not have sufficient cash resms when settlement occurs, we may be in breaohradbligation or we may be require(
borrow cash to meet our obligation, which may reakailable on favorable terms or at all.

A substantial portion of our short-term investment portfolio is invested in auction rae securities and if an auction fails for amounts &
have invested, our investment will not be liquid.fithe issuer is unable to successfully close futueictions and their credit rating
deteriorates, we may be required to adjust the caging value of our investment through an impairmentcharge.

A substantial portion of our investmeattfolio is invested in auction rate securities #&mwh auction fails for amounts we have
invested, our investment will not be liquid. In teeent we need to access these funds, we will@atte to until a future auction on these
investments is successful. If the issuer is untbiccessfully close future auctions and theiditmating deteriorates, we may be required to
adjust the carrying value of the investment throaghimpairment charge.

Legislation affecting the markets in which we compe could adversely affect our ability to implemenbur growth strategies.
Our ability to expand our business maydtheersely impacted by future laws or regulati@st customers’ products may be subject to
laws relating to environmental regulations, comrmations, encryption
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technology, electronic commercesignatures, and privacy. Any of these laws couléxmensive to comply with, and the marketabilityoaf
products could be adversely affected.

We must finance the growth of our business and théevelopment of new products, which could have an adrse effect on our
operating results.

To remain competitive, we must continoientake significant investments in research andldpueent, marketing, and business
development. Our failure to increase sufficiently aet revenue to offset these increased costsdnaaiversely affect our operating results.

From time to time, we may seek additioegity or debt financing to provide for funds reeqd to expand our business. We cannot
predict the timing or amount of any such requiretaex this time. If such financing is not availabtesatisfactory terms, we may be unabl
expand our business or to develop new busines® atite desired and our operating results mayrsiibt financing increases expenses and
must be repaid regardless of operating resultsitftinancing could result in additional dilution existing stockholders.

Continuing uncertainty of the U.S. and global econmy may have serious implications for the growth andtability of our business and
may negatively affect our stock price.

The revenue growth and profitability ofrdusiness depends significantly on the overatiated in the notebook computer market and
in the markets for digital lifestyle products arttier electronic devices. Softening demand in timeakets caused by ongoing economic
uncertainty may result in decreased revenue oiireggtievels or growth rates. The U.S. and globahemy has been historically cyclical, &
market conditions continue to be challenging, whieak resulted in individuals and companies delagm@ducing expenditures. Further
delays or reductions in spending could have a n@hiverse effect on demand for our products,amdequently on our business, financial
condition, results of operations, prospects, andksprice.

The market price of our common stock has been and ay continue to be volatile.

The trading price of our common stock basn and may continue to be subject to wide fht@ins in response to various factors,
including the following:

e variations in our quarterly resull
« the financial guidance we may provide to the pylaity changes in such guidance, or our failuregetrsuch guidanc:
» changes in financial estimates by industry or séearanalysts or our failure to meet such estis:

» various market factors or perceived market fagtiocluding rumors, whether or not correct, inviodvus, our customers, our suppliers,
or our competitors

« announcements of technological innovations by usyasur competitors

« introductions of new products or new pricing pa&by us or by our competito

e acquisitions or strategic alliances by us or by emmpetitors

» recruitment or departure of key personi

» the gain or loss of significant orde

« the gain or loss of significant custome

« market conditions in our industry, the industrié®or customers, and the economy as a wt

» hedging activities by investors holding position®ur convertible senior subordinated notes;
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» general financial market conditions or occurren

In addition, stocks of technology comgariiave experienced extreme price and volume #tions that often have been unrelated or
disproportionate to these companies’ operatingoperénce. Public announcements by technology corapamincerning, among other things,
their performance, accounting practices, or legabiems could cause the market price of our comatock to decline regardless of our ac
operating performance.

Our charter documents and Delaware law could maket imore difficult for a third party to acquire us, and discourage a takeover.

Our certificate of incorporation and fbelaware General Corporation Law contain provisitthiag may have the effect of making more
difficult or delaying attempts by others to obtaontrol of our company, even when these attemptshaan the best interests of our
stockholders. Our certificate of incorporation adshorizes our board of directors, without stodtboapproval, to issue one or more series
of preferred stock, which could have voting andvegion rights that adversely affect or dilute wioéing power of the holders of common
stock. Delaware law also imposes conditions oragekiusiness combination transactions with “inter@stockholders.” Our certificate of
incorporation divides our Board of Directors intwde classes, with one class to stand for eleetih year for a three-year term after the
initial election. The classification of directoends to discourage a third party from initiatingraxy solicitation or otherwise attempting to
obtain control of our company and may maintainitieembency of our Board of Directors, as this dtioe generally increases the difficulty
of, or may delay, replacing a majority of directa@aur certificate of incorporation authorizes owaBd of Directors to fill vacancies or newly
created directorships. A majority of the directhrsn in office may elect a successor to fill angargcies or newly created directorships.

Our stockholders’ rights plan may adversely affecexisting stockholders.

Our stockholders’ rights plan may have éfffect of deterring, delaying, or preventing araie in control that might otherwise be in the
best interests of our stockholders. In generatkspurchase rights issued under the rights planhecexercisable when a person or group
acquires 15% or more of our common stock or a teoffer or exchange offer of 15% or more of our coom stock is announced or
commenced. After any such event, our other stockdrslmay purchase additional shares of our comtoahk at 50% of the then-current
market price. The rights will cause substantialtitiih to a person or group that attempts to acqusren terms not approved by our board of
directors. The rights should not interfere with angrger or other business combination approvedubyoard of directors as the rights may
be redeemed by us at $0.01 per stock purchaseatigimy time before any person or group acquirés d6more of our outstanding common
stock. The rights expire in August 2012.

Sales of large numbers of shares could adverselyffedt the price of our common stock.

All of the 26,238,166 shares of our commstock outstanding as of August 1, 2007 are déiditr resale in the public markets. Of these
shares, 1,343,639 shares held by affiliates agéotdifor resale in the public markets subjectdampliance with the volume and manner of
sale rules of Rule 144 or 701 under the Secuitief 1933, as amended, and the balance of theslaae eligible for resale in the public
markets either as unrestricted shares or pursaddtlie 144(k). In general, under Rule 144 as ctyrém effect, any person (or persons wh
shares are aggregated for purposes of Rule 144)eheficially owns restricted securities with restfe which at least one year has elapsed
since the later of the date the shares were aatjfroen us, or from an affiliate of ours, is entitle sell within any three-month period a
number of shares that does not exceed the grefatés of the then outstanding shares of our comntocksand the average weekly trading
volume in common stock during the four calendarksgaeceding such sale. Sales under Rule 144 edssubject to certain manner-of-sale
provisions and notice requirements and to the abiily of current public information about us.

Rule 701, as currently in effect, pernoits employees, officers, directors, and consutarto purchase shares pursuant to a written
compensatory plan or contract to resell these shaneliance upon Rule 144, but without compliangth specific restrictions. Rule 701
provides that affiliates may sell their Rule 70&args under Rule 144 without complying with the ddoeriod requirement and that non-
affiliates may sell their shares in reliance oneRLA4 without complying with the holding period i information, volume limitation, or
notice provisions of Rule 144. A person who is aoffiliate, who has not been an affiliate witttinee months prior to sale, and who
beneficially owns restricted securities with reggeavhich at least two years have elapsed sinedatier of the date the shares were acquired
from us, or from an affiliate of ours, is entitlerisell such shares under
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Rule 144(k) without regard to any of the volumeitations or other requirements described aboveasSafl substantial amounts of common
stock in the public market could adversely affaenailing market prices.

We have registered an aggregate of $liDi@mnof common stock and preferred stock for Bsce in connection with acquisitions,
which shares generally will be freely tradeablerafheir issuance under Rule 145 of the Securitetsunless held by an affiliate of the
acquired company, in which case such shares walubgect to the volume and manner of sale resiristof Rule 144 discussed above. The
issuance or subsequent sale of these shares puiltie market could adversely affect prevailing kedrprices.

We have registered an aggregate of $lilomof our 0.75% Convertible Senior Subordinatédtes due 2024 and the common stock
issuable upon conversion of the notes. The shasegd upon conversion generally will be freely éadule after their issuance, unless held by
an affiliate, in which case such shares will bejactito the volume and manner of sale restrictmiRule 144 discussed above. The issuance
or subsequent sale of these shares in the pubticetneould negatively affect the market price of oammon stock.

We have registered for offer and salesti@res of common stock that are reserved formggupursuant to our outstanding share-based
compensation plans. Shares issued after the eféedtite of such registration statements in conmeetith our share-based compensation
plans generally will be eligible for sale in thebia market, except that affiliates will continuelie subject to volume limitations and other
requirements of Rule 144. The issuance or subséganof such shares could depress the market pfiour common stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS
Not applicable.

ITEM 2. PROPERTIES

Our principal executive offices as wallaur principal research, development, sales, riatkeand administrative functions are located
in our 70,000 square foot facility in Santa ClaZalifornia. We believe this facility will be adegeao meet our needs for the foreseeable
future. Our Asia/Pacific headquarters are locatedang Kong where we lease approximately 13,30@sgfeet. We also maintain
approximately 10,000 square feet of office spacEaiwan, approximately 4,600 square feet of offipace in China, approximately 2,500
square feet of office space in Korea, and less 1h@®0 square feet of office space in both JapdrSavitzerland. We have satellite sales
support offices in Thailand and Texas.

ITEM 3. LEGAL PROCEEDINGS

In March 2006, Elantech Devices Corpaorati'Elantech”) filed a Complaint for Patent Infgement against us claiming that we
infringed one of its patents and seeking damadewsnays’ fees, and a permanent injunction agaiasnfringing or inducing others to
infringe the patent. In April 2006, we filed our swer to the Complaint and Counterclaims againgttéth claiming that Elantech has
infringed and induced infringement of four of owtents and seeking damages, attorneys’ fees, padv@anent injunction against infringing
or inducing others to infringe.

Elantech responded to our counterclainyuhg liability and counterclaimed seeking an irgtian and damages for alleged violation:
California law. We subsequently filed a motion teniiss the Elantech counterclaims that was graintddly 2006 with leave to amend the
counterclaims after the adjudication of the pabefiingement claims. We intend to vigorously defend patents and pursue our
counterclaims. We have not recorded any liabilgdgaziated with Elantech’s claims and have expeasédcurred all legal fees associated
with the legal proceedings.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not applicable.
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PART Il

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information on Common Stock

Our common stock has been listed on thedslg Global Select Market (formerly on the Naddatjonal Market) under the symbol
“SYNA” since January 29, 2002. Prior to that tirttegre was no public market for our common stocle filowing table sets forth for the
periods indicated the high and low sales pricesunfcommon stock as quoted on the Nasdaq GlobatBkElarket.

High Low

Year ended June 30, 200¢

First quartel $21.7¢ $15.0¢

Second quarte $26.97 $17.9¢

Third quartel $30.8¢ $22.3¢

Fourth quarte $26.8¢ $19.87
Year ended June 30, 2007

First quartel $25.8i $18.5i

Second quarte $30.2( $22.3¢

Third quartel $32.0¢ $22.7¢

Fourth quarte $36.2¢ $24.72

On August 1, 2007, the closing salesgpoitour common stock on the Nasdaqg Global Selerkdt was $35.45 per share.

Stockholders
As of August 1, 2007, there were appratity 250 holders of record of our common stock.

Dividends

We have never declared or paid cash dihdd on our preferred stock or our common stockcWeently plan to retain any earnings to
finance the growth of our business rather tharagpgash dividends. Payments of any cash dividenttgei future will depend on our financial
condition, results of operations, and capital regqaents as well as other factors deemed relevaatbipoard of directors.

Our revolving line of credit also plagestrictions on the payment of any dividends.
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Share-Based Compensation Plan Information

The following table sets forth informatjas of June 30, 2007, with respect to our comstock that may be issued from both
stockholder approved and unapproved plans upoweglof shares for deferred stock units, exercfseutstanding stock options, the
weighted average exercise price of outstandingstptions, and the number of securities availabitditure issuance under our various
share-based compensation plans.

(@) (d)

Number of (b) Number of Securities

Securities to Number of (c) Remaining Available

be Issued Securities to Weighted- for Future Issuance

Upon be Issued Average Under Share-Based

Delivery of Upon Exercise Compensation Plans

Shares for Exercise of Price of [Excluding Securities

Deferred Outstanding  Outstanding Reflected in Columns
Plan Category Stock Units Options Options (a) and (b)]
Shar-Based Compensation Plans Approved by Stockho 257,22 4,620,11!  $19.2¢ 2,842,111
Shar-Based Compensation Plans Not Approved By Stockhneidg — 20,00( $ 3.5C 37,58¢
Total 257,22! 4,640,11! $19.1¢ 2,879,69

(1) Represents options granted under our 2008tatutory stock option plan. The plan was adopieduy board of directors in
September 2000 and provides for the grant of optiorpurchase up to 200,000 shares of our comnegk.st/nless terminated earlier
by our board of directors, the plan will terminateSeptember 2010. The exercise price of optioastgd under the plan is the fair
market value of our common stock on the date afity@enerally, the shares subject to options gcanteler the plan vest 25% on the
first anniversary of the option grant date and 48 each month thereafter. The exercise pricafgroptions granted under the plan
may be paid in cash, in shares of our common staltied at fair market value on the exercise date any other form of legal
consideration that may be acceptable to the bdad@extors or administrator in their discretion¢iuding through a same-day sale
program without any cash outlay by the optionee fEm of options granted under the plan may noteda 10 years. Outstanding
awards and the number of shares remaining avaitabissuance under the plan will be adjusted sdkent of a stock split, stock
dividend, or other similar change in our capitalct

Issuer Purchases of Equity Securities

In April 2007, our board of directors lantized an expansion of our stock repurchase pnodoa up to an additional $80 million of our
common stock, raising the aggregate authorizatimteuthe stock repurchase program from $80 millim#$160 million. The number of shal
purchased and the timing of purchases is basedeolevel of our cash balances, general businesmarkkt conditions, and other factors,
including alternative investment opportunities. Goom stock repurchased under this program is helceasury stock and through June 30,
2007 purchases under this program totaled 3,58&H8afes for an aggregate cost of $72.3 milliomoagerage cost of $20.16 per share. £
June 30, 2007, we have $87.7 million remaining uiode stock repurchase program, of which $7.7 omiliexpires in October 2007 and
$80.0 million expires April 2009.

Subsequent to June 30, 2007 and througjugt 28, 2007, we repurchased 500,000 shareg @abaumon stock at an aggregate cost of
approximately $19.0 million, or an average cos$®7.90 per share.
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Performance Graph

The following line graph compares cumivkatotal stockholder returns for the five yeardleh June 30, 2007 for (i) our common stock;
(i) the Nasdaq Composite Index; and (jii) the Nep€omputer Index. The graph assumes an invesoh&i00 on June 30, 2002. The
calculations of cumulative stockholder return o Nasdag Composite Index and the Nasdaq Computex include reinvestment of
dividends. The calculation of cumulative stockholdgurn on our common stock does not include rstment of dividends because we did
not pay any dividends during the measurement pefibd historical performance shown is not necelysiawdicative of future performance

COMPARISON OF 60 MONTH CUMULATIVE TOTAL RETURN
Among Synaptics Incorporated, The Nasdaq Comptrsitex,
and The Nasdaq Computer Index
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The performance graph above shall natdmmed “filed” for purposes of Section 18 of theBéies Act of 1934, as amended (the

“Exchange Act”), or otherwise subject to the lidhibf that section. The performance graph abouenet be deemed incorporated by
reference into any filing of our company under Ehxehange Act or the Securities Act of 1933, as afedn
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ITEM 6. SELECTED FINANCIAL DATA

The following table presents selected findnt#a for each fiscal year in the five year pesodied June 30, 2007. As our past operating
results are not necessarily indicative of our fatoperating results the selected financial datavbshould be read in conjunction with Item 7.
Managemens Discussion and Analysis of Financial Conditiod &esults of Operations and our consolidated fiigustatements and relat
notes contained elsewhere in this report.

Years ended June 30,
2003 2004 2005 2006 2007
(in thousands, except for per share data)

Consolidated Statements of Income Datz

Net revenue $100,70: $133,27¢ $208,13! $184,55° $266,78
Cost of revenue(1 58,41" 77,244 112,09( 101,70: 160,91:
Gross margir 42,28 56,03: 96,04¢ 82,85! 105,87:
Operating expense
Research and development 19,831 21,41¢ 24,99: 35,35¢ 39,38t
Selling, general, and administrative 10,73 13,57: 18,42 28,01¢ 36,24
Other operating expense (incon — — (3,800 — —
Amortization of deferred stock compensatior 51€ 517 32¢ — —
Amortization of goodwill and other acquired
intangible assel 40 — — — —
Restructuring — 432 — — 91t
Total operating expens 31,12¢ 35,93¢ 39,94 63,37¢ 76,54¢
Operating incom: 11,15¢ 20,09: 56,10" 19,47¢ 29,32¢
Interest income, ne 904 83:< 2,22% 6,04¢ 9,10¢
Income before provision for income ta 12,06: 20,92¢ 58,33: 25,52 38,43:
Provision for income taxe 4,344 7,93¢ 20,34% 11,82: 11,89:
Net income $ 7,71¢ $ 12,99. $ 37,98t $ 13,70 $ 26,53¢
Net income per shar
Basic $ 0.3t $ 0.5 $  1.4¢ $ 0.5F $ 104
Diluted $ 0.31 $ 0.4¢ $ 1.3¢ $ 0.51 $ 0.9
Shares used in computing net income per sl
Basic 23,47 24,41¢ 25,73¢ 24,70¢ 25,55¢
Diluted 25,13: 27,10¢ 29,76 29,07¢ 29,06+

(1) Amounts exclude amortization of deferremtk compensation as follow

Cost of revenur $ 28 $ 20 $ 12 $ — $ —
Research and developmt 15¢ 91 8 — —
Selling, general, and administrati 32¢ 40€ 30¢ — —

Amortization of deferred stock compensat $ ble $ 517 $ 328 $ — $ —

(2) Beginning with fiscal 2006, we adopted S=223R and as a result ceased amortizing defetwekl sompensation. Accordingly, no
amortization of deferred stock compensation wasrded for the years ended June 30, 2006 and :

June 30,
2003 2004 2005 2006 2007
(in thousands)

Consolidated Balance Sheet Dat¢

Cash, cash equivalents, and s-term investment $ 77,28t $ 96,29¢ $228,92: $245,17¢ $265,01°
Working capital 83,81t 106,62: 235,24( 257,78t 299,92:
Total asset 104,50¢ 132,65: 311,20! 331,42: 373,31
Long-term debt, capital leases, and equipment &iman

obligations, less current portic 1,52¢ 1,50C 126,50( 126,50( 125,00(
Total stockholder equity 86,26« 109,14( 144.,66( 167,04. 208,08
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Basic net income per share amounts for eadbhdppresented have been computed using the weigivierage number of shares of
common stock outstanding. As a result of our ircalde election in April 2007 to cash settle thegipal amount of our convertible notes, no
shares of common stock will be issued to settleptirecipal and cash or common stock may be useéttée the value in excess of the
principal. Our election to cash settle the printgfahe convertible notes upon conversion resuiteaur using the “if converted” method
through the date of the election and the “treastwgk” method subsequent to the date of the eleétiopurposes of calculating diluted net
income per share. Accordingly, diluted net incoree ghare amounts for each period presented havecbesputed (1) using the weighted
average number of potentially dilutive shares ibian connection with stock options and restrictmtk units under the treasury stock
method, (2) through April 2007 using the weightedrage number of shares issuable in connectionasitivertible debt under the if-
converted method, and (3) from April 2007 usingwheghted average number of potentially dilutivargs issuable in connection with our
convertible debt under the treasury stock methoenndilutive.

In fiscal 2001, we recorded amortization obdwill and other intangible assets of $784,000dnrection with the acquisition of Absolute
Sensors Limited, or ASL, a United Kingdom compaanyd the acquisition of the employees of a forméwaaese sales agent. As a result of
the adoption of Statement of Financial Accountitgn8ard No. 142, “Goodwill and Other Intangible &S in fiscal 2002, we ceased
amortizing goodwill. Accordingly, we recorded anipation of other intangible assets of $40,000 $cdl 2003 associated with the ASL
acquisition and the acquisition of the employeea fifrmer Taiwanese sales agent. These assetsullgramortized in fiscal 2003.

ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

Forward-Looking Statements and Factors That May Afect Results

You should read the following discussion andlgsis in conjunction with our financial staterseand related notes contained elsewhere in
this report. This discussion contains forwéwdking statements that involve risks, uncertasitend assumptions. Our actual results may ¢
materially from those anticipated in these forwkroking statements as a result of a variety ofdie;tincluding those set forth under Item
Risk Factors.

Overview

We are a leading worldwide developer and sappf custom-designed user interface solutionsehable people to interact more easily
and intuitively with a wide variety of mobile comimg, communications, entertainment, and othertedacc devices. Through our propriet:
TouchPad, we are the world’s leading supplier efr iisterface solutions to the notebook computerketaiVith our TouchStyk, we offer
OEMs the choice of a touch pad, a pointing sticka coombination of both of our proprietary useeiface solutions for dual pointing
applications. We believe our market share resutts the combination of our customer focus, thenggtie of our intellectual property, and our
engineering know-how, which allow us to design petd that meet the demanding design specificatbBEMSs.

We recognize revenue from product sales wheretis persuasive evidence that an arrangemests gaelivery has occurred or title has
transferred, the price is fixed or determinable] eallectibility is reasonably assured. Our neerase increased from $100.7 million in fiscal
2003 to $266.8 million in fiscal 2007, representingompound annual growth rate of approximately 28ffiscal 2003, we derived 93% of
our net revenue from the personal computer mahkdiscal 2007, revenue from the personal compuotarket accounted for 85% of our net
revenue.

In June 2003, we acquired NSM Technology Léahitor NSM, a Hong Kong company. The acquisitioh8M provided us with a highly
skilled and experienced work force to expand oabgl presence and infrastructure to support cus®mehe Asia/Pacific region. Many of
our customers have migrated their manufacturingaijmans from Taiwan to China, and many of our OEMtomers have established design
centers in that region. With our expanded globaspnce, including offices in China, Hong Kong, dapéorea, Switzerland, Taiwan, and the
United States, we are better positioned to prolddel sales, operations, and engineering supporices to our existing customers, as well as
potential new customers, on a global basis.
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Our manufacturing operations are based oniabla cost model in which we outsource all of ptwduction requirements and primarily
drop ship our products directly to our customeosrfiour contract manufacturers’ facilities, elimingtthe need for significant capital
expenditures and allowing us to minimize our ingett in inventories. This approach requires usddkwelosely with our contract
manufacturers to ensure adequate production cgaaiteet our forecasted volume requirements. Vgige our contract manufacturers
with six-month rolling forecasts and issue purchaskers based on our anticipated requirement$i#onéxt 90 days. However, we do not
have any long-term supply contracts with any of @amtract manufacturers. Currently, we use twaltpiarty wafer manufacturers to supply
wafers and two third-party packaging manufactutensackage our proprietary ASICs, and in certasesawe rely on a single source or a
limited number of suppliers to provide other keyngmnents of our products. Our cost of revenue deduall costs associated with the
production of our products, including materials,muiacturing, assembly and test costs paid to théndy manufacturers, and related overhead
costs associated with our indirect manufacturingrafions personnel. Additionally, all warranty epstield losses, and any inventory
provisions or write-downs are charged to cost eénele.

Our gross margin generally reflects the coratiim of the added value we bring to our custom@rsducts in meeting their custom design
requirements and the impact of our ongoing costavg@ment programs. These cost-improvement proginachsde reducing materials and
component costs and implementing design and praggssvements. Our newly introduced products mayeHawer margins than our more
mature products, which have realized greater bsnasisociated with our ongoing cost-improvemengi@ms. As a result, new product
introductions may initially negatively impact ouogs margin.

Our research and development expenses inchste for supplies and materials related to prodecelopment, as well as the engineering
costs incurred to design user interface solutiong@istomers prior to and after the customers’ camant to incorporate those solutions into
their products. These expenses have generallyaseds reflecting our continuing commitment to #aghhological and design innovation
required to maintain a leadership position in ousting markets and to adapt our existing technelogr develop new technologies for new
markets.

Selling, general, and administrative expemselsde expenses related to sales, marketing, dmihgstrative personnel; internal sales and
outside sales representatives’ commissions; markgusability research; outside legal, accounting, consulting costs; and other marketing
and sales activities. These expenses have generaiased, primarily reflecting incremental stadfiand related support costs associated
our increased business levels, anticipated growtur existing markets, and penetration into newkets.

In connection with the grant of stock optita®ur employees and consultants, we have recatelfedred stock compensation, represer
the difference between the deemed fair value otoutmon stock for financial reporting purposes tiredexercise price of these options at
the dates of grant. Deferred stock compensatipneisented as a reduction of stockholders’ equityisiamortized on a straighite basis ove
the applicable vesting period. Options grantedgreally subject to a four-year vesting period. Wfeortized the deferred stock
compensation over the vesting periods of the agpléeoptions and recorded noash expense associated with deferred stock comtiemsi
approximately $328,000 in fiscal 2005. Upon themm of Statement of Financial Accounting Standava. 123R, “Share-Based
Payment” (FAS 123R) in fiscal 2006, we ceased azing deferred stock compensation, as FAS 123Rirequs to expense share-based
compensation costs based on grant date fair veheadoption of FAS 123R resulted in a $13.2 millamd $14.3 million non-cash charge to
our operating income in fiscal 2006 and 2007, retpely.

Critical Accounting Policies and Estimates

The preparation of consolidated financialestegnts in conformity with U.S. generally acceptedoainting principles requires us to make
estimates and judgments that affect the reportezbata of assets, liabilities, revenue, expenseatsyelated disclosure of contingent assets
liabilities. On an ongoing basis, we evaluate @iingates, including those related to revenue reitiognallowance for doubtful accounts, ¢
of revenue, inventories, product warranty, providior income taxes, income taxes payable, intapgiBkets, and contingencies. We base our
estimates on historical experience, applicable |and various other assumptions that we belie\®teeasonable under the circumstance:
results of which form the basis for making judgnsesibout the carrying value of assets and liakslitiet are not readily apparent from other
sources. Actual results may differ from these easti® under different assumptions or conditions.
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The methods, estimates, interpretations, addments we use in applying our most critical actiog policies can have a significant
impact on the results that we report in our consdéd financial statements. The Securities and &@h Commission considers an entity’s
most critical accounting policies to be those pgelahat are both most important to the portrayahe entity’s financial condition and results
of operations and those that require managemerts difficult, subjective, or complex judgmentstesf as a result of the need to make
estimates about matters that are inherently urinesfaen estimated. We believe the following critiaacounting policies affect our more
significant judgments and estimates used in thpasetion of our consolidated financial statements.

Revenue Recognitic

We recognize revenue from product sales wheretis persuasive evidence that an arrangemestis gaelivery has occurred or title has
transferred, the price is fixed or determinablel eallectibility is reasonably assured. We accareektimated sales returns and other
allowances, based on historical experience, dirieewe recognize revenue, which is typically ugbipment. We record contract revenue
research and development as the services are prbuitter the terms of the contract. We recognirerafundable contract fees for which no
further performance obligations exist and for whticlre is no continuing involvement by us on theieraof when the payments are received
or when collection is assured.

Inventory

We state our inventories at the lower of arsharket. We base our assessment of the ultireatization of inventories on our projections
of future demand and market conditions. SuddenmEsin demand, rapid product improvements, orrteldgical changes, or any
combination of these factors can cause us to hesess or obsolete inventories. On an ongoing basiseview for estimated obsolete or
unmarketable inventories and write down our invaatoto their net realizable value based upon orgdasts of future demand and market
conditions. If actual market conditions are les®fable than our forecasts, additional inventoserees may be required. The following
factors influence our estimates: changes to oraltions of customer orders, unexpected declirdeimand, rapid product improvements
technological advances, and termination or chabgesir OEM customers of any product offerings ipawating our product solutions.

Periodically, we purchase inventory from oantract manufacturers when a customer’s delivengduale is delayed or a customer’s order
is cancelled. In those circumstances in which astamer has cancelled its order and we purchasaiary from our contract manufacturers,
we consider a write-down to reduce the carryingigaf the inventory purchased to its net realizablee. We charge write-downs to reduce
the carrying value of obsolete, slow moving, and-neable inventory to net realizable value to oésevenue.

Share-Based Compensation Costs

We account for employee share-based compensatsts in accordance with Statement of Finaaiabunting Standards (“SFAS”)
No. 123R“Share-Based Payment” (“SFAS 123R") and apply ttevigions of Staff Accounting Bulletin No. 107, “&te-Based
Payment” (“SAB 107"). We utilize the Black-Scholegtion pricing model to estimate the grant datevalue of employee share-based
compensatory awards, which requires the inputgiiljisubjective assumptions, including expecteatility and expected life. Historical a
implied volatility were used in estimating the faalue of our share-based awards, while the exgdiféefor our options was estimated to be
five years based on historical trends since otiainpublic offering. Changes in these inputs assuanptions can materially affect the mea:
of estimated fair value of our share-based compimsd-urther, as required under SFAS 123R, we aestivnate forfeitures for share-based
awards that are not expected to vest. We chargestimated fair value less estimated forfeituresaimings on a straight-line basis over the
vesting period of the underlying awards, whicheserally four years for our stock option and deférstock unit awards and up to two years
for our employee stock purchase plan.

The Black-Scholes option pricing model wasedeped for use in estimating the fair value of édptions that have no vesting
restrictions and are fully transferable. As oucktoption and employee stock purchase plan awards bharacteristics that differ
significantly from traded options, and as changebé subjective assumptions can materially atfeetestimated value, our estimate of fair
value may not accurately represent the value asdigg a third party in an arms-length transacfidrere currently is no market-based
mechanism to verify the reliability and accuracythe estimates derived from the Black-Scholes ogtiicing model or other
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allowable valuation models, nor is there a mear®topare and adjust the estimates to actual valMkse our estimate of fair value and the
associated charge to earnings materially affeatsesults of operations, it has no impact on oshgaosition.

The guidance in SFAS 123R and SAB 107 isikaht new, and the application of these principtesy be subject to further interpretation
and guidance. There are significant variations ajralowable valuation models, and there is a pdggithat we may adopt a different
valuation model or refine the inputs and assumptiomder our current valuation model in the futvesulting in a lack of consistency in fut
periods. Our current or future valuation model #relinputs and assumptions we make may also latiambility to other companies that
use different models, inputs, or assumptions, hadésulting differences in comparability couldrbaterial.

Income Taxe

We recognize federal, foreign, and state cuitax liabilities or assets based on our estirohtaxes payable or refundable in the then
current fiscal year for each tax jurisdiction. Wsoarecognize federal, foreign, and state defeiardiabilities or assets for our estimate of
future tax effects attributable to temporary diéieces and carryforwards and record a valuatiomvatae to reduce any deferred tax assets by
the amount of any tax benefits that, based on alviailevidence and our judgment, are not expectbd tealized. If our assumptions, and
consequently our estimates, change in the futhesyaluation allowance we have established fodeterred tax assets may be changed,
which could impact income tax expense.

We account for income tax contingencies iroedance with SFAS No. 5, “Accounting for Contingexsc” The calculation of tax liabilitie
involves significant judgment in estimating the saepof uncertainties in the application of compiax laws. Resolution of these uncertainties
in a manner inconsistent with our expectationsadalve a material impact on our results of opemnatend financial condition. We believe
have adequately provided for reasonably foreseealitomes in connection with the resolution of imeotax contingencies. However, our
results have in the past, and could in the futimeude favorable and unfavorable adjustments toestimated tax liabilities in the period we
evaluate an income tax position, settle an incaressue, or upon the expiration of a statuteritéitions. Accordingly, our effective tax rate
could fluctuate materially from period to period.

In accordance with SFAS 123R, we recognizebtnefit upon expensing certain share-based aweastxiated with our share-based
compensation plans, including nonqualified stockars and deferred stock unit awards, but underectiaccounting standards we cannot
recognize tax benefit concurrent with the recognitbf share-based compensation expenses assowittiédcentive stock options and
employee stock purchase plan shares (qualified stptions). For qualified stock options that vesa#i@r our adoption of SFAS 123R, we
recognize tax benefit only in the period when dadifying dispositions of the underlying stock occwhich historically has been up to sew
years after vesting and in a period when our spide substantially increases. For qualified stopons that vested prior to our adoptior
SFAS 123R, the tax benefit is recorded directlgdditional paid-in capital. Accordingly, because aa@not recognize the tax benefit for
share-based compensation expense associated altfieglistock options until the occurrence of ftalisqualifying dispositions of the
underlying stock and such disqualified dispositioresy happen in periods when our stock price subathnincreases, and because a portion
of that tax benefit may be directly recorded toiiddal paid-in capital, our future quarterly anghaal effective tax rates will be subject to
greater volatility and, consequently, our abilibyetstimate reasonably our future quarterly and aheffiective tax rates is greatly diminished.
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Results of Operations

Fiscal year ended June 30, 2007 compared with fiscal year ended June 30, 2006
Net Revenue¢

(in thousands)

Year Ended June 3

2006 2007 $ Changt % Chang
PC application: $157,51: $226,20¢ $68,697 43.6%
% of net revenu 85.2% 84.8%
Digital lifestyle product applicatior 27,04¢ 40,57¢ 13,53 50.(%
% of net revenu 14.7% 15.2%
Net revenue $184,55 $266,78 $82,23( 44.€%

For the year ended June 30, 2007, we gene$a@®i2 million, or 84.8%, of net revenue from gegsonal computing market (“PC") and
we generated $40.6 million, or 15.2%, of net rexefiam the digital lifestyle products markets. Ketenue was $266.8 million for the year
ended June 30, 2007 compared with $184.6 millioriife year ended June 30, 2006, an increase o2 $&Hion, or 44.6%. The increase in
net revenue for the year ended June 30, 2007 wisugble to a $68.7 million, or 43.6%, increasdC applications net revenue and a
$13.5 million, or 50.0%, increase in digital lifglgt product applications net revenue. The incréa$¥C applications net revenue was
primarily attributable to notebook industry growtioupled with market share gains, additional petietn in PC peripherals, and continuing
adoption by notebook OEMs of our capacitive integfanultimedia controls. Digital lifestyle produgidication net revenue growth resulted
from both industry growth and market share gaire dverall increase in net revenue was primartijbattable to an 80% increase in unit
shipments, reflecting the combination of industrgwgth and market share gains, partially offset bgveer-priced product mix and general
competitive pricing pressure.

Gross Margin.
(in thousands)

Year Ended June 3

2006 2007 $ Chang % Chang
Gross Margir $82,85: $105,87- $23,02: 27.%
% of net revenu 44.9% 39.7%

Gross margin as a percentage of net revenae8«d%, or $105.9 million, for the year ended J8®e2007 compared with 44.9%, or
$82.9 million, for the year ended June 30, 2006eésh product we sell utilizes our capacitive semgéchnology in a design that is generally
unique or specific to a customer’s application sgronargin varies on a product-by-product basis,imgadur cumulative gross margin a blend
of our product specific designs and independeth®f ertical markets that our products serve. Téwdige in gross margin as a percentage of
net revenue primarily reflected a lower margin praddesign mix, which included a substantial insesim products containing generally
higher thirdparty content and general competitive pricing presspartially offset by lower manufacturing cosesulting from our continuir
design, process-improvement, and cost-reductiogrpros.
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Operating Expenses.
(in thousands)

Year Ended June 3

2006 2007 $ Change % Chang
Research and development expel $35,35¢ $39,38¢ $ 4,03( 11.4%
% of net revenu 19.1% 14.£%
Selling, general & administrative expen: 28,01¢ 36,24 8,22¢ 29.4%
% of net revenu 15.2% 13.6%
Restructuring — 91t 91t NA
% of net revenu 0.C% 0.2%
Operating expenst $63,37¢ $76,54¢ $13,17¢ 20.6%
% of net revenu 34.2% 28.1%

Research and Development Expendeaesearch and development expenses decreasgekeatage of net revenue to 14.8% from 19
while the cost of research and development a@witicreased $4.0 million, or 11.4%, to $39.4 wnilfor the year ended June 30, 2007
compared with $35.4 million for the year ended J80g2006. The increase in research and developexgenses primarily reflected a
$2.3 million increase in employee compensationscretulting from additional staffing, increasedebesmpensation related to our annual
performance review process, employee benefits ceatimble compensation costs, and recruiting cas#948,000 increase in infrastructure
and support costs, and a $944,000 increase in kimgsand outside service costs, partially offsgai$1.0 million reduction of project
materials and related costs. Non-cash share-basepgensation costs included in research and develnpexpenses were $5.1 million, or
1.9% of net revenue, and $4.8 million, or 2.6% ef revenue, for fiscal 2007 and 2006, respectively.

Selling, General, and Administrative Expens8glling, general, and administrative expensesedsed as a percentage of net revenue to
13.6% from 15.2%, while the cost of selling, geheaad administrative activities increased $8.2ioml, or 29.4%, to $36.2 million for the
year ended June 30, 2007 compared with $28.0 milbothe year ended June 30, 2006. The increaselling, general, and administrati
expenses primarily reflected a $3.6 million inceeasemployee compensation and employment relaists cresulting from additional
staffing, increased base compensation relatedrtammual performance review process, employee hiemeists, recruiting costs, and variable
compensation costs, a $1.8 million increase inllfgges, and a $1.3 million increase in consulting autside service costs. The increase in
legal fees was primarily related to ongoing patefitngement litigation, which is more fully desked in Part | — Item 3. Legal Proceedings.
Non-cash share-based compensation costs includedlimgsgeneral, and administrative expenses werb #8llion, or 3.2% of net revenue,
and $7.7 million, or 4.2% of net revenue, for fis2@07 and 2006, respectively.

Restructuring ChargeFor fiscal 2007, we incurred a restructuring gleaof $915,000 in connection with the closure af Buropean
development center as part of our strategic eftortealign our development capabilities to betteet the needs of our Asia/Pacific customer
base. Included in the restructuring charge wersquerel costs, consisting of severance and relotafi$526,000, a lease reserve of
$287,000, net of estimated sublease income, awth-@&ash impairment of property and equipment of2§100. As of June 30, 2007, all costs
associated with the restructuring have been saitiedho additional payment obligation exists.

Operating Income.

(in thousands)

Year Ended June 3

2006 2007 $ Change % Chang
Operating Incom: $19,47¢ $29,32¢ $ 9,84¢ 50.6%
% of net revenu 10.6% 11.(%

We generated operating income of $29.3 millmmnl1.0% of net revenue, for the year ended 30n@007 an increase of $9.8 million
compared with $19.5 million, or 10.6% of net revenior the year ended June 30, 2006.
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As discussed in the preceding paragraphs, thedeerm operating income was primarily attributabléhe increase in operating leverage
resulting from the 44.6% increase in net revenaejally offset by a 5.2 point decline in our grasargin percentage and a $13.2 million
increase in our operating expenses, which inclad$815,000 restructuring charge associated witlcldsire of our European development
center.

Interest Income/(Expenst

(in thousands)

Year Ended June 3

2006 2007 $ Changt % Chang
Interest incomt $ 7,98/ $11,05¢ $ 3,071 38.5%
% of net revenu 4.3% 4.1%
Interest expens (1,939 (2,950 (12) 0.€%
% of net revenu -1.1% -0.7%
Net interest incom $ 6,04 $ 9,10 $ 3,06( 50.6%
% of net revenu 3.3% 3.4%

Interest Incomelnterest income was $11.1 million for the year ehdene 30, 2007 compared with $8.0 million forykar ended
June 30, 2006. The $3.1 million increase in inteireome resulted from a combination of higher agerinterest rates and higher average
invested cash balances. The increase in cash lealaras primarily related to $26.3 million of cakiwfs from operations and $31.4 million
proceeds and excess tax benefit from stock optidreanployee stock purchase plan activity, partieffget by $32.3 million used for the
purchase of treasury stock and $5.8 million used#pital expenditures.

Interest Expensénterest expense was $1.9 million for both fisd20& and 2007 and consisted primarily of interegease and
amortization of debt issuance costs related taconvertible senior subordinated notes issued ireBéer 2004. The annual debt service cost
on the notes is approximately $938,000, which edetu$860,000 of amortization of debt issuance costs

Provision for Income Taxe
(in thousands)

Year Ended June 3

2006 2007 $ Change % Chang
Income before provision for income ta» $25,52: $38,43: $12,90¢ 50.6%
Provision for income taxe 11,82: 11,89" 75 0.€%
% of income before provision for income ta 46.2% 31.(%
% of net revenu 6.4% 4.5%

The provision for income taxes for the yeadteshJune 30, 2007 was approximately $11.9 millomgared with $11.8 million for the year
ended June 30, 2006, reflecting significantly highre-tax profits offset by a significantly loweffective tax. The income tax provision
represented estimated federal, foreign, and staestfor the years ended June 30, 2006 and 20@7efféctive tax rate for the year ended
June 30, 2007 was approximately 31.0% and divefrgad the combined federal and state statutorypetearily as a result of the incremer
research credits associated with stock option igtilax-exempt interest income, the release otiogency reserves related to statute
expirations and amended return filings, the extamsi the federal research credit, partially offsgthe impact of accounting for share-based
compensation and foreign withholding taxes. Thedaive tax rate for the year ended June 30, 20G6aparoximately 46.3% and diverged
from the combined federal and state statutorypétearily as a result of the impact of accounting $hare-based compensation and foreign
withholding taxes, partially offset by the impaétioe release of contingency reserves, tax-exentptast income, and the benefit of research
and development tax credits.

In accordance with SFAS 123R, we recognizebnefit upon expensing certain share-based awasixiated with our share-based
compensation plans, including nonqualified stockars and deferred stock unit awards, but underectiaccounting standards we cannot
recognize tax benefit concurrent with the recognitf
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share-based compensation expenses associateaheeétitive stock options and employee stock purchiseshares (qualified stock options).
For qualified stock options that vested after aoion of SFAS 123R, we recognize tax benefit anlthe period when disqualifying
dispositions of the underlying stock occur, whidstdrically has been up to several years aftelivgsind in a period when our stock price
substantially increases. For qualified stock oitvat vested prior to our adoption of SFAS 1288 tax benefit is recorded directly to
additional paid-in capital. Tax benefit associateth total share-based compensation was approxiyn®2e9 million and $4.1 million for the
year ended June 30, 2006 and 2007, respectivejudting the impact of she-based compensation and the related tax benedigffective
tax rate for the year ended June 30, 2006 and 2@0¥d have been 38.1% and 30.4%, respectively. Bacwe cannot recognize the tax
benefit for share-based compensation expense assevith qualified stock options until the occumae of future disqualifying dispositions
of the underlying stock and such disqualified dgpons may happen in periods when our stock midestantially increases, and because a
portion of that tax benefit may be recorded disetdl additional paid-in capital, our future qualyeand annual effective tax rates will be
subject to greater volatility and, consequently, a&hility to reasonably estimate our future qudytand annual effective tax rates is greatly
diminished.

Results of Operations
Fiscal year ended June 30, 2006 compared with fiscal year ended June 30, 2005
Net Revenue

(in thousands)

Year Ended June 3

2005 2006 $ Change % Chang
PC application: $122,87" $157,51: $ 34,63« 28.2%
% of net revenu 59.(% 85.2%
Digital lifestyle product applicatior 85,26: 27,04¢ (58,21¢) -68.2%
% of net revenu 41.(% 14.7%
Net revenue $208,13¢ $184,55' $(23,58) -11.%%

Net revenue was $184.6 million for the yeatezhJune 30, 2006 compared with $208.1 milliorttieryear ended June 30, 2005, a
decrease of $23.6 million, or 11.3%. We identifg trertical markets that our products serve as @enBrket and the digital lifestyle product
markets. The decrease in net revenue was pringttifjputable to a $58.2 million, or 68.3%, decreaséigital lifestyle product net revenue,
which was $27.0 million for the year ended JuneZB®6, compared with $85.3 million for the year @dune 30, 2005. Our digital lifestyle
product revenue declined to approximately 14.7%etfrevenue for the year ended June 30, 2006 fpproaimately 41.0% of net revenue
for the year ended June 30, 2005, primarily dug decline in orders from a customer from the HDEtgdwe digital music player market. The
decrease in digital lifestyle product net revenaes wartially offset by an increase in PC applicatinet revenue of $34.6 million, or 28.2%,
for the year ended June 30, 2006 compared witlgghe ended June 30, 2005. The increase in PC applis net revenue was attributable to
notebook industry growth, coupled with market stgains, additional penetration in PC peripherais, adoption by notebook OEMs of our
capacitive interface multimedia controls. The olletacrease in net revenue was partially offsea o increase in total unit shipments. Net
revenue from PC dual pointing applications decliteedpproximately 15% of net revenue for the yewtesl June 30, 2006 compared with
16% of net revenue for the year ended June 30,.Z085decrease in net revenue from PC dual poiriications reflected the continuing
shift toward single pointing solutions, driven lyetcombination of consumer and small business derfwaitow-priced notebook computers
relative to high-priced notebook computers for hass use and the impact of competitive solutioeerdual pointing segment of the
notebook market.
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Gross Margin.
(in thousands)

Year Ended June 3

2005 2006 $ Change % Chang
Gross Margir $96,04¢ $82,85: $(13,19¢) -13.7%
% of net revenu 46.1% 44.%%

Gross margin as a percentage of net revenaeld@% for the year ended June 30, 2006 compathdié.1% for the year ended June 30,
2005. As each product we sell utilizes our capaeitechnologies in a design that is unique or $jgea a customer’s application, gross
margins vary on a product-by-product basis, makimggross margins product design specific and iaddpnt of the vertical markets that our
products serve. The decline in gross margin as@ptage of net revenue primarily reflected an vmfable product design mix, lower
average selling prices resulting from general cditipe pricing pressure, and the inclusion of n@sit share-based compensation costs of
$682,000, partially offset by lower manufacturirgsts resulting from our continuing design and pssdeyprovement programs and lower
materials, assembly, and test costs. Non-cash-flaged compensation costs resulted from our adopfi®FAS 123R on a modified
prospective basis at the beginning of fiscal 2006 year-over-year were responsible for a 0.4% dedh our gross margin as a percentage of
revenue.

Operating Expenses.
(in thousands)

Year Ended June 3

2005 2006 $ Change % Chang

Research and development expel $24,991 $35,35¢ $10,36¢ 41.5%
% of net revenu 12.(% 19.1%

Selling, general & administrative expen: 18,42: 28,01¢ 9,59¢ 52.1%
% of net revenu 8.5% 15.2%

Other operating expense (incon (3,800 — 3,80( -100.(%
% of net revenu -1.8% 0.C%

Amortization of deferred stock compensat 32¢ — (32¢) -100.(%
% of net revenu 0.1% 0.C%
Operating expenst $39,94: $63,37¢ $23,43: 58.7%
% of net revenu 19.2% 34.5%

Research and Development ExpendResearch and development expenses increasqutaseatage of net revenue to 19.1% from 12.0%,
while spending on research and development aetiviticreased $10.4 million, or 41.5%, to $35.4ianilfrom $25.0 million for the year
ended June 30, 2006 compared with the year ended3ly 2005. The primary contributor to the incesiasresearch and development
expenses was the inclusion of non-cash share-lzasepensation costs of $4.8 million as a resultdofping SFAS 123R on a modified
prospective basis at the beginning of fiscal 2@&luding non-cash share-based compensation cestsaarch and development expenses
increased approximately $5.6 million, or 22.3%naiily reflecting a $3.1 million increase in prdjgpending, a $1.9 million increase in
employee compensation costs resulting from additistaffing, increased base compensation relatedit@annual performance review
process, employee benefit costs, and recruitingscaad a $1.6 million increase in temporary ladrwd consulting costs, partially offset by a
$1.4 million reduction in incentive pay.

Selling, General, and Administrative Expensgglling, general, and administrative expensesaszd as a percentage of net revenue to
15.2% from 8.9%, while the cost of selling, geneaald administrative activities increased $9.6iomll or 52.1%, to $28.0 million from
$18.4 million for the year ended June 30, 2006 canexb with the year ended June 30, 2005. The inerieaselling, general, and
administrative expenses reflected the inclusionaf-cash share-based compensation costs of $7i@mab a result of adopting SFAS 123R
on a modified prospective basis at the beginninfjsofl 2006. Excluding non-cash share-based cosgiEm costs, selling, general, and
administrative expenses increased $1.9 milliodl®2%, primarily reflecting a $2.4 million
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increase in employee compensation costs resultomng &dditional staffing, increased base compensaétated to our annual performance
review process, employee benefit costs, and réoguibsts, a $451,000 increase in outside comnmga=igts, a $381,000 increase in
temporary labor and consulting costs, and a $140@¢trease in travel and related costs, partidfiyed by a $1.5 million reduction in
incentive pay.

Other operating expense (income&he year ended June 30, 2005 included the reckgpboe-time payment of $3.8 million for a cross
license agreement that settled certain intelleqiuagperty disputes with a competitor. The crossrige agreement does not provide for any
future service obligations or commitments from nd aontains the mutual releases of the partiepessve claims.

Amortization of Deferred Stock CompensatiBeginning with fiscal 2006, we adopted SFAS 123R as a result ceased amortizing
deferred stock compensation. Accordingly, no amatitbn expense for deferred stock compensationre@sded for the year ended June 30,
2006 while $328,000 was recorded for the year eddee 30, 2005.

Operating Income.

(in thousands)

Year Ended June 3

2005 2006 $ Change % Chang
Operating Incom $56,107 $19,47¢ $(36,629) -65.2%
% of net revenu 27.(% 10.€%

We generated operating income of $19.5 mijlmm10.6% of net revenue, for the year ended 30n@006 compared with $56.1 million,
or 27.0% of net revenue, for the year ended Jun2@lb. As discussed in the preceding paragrapbbgjdcline in operating income was
primarily related to the decrease in operatingtage resulting from the 11.3% decline in net reeghower gross margin percentage, and
higher operating expenses which included a $13l®bmincrease in non-cash share-based compenseo&ts related to our adoption of
SFAS 123R on a modified prospective basis at tlginbég of fiscal 2006.

Interest Income/(Expenst
(in thousands)

Year Ended June 3

2005 2006 $ Change % Chang
Interest incomt $ 3,37C $ 7,98¢ $ 4,61« 136.%
% of net revenu 1.6% 4.2%
Interest expens (1,14¢ (2,939 (799) 69.2%
% of net revenu -0.5% -1.1%
Net interest incom $ 2,22¢ $ 6,04F $ 3,82( 171.7%
% of net revenu 1.1% 3.2%

Interest Incomelnterest income was $8.0 million for the year endede 30, 2006 compared with $3.4 million for tearyended June 30,
2005. The $4.6 million increase in interest incaemulted from a combination of substantially higheerage interest rates and substantially
higher average invested cash balances. The incireaash balances was primarily the result of thiecash proceeds of $120.7 million
received from the issuance of our convertible sesudordinated notes in December 2004 aided by8%2dlion of net cash flows from
operations for fiscal 2006.

Interest Expensénterest expense was $1.9 million for the year dnlime 30, 2006 compared with $1.1 million forykar ended
June 30, 2005. The $794,000 increase in intergetrese resulted from the combination of intereseagp and amortization of debt issuance
costs related to our convertible senior subordohatetes issued in December 2004. The annual delbitseost on the notes is approximately
$938,000, which excludes $860,000 of amortizatibdebt issuance costs.

44




Table of Contents

Provision for Income Taxe
(in thousands)

Year Ended June 3

2005 2006 $ Change % Chang
Income before provision for income ta» $58,33: $25,52: $(32,809) -56.2%
Provision for income taxe 20,34 11,82 (8,525 -41.%
% of income before provision for income ta 34.%% 46.2%
% of net revenu 9.8% 6.4%

The provision for income taxes for the yeadeshJune 30, 2006 was $11.8 million compared wagth B million for the year ended June
2005, reflecting significantly lower pre-tax profvels, partially offset by a substantially higleéiective tax rate. The income tax provision
represented estimated federal, foreign, and staestfor the years ended June 30, 2005 and 20@6efféctive tax rate for the year ended
June 30, 2006 was approximately 46.3% and divefrgad the combined federal and state statutorypetearily as a result of the impact of
accounting for share-based compensation and foreidpnolding taxes, partially offset by the impadctthe release of contingency reserves,
tax-exempt interest income, and the benefit ofamdeand development tax credits. The effectiverdsa for the year ended June 30, 2005
was approximately 34.9% and diverged from the coeatbifederal and state statutory rate primarily eesalt of the impact of higher income
from lower taxed foreign operations, the releaseanitingency reserves, the benefit of researctdandlopment tax credits, and tax-exempt
interest income, partially offset by foreign withdimg taxes and permanent taxable differences.
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Quarterly Results of Operations

The following table sets forth our unauditetderly results of operations for the eight quarte the twoyear period ended June 30, 2(
You should read the following table in conjunctiwith the financial statements and related notesaioed elsewhere in this report. We have
prepared this unaudited information on the saméstassour audited financial statements. This tatdkides all adjustments, consisting only
of normal recurring adjustments, that we considaressary for a fair presentation of our financasifion and operating results for the
quarters presented. Past operating results amecessarily indicative of future operating perfonee accordingly, you should not draw any
conclusions about our future results from the tssafl operations for any quarter presented.

(in thousands)

(unaudited)
Three Months Ended
Septembe Decembe March June Septembe Decembe March June
2005 2005 2006 2006 2006 2006 2007 2007
Net revenu $ 51,72¢ $48,55¢ $40,36¢ $43,91: $ 54,81¢ $76,087 $64,30¢ $71,57¢
Cost of revenu 28,05: 26,38 22,25] 25,01( 32,42( 45,69¢ 39,16 43,63t
Gross margir 23,67 22,17: 18,10¢ 18,90z 22,39¢ 30,39 25,147 27,941
Operating expense
Research and
developmen 8,28¢ 8,34t 9,10¢ 9,61¢ 9,18¢ 9,95¢ 9,48t 10,75t
Selling, general, and
administrative 6,72¢ 6,91: 6,952 7,42¢ 7,801 8,921 9,33¢ 10,18(
Restructuring — — — — — 91t — —
Total operating
expense: 15,017 15,25¢ 16,05¢ 17,04 16,98¢ 19,80( 18,82« 20,93t
Operating incom:i 8,65t 6,91: 2,05( 1,86( 5,40¢ 10,59 6,32¢ 7,00¢
Interest incomt 1,551 1,901 2,17¢ 2,35¢ 2,53¢ 2,97¢ 2,715 2,82¢
Interest expens (4849) (48E) (48E (48E (487) (48¢) (48¢) (487)
Income before income tax 9,722 8,32¢ 3,74¢ 3,72¢ 7,45¢ 13,08: 8,54¢ 9,34¢
Provision for income taxe 4,21(C 3,52¢ 2,121 1,96¢ 3,331 3,74( 2,91 1,91¢
Net income $ 5,51 $ 4,80: $ 1,628 $ 1,768 $ 4,127 $ 9,341 $ 5,63¢ $ 7,431
Net income per shar
Basic $ 0.27 $ 0.2 $ 0.07 $ 0.07 $ 0.1€ $ 0.37 $ 0.2z $ 0.2¢
Diluted $ 0.2 $ 0.1¢ $ 0.0€ $ 0.07 $ 0.1f $ 0.3 $ 0.2C $ 0.27
Shares used in computing
net income per shar
Basic 24,76¢ 24,29¢ 24,73 25,02¢ 25,13¢ 25,56¢ 25,82 25,71(
Diluted 29,03¢ 28,78 29,20: 29,26: 29,25 29,69: 29,59: 27,67¢

Liquidity and Capital Resources

Our cash, cash equivalents, and short-termsimvents were $265.0 million as of June 30, 200Tpewed with $245.2 million as of
June 30, 2006. The increase in cash balances waarjly related to $26.3 million of cash flows frooperations and $31.4 million of
proceeds and excess tax benefit from stock optidreanployee stock purchase plan activity, partieffget by $32.3 million used for the
purchase of treasury stock and $5.8 million usedépital expenditures.

Cash Flows from Operating ActivitieSor the year ended June 30, 2007, the net caskdpoblay operating activities of $26.3 million was
primarily attributable to net income of $26.5 nati plus the tax benefit from stock options of $1i8ion and adjustments for non-cash
charges, including share-based compensation cb$it3 million and depreciation, impairment, defertaxes, and amortization of debt
issuance costs totaling $3.2 million, partiallyseff by a net increase in operating assets anditiebpf $18.7 million, and excess tax benefit
from share-based compensation of $9.9 million. fidieincrease in operating assets and liabilitiegted primarily to an increase in accounts
receivable of $22.7 million, which was a directulésf our significant increase in net revenue. thar year ended June 30, 2006, the net cash
provided by operating activities of $24.8 milliomsvprimarily attributable to net income of $13.7liom, plus tax benefit from stock options
of $6.2 million and adjustments for non-cash chaygeluding share-based compensation costs o2$mlion and depreciation, deferred
taxes, and amortization of debt issuance costbrtgt4.0 million, partially offset by a net inciE&in operating assets and liabilities of
$7.1 million and excess tax benefit from share-basenpensation of $5.2 million. The net increaseparating assets and liabilities related
primarily to a reduction of income taxes payabl&6B million. For the year ended June 30, 2005 nit cash provided by operating
activities of $42.5 million wa
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primarily attributable to net income of $38.0 nati, plus tax benefit from stock options of $10.0ion, and adjustments for non-cash
charges for depreciation, amortization of defestk compensation, amortization of debt issuanstscand deferred taxes totaling
$3.7 million, partially offset by a net increaseoiperating assets and liabilities of $9.1 million.

Cash Flows from Investing ActivitieQur investing activities, which principally relate purchases, sales, and maturities of government-
backed securities, investment-grade fixed incomguments, and auction rate securities, used étfoa the years ended June 30, 2005,
2006, and 2007 of $137.7 million, $53.2 millionde®18.1 million, respectively. Net cash used iresting activities for fiscal 2007 consisted
of purchases of $280.9 million for short-term inwesnts and $5.8 million for purchases of capitak#s partially offset by proceeds from
sales and maturities of $268.6 million for shortsténvestments. Net cash used in investing aatiwitor fiscal 2006 consisted of purchases of
$250.9 million for shorterm investments and $3.1 million for purchasesagiital assets, partially offset by proceeds fratesand maturitie
of $200.8 million for short-term investments. Nash used in investing activities for fiscal 200Bsisted of purchases of $221.4 million for
shortterm investments, $13.8 million for purchases gfitzd assets, and a $4.0 million investment in ovénc., partially offset by procee
from sales and maturities of $101.5 million for gkterm investments. Our purchases of capital assetuded our 70,000 square-foot
building located in Santa Clara, California. Wediapproximately $11.7 million of cash for the puash and reconfiguration of the building
and moved our San Jose operations into the nevityani July 2005.

Cash Flows from Financing ActivitieNet cash provided by (used in) financing activifi@sthe years ended June 30, 2005, 2006, and
2007 was $107.9 million, $(5.1) million, $(1.0) fiwh, respectively. Our financing activities foretlyear ended June 30, 2007 primarily
related to $32.3 million for the purchase of oumooon stock on the open market, partially offse$B¢.5 million of proceeds from common
stock issued under share-based compensation pidr929 million from excess tax benefit from shhesed compensation. Our financing
activities for the year ended June 30, 2006 primagiated to $18.8 million for the purchase of @ammon stock on the open market,
partially offset by $8.5 million of proceeds frommmon stock issued under share-based compenséiusn gnd $5.2 million from excess tax
benefit from share-based compensation. Our fingnaativities for the year ended June 30, 2005eadlatimarily to proceeds from the
issuance of $125.0 million of convertible senidbaulinated notes and $8.4 million of proceeds fommmon stock issued under our stock
option plans and employee stock purchase planapaffset by $21.2 million for the purchase afr&common stock on the open market and
$4.3 million of debt issuance costs.

Common Stock Repurchase ProgramApril 2007, our board of directors authorizedaatditional $80 million for our stock repurchase
program, raising the aggregate authorization lev&160 million. The program authorizes us to repase our common stock on the open
market or in privately negotiated transactions delgg upon market conditions and other factors. iitmaber of shares purchased and the
timing of purchases is based on the level of oshdmlances, general business and market conditiadsother factors, including alternative
investment opportunities. Common stock repurchasetér this program is held as treasury stock araligh June 30, 2007 purchases under
this program totaled 3,588,100 shares for an aggeempst of $72.3 million or an average cost of. $@@er share. As of June 30, 2007, we
had $87.7 million remaining under our stock repasghprogram, of which $7.7 million expires in Oa@oB007 and $80.0 million expires
April 2009.

Bank Credit Facility We currently maintain a $15 million working capitisle of credit with Silicon Valley Bank. The Siba Valley Ban}
revolving line of credit, which expires on Noveml2&, 2007, has an interest rate equal to Silicailey@ank’s prime lending rate and
provides for a security interest in substantiallyohour assets. We had not borrowed any amoumteuthe line of credit as of June 30, 2007.

Convertible Senior Subordinated NotesDecember 2004, we issued an aggregate of $1#6mof 0.75% Convertible Senior
Subordinated Notes maturing December 1, 2024 (tlote€'s”) in a private offering pursuant to Rule 14dider the Securities Act of 1933, as
amended. In connection with issuing the Notes,nearred debt issuance costs of $4.3 million, caingjrimarily of the initial purchasers’
discount and costs related to legal, accountind, paimting, which are being amortized over five ieedVe expect to use the net proceeds for
working capital and general corporate purposespatehtially for future acquisitions.

The Notes bear interest at a rate of 0.75%apeum payable on December 1 and June 1 of eachH@aever, we will pay additional
contingent interest on the Notes if the averagdinicaprice of the Notes is at or above 120% ofghiecipal amount of the Notes for a
specified period beginning with the six-month pdrio
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commencing December 1, 2009. The amount of continigéerest payable on the Notes with respectdix-snonth period, for which
contingent interest applies, will equal 0.375% aanum of the average trading price of the Notesfgpecified five trading-day period
preceding such six-month period.

As a result of our irrevocable election in ARO07 to cash settle the principal amount ofttetes, no shares of common stock will be
issued to settle the principal amount of the Nai&$ cash or common stock may be used to settheatbe of the Notes in excess of
$125 million. Our election to cash settle the pipatamount of the Notes upon conversion resulteakir using the “if converted” method
through the date of the election and the “treastwgk” method subsequent to the date of the eleéiopurposes of calculating diluted net
income per share. Accordingly, we will include opraspective basis diluted shares underlying thee®im our diluted net income per share
calculation only when the average closing stockepfor the accounting period exceeds the convemige of the Notes, which is currently
$50.53 per share.

Initially, the Notes were convertible into si&s of our common stock at a conversion rate Gf41B shares per $1,000 principal amount of
Notes, or a total of 2,473,975 shares of commocksiohich is equivalent to an initial conversiomcerof approximately $50.53 per share
common stock, subject to adjustment in certain &svdrhrough April 2007, the denominator of the titlinet income per share calculation
included the weighted average effect of the 2,473 ghares of common stock issuable upon convedfitre Notes in accordance with SF
128 as it applies to the method of settling thegpal amount of the Notes and Emerging Issues Faske (“EITF”) Issue No. 04-08 as it
applies to the market price conversion trigger etdied in the Notes.

Through November 30, 2009, upon the occurrefieefundamental change as defined in the indergaverning the Notes, we could
potentially be obligated to issue up to 7.917 shaer $1,000 of principal amount of Notes, or altof 989,587 shares of common stock. The
989,587 shares, contingently issuable upon a fuerdéahchange, are not included in the calculatiodilated net income per share.

The Notes may be converted (1) if, during ealendar quarter commencing after December 31,,28@4ast reported sale price of our
common stock for at least 20 trading days in théopeof 30 consecutive trading days ending on &s¢ trading day of the preceding calendar
quarter is greater than or equal to 120% of thdigadge conversion price on such last trading daypn or after January 1, 2020; (3) if we
have called the Notes for redemption; or (4) dupngscribed periods, upon the occurrence of sgecdorporate transactions or fundamental
changes. On or after December 1, 2009, we may nefl@ecash all or a portion of the Notes at a regigon price of 100% of the principal
amount of the Notes plus accrued and unpaid irttéresuding contingent interest and additionaknesst, if any. Noteholders have the right to
require us to repurchase all or a portion of thtes for cash on December 1, 2009, December %, 201 December 1, 2019 at a price e
to 100% of the principal amount of the Notes tgbechased plus accrued and unpaid interest, intductintingent interest and additional
interest, if any. As of June 30, 2007, none ofdbeditions for conversion of the Notes had occurred

The Notes are unsecured senior subordinatigghtibns and rank junior in right of payment tb @ our existing and future senior
indebtedness, equal in right of payment with albof existing and future indebtedness or othemgaltilbns that are not, by their terms, either
senior or subordinated to the Notes, includingdrdebt and other general unsecured obligationgithabt constitute senior or subordinated
indebtedness, and senior in right of payment tofadlur future indebtedness that, by its termspisordinated to the Notes. There are no
financial covenants in the Notes.

Note PayableThe note payable of $1.5 million to National Semidactor Corporation (National) due August 2007 espnts limited-
recourse debt that is secured solely by a portfmupstockholdings in Foveon, Inc., or Foveonwimich National is also an investor.
Subsequent to June 30, 2007, the note plus acorterdst of $1.2 million came due, and, in accocganith the security agreement, we
relinquished the shares securing the note to Naltiorfull settlement of the principal and accruegtrest.

$100 Million Shelf RegistratiotWe have registered an aggregate of $100 milliocoaimon stock and preferred stock for issuance in
connection with acquisitions, which shares gengnaill be freely tradeable after their issuance emBule 145 of the Securities Act unless
held by an affiliate of the acquired company, iniahhcase such shares will be subject to the volantemanner of sale restrictions of
Rule 144.

$125 Million Shelf RegistrationWe have registered an aggregate of $125 millfauo0.75% Convertible Senior Subordinated Notes
due 2024 and the common stock issuable upon caomeskthe notes. The
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shares issued upon conversion generally will belyfreadeable after their issuance unless heldhbgffiliate, in which case such shares will
be subject to the volume and manner of sale réistns of Rule 144,

Liquidity and Capital Resource®/e believe our existing cash, cash equivalents sapd-term investment balances and anticipateld cas
flows from operating activities will be sufficietd meet our working capital and other cash requiresiover the course of at least the next
12 months. Our future capital requirements will elggh on many factors, including our rate of revegigavth or decline, the timing and extent
of spending to support product development effadsts related to protecting our intellectual propehe expansion of sales and marketing
activities, the timing of introductions of new prads and enhancements to existing products, ths tmgnsure access to adequate
manufacturing capacity, the continuing market atanege of our product solutions, our common stogkirehase program, and the amount
and timing of our investments in, or acquisitiofisather technologies or companies. Further equitgtebt financing may not be available to
us on acceptable terms or at all. If sufficientdsirmre not available or are not available on aet#pterms, our ability to take advantage of
unexpected business opportunities or to respordrtetitive pressures could be limited or sevecelystrained.

Contractual Obligations and Commercial Commitments

The following table sets forth a summary of material contractual obligations and commerctahmitments as of June 30, 2007 (in
millions):

Payments due by peric

Less thar 1-3 35 More thar

Contractual Obligation Total 1 year Years Years 5 Years

Convertible Senior Subordinated Notes(1, $ 14z $ 1 $ 2 $ 2 $ 137
Note payable(1 3 3 — — —
Building lease: 1 1 — — —
Total $  14¢ $ 5 $ 2 $ 2 $ 137

(1) Represents both principal and interest payableitiirahe maturity date of the underlying contractidigation.

(2) Our convertible senior subordinated notetuthe a provision allowing the noteholders to requis, at the noteholders’ discretion, to
repurchase their notes at a redemption price o%6Dthe principal amount of the notes plus accraied unpaid interest (including
contingent interest and additional interest, ifJaoy December 1, 2009, December 1, 2014, and Dezeint2019 and in the event of a
fundamental change as described in the indenturergimg the notes. The early repayment of the nistast reflected in the above
schedule, but if all the noteholders elected ta@se their rights to require us to repurchasertheies on December 1, 2009, then our
contractual obligations for the one-to-three yeaniqul would be increased by $125 million and no anmt® would be due in more than
three years
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Off-Balance Sheet Arrangements

We do not have any transactions, arrangementgher relationships with unconsolidated ergitigat are reasonably likely to affect our
liquidity or capital resources. We have no spegiapose or limited purpose entities that providebalance sheet financing, liquidity, or
market or credit risk support; engage in leasirgiging, research and development services; or cgltagionships that expose us to liability
that is not reflected in the financial statements.

Recent Accounting Pronouncements

In June 2006, the Financial Accounting Stadsi@oard issued FASB Interpretation No. 48, “Acdammfor Uncertainty in Income Taxes
— an interpretation of FASB Statement No. 109,” NF48") that clarifies the accounting for uncertgiim income taxes recognized in an
entity’s financial statements in accordance with SFAS198. FIN 48 is designed to reduce the disparitgdoounting treatment for uncert
tax positions resulting from diverse interpretatiari SFAS 109 among companies. FIN 48 prescrilbes@nition threshold and measuren
attribute for financial statement disclosure of pasitions taken or expected to be taken on adiaxn. FIN 48 is effective beginning in our
first quarter of fiscal 2008. We expect the adaptid FIN 48 will result in certain presentation leessifications on our balance sheet, but w
not expect a material impact on our results of apens or cash flows.

In September 2006, the FASB issued SFAS N@, ‘Fair Value Measurements,” (“SFAS 1579FAS 157 defines fair value, establish
framework for measuring fair value under U.S. galigiaccepted accounting principles, and expansidasure about fair value
measurements. SFAS 157 applies under other acogwstindards that require or permit fair value meaments. Accordingly, SFAS 157
does not require any new fair value measurememSSE57 is effective beginning in our first quartéifiscal 2009. We do not expect the
adoption of SFAS 157 to have a material impactwnfioancial position, results of operations, osltélows.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK
Interest rate risk

Our exposure to market risk for changes iarggt rates relates primarily to our cash, casivatpnts, and short-term investments. Due to
the conservative nature of our investment portfalibich is predicated on capital preservation amuidity and consists primarily of
government-backed securities and investment-grstaiments, we would not expect the fair valuewfiovestments to be significantly
affected by changes in market interest rates; hewur interest income will fluctuate with chandgresnarket interest rates. We do not use
our investment portfolio for trading or other splative purposes.

The table below presents principal amountsrateded weighted average interest rates by yearaddirity for our investment portfolio and
debt obligations as of June 30, 2007 (in thousaextsspt for average interest rates):

Fiscal Year Ended June 30, 2007 2008 2009 2010 2011 Thereafter Total Fair Value
Assets
Cash equivalent— variable rate
Money Market $ 37,78¢ $ — $— $— $— $ — $ 37,78¢ $ 37,78¢
Average interest rai 4.74% — — — — — 4.74%
Cash equivalent— fixed rate
Commercial Pape $ 3,41 $ — $— $— $— $ — $ 3,41 $ 3,41
Average interest raf 5.27% — — — — — 5.27%
Corporate Bon $ 3,501 $ — $— $— $— $ — $ 3,501 $ 3,501
Average interest raf 6.06% — — — — — 6.06%
Total cash equivalen $ 44,70: $ — $— $— $— $ — $ 44,70: $ 44,70:
Average interest rai 4.89% — — — — — 4.8%9%
Short-term investments — variable
rate
Auction rate preferre $ 27,00( $ — $— $— $— $ — $ 27,00( $ 27,00(
Average interest raf 5.3% — — — — — 5.3%
Asset backed securiti $ 31,50( $ — $— $— $— $ — $ 31,50( $ 31,50(
Average interest rai 5.3(% — — — — — 5.3(%
Municipal securitie: $ 94,31( $ — $— $— $— $ — $ 94,31( $ 94,31(
Average interest rai 4.05% — — — — — 4.05%
Shor-term investment— fixed rate
U.S. agencie $ 10,00( $ 6,99¢ $— $— $— $ — $ 16,99¢ $ 16,97¢
Average interest raf 4.84% 5.06% — — — — 4.92%
Municipal securitie: $ 35,338 $14,10( $— $— $— $ — $ 49,43: $ 49,31¢
Average interest rai 3.42% 3.56% — — — — 3.4€%
Total shor-term investment $198,14: $21,09¢ $— $— $— $ — $219,24: $219,10:
Average interest rai 4.31% 4.07% — — — — 4.2&%
Liabilities
Convertible Senior Subordinated No
Fixed rate amoun $ — $ — $— $— $— $125,00( $125,00( $121,10(
Average interest rai — — — — — 0.75% 0.75%

Note payable
Fixed rate amount $ 1,50C $ —
Average interest rai 6.0(% —

— $ 1,50C $ 1,50C
— 6.00%

Our Convertible Senior Subordinated Notes lefated coupon interest rate of 0.75% and matuf@écember 2024. Accordingly, we are
not exposed to changes in interest rates relatedrttbong-term debt instruments. The notes ardisied on any securities exchange or
included in any automated quotation system. Thevilue of the notes may increase or decreaseaftows reasons, including fluctuations in
the market price of our common stock, fluctuationmarket interest rates, and fluctuations in gaheconomic conditions. The principal and
carrying amount of the notes at June 30, 2007 a5 #illion and the fair value of the notes wasragpnately $121 million based on
trading prices.

R
R
R
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Our notes include a provision allowing theahatiders to require us, at the noteholddistretion, to repurchase their notes at a redem
price of 100% of the principal amount of the ngikss accrued and unpaid interest (including comtimignterest and additional interest, if
any) on December 1, 2009, December 1, 2014, andrbeer 1, 2019 and in the event of a fundamentaigdas described in the indenture
governing the notes. The early repayment of thesist not reflected in the preceding scheduleifialitthe noteholders elected to exercise
their rights to require us to repurchase their sote December 1, 2009, then maturities in the 2@1@mn would increase by $125 million
and maturities in the thereafter column would daseeby a corresponding amount.

Included within our investment portfolio arédA&nd AAA rated investments in auction rate se@gitSubsequent to June 30, 2007,
auctions for $13.5 million of our investments irchon rate securities failed. The failure resuliethe interest rate on these investments
resetting at Libor plus 50 or 100 basis points. M/tie now earn a premium interest rate on the invests, the investments are not liquid. In
the event we need to access these funds, we wileable to until a future auction on these inwestts is successful. If the issuers are un
to successfully close future auctions and theiditmatings deteriorate, we may be required to sidjue carrying value of these investments
through an impairment charge. Based on our aliditgccess our cash and other short-term investinaumt&xpected operating cash flows,
and our other sources of cash, we do not antictbatéack of liquidity on these investments wilteadt our ability to operate our business as
usual.

Except as noted above, there have been nidisag changes in the maturity dates and averatpzast rates for our investment portfolio
and debt obligations subsequent to June 30, 2007.
Foreign currency exchange risk

All of our revenue and approximately 95% of oambined costs are denominated in U.S. dollassa Aesult, we have relatively little
exposure to foreign currency exchange risks aneidarexchange losses have been immaterial to \A&te&lo not currently enter into forward-
exchange contracts to hedge exposure denominafeckign currencies or any other derivative finahaastruments for trading or speculat
purposes. In the future, if our operations charmgkvee determine that our foreign exchange expdsasancreased, we may consider entering
into hedging transactions to mitigate such risk.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Reference is made to the financial statemémésreports of our independent registered pultiéoanting firm, and the notes thereto
commencing at page F-1 of this report, which finalhstatements, reports, and notes are incorpoteesin by reference.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
Not applicable.

ITEM 9A. CONTROLS AND PROCEDURES
Conclusions Regarding Disclosure Controls and Proderes

Under the supervision and with the participatdf our management, including our Chief Execu@ficer and Chief Financial Officer, we
conducted an evaluation of the effectiveness ofifsgn and operation of our disclosure controts@ecedures (as defined in Rules 13a-15
(e) and 15d-15(e) under the Securities Exchangef\t934). Based on this evaluation, our Chief Etiwe Officer and Chief Financial
Officer, as of June 30, 2007, concluded that oscldsure controls and procedures (as defined irRLBa-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934) are effectivertsuee that information required to be disclosedibyn this report was recorded, processed,
summarized and reported within the time periodsi§ipe in Securities and Exchange Commission rales forms for this report.

Management’s Report on Internal Control Over Finandal Reporting

We are responsible for establishing and maimtg adequate internal control over financial néjpg (as defined in Rules 13a-15(f) and
15d-15(f) under the Securities Exchange Act of 1@®84amended). Under the
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supervision and with the participation of our magragnt, including our Chief Executive Officer andi€tFrinancial Officer, we conducted an
evaluation of the effectiveness of our internaltoomover financial reporting based on the frameéwiarinternal Control—Integrated
Frameworkissued by the Committee of Sponsoring Organizatijrise Treadway Commission. Based on our evaloatigler the framewo
in Internal Control—Integrated Frameworlour management concluded that our internal cbatrer financial reporting was effective as of
June 30, 2007. Our assessment of the effectiverieng internal control over financial reporting@siune 30, 2007 has been audited by
KPMG LLP, an independent registered public accagntirm, as stated in its report included hereirpage F-3.

Changes in Internal Control Over Financial Reporting

There was no change in our internal contr@rdinancial reporting during our most recent filapaarter that has materially affected, or is
reasonably likely to materially affect, our intekantrol over financial reporting.

Inherent Limitations on Effectiveness of Controls

Our management, including our Chief Execu@fficer and Chief Financial Officer, does not exipéhat our disclosure controls and
procedures or our internal controls will preverteator and all fraud. A control system, no matiew well conceived and operated, can
provide only reasonable, not absolute, assuraratdtih objectives of the control system are metthen, the design of a control system must
reflect the fact that there are resource conssaarid the benefits of controls must be consideziadive to their costs. Because of the inherent
limitations in all control systems, no evaluatidrcontrols can provide absolute assurance thaballrol issues, misstatements, errors, and
instances of fraud, if any, within our company haeen or will be prevented or detected. Furthéerimal controls may become inadequate as
a result of changes in conditions, or through thedoration of the degree of compliance with peBoor procedures.

ITEM 9B. OTHER INFORMATION

There were no items requiring reporting onnr&¢K that were not reported on Form 8-K during filnerth quarter of the year covered by
this Form 10-K.
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PART 1lI

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORAT E GOVERNANCE

The information required by this Item relattagdirectors of our company is incorporated helgimeference to the definitive Proxy
Statement to be filed pursuant to Regulation 14hefExchange Act for our 2007 Annual Meeting afcgholders. The information required
by this Item relating to our executive officersrisluded in Item 1, “Business — Executive Officérs.

We have adopted a code of ethics that apiesr principal executive officer, principal fineial officer, and other senior accounting
personnel. The “Code of Ethics for the CEO and &erinancial Officers” is located on our websitenatw.synaptics.com in the Investor
Relations section under Corporate Governance.

We intend to satisfy the disclosure requiremener Item 10 of Form 8-K regarding any amendnenbr waiver from, a provision of this
code of ethics by posting such information on oabsite, at the address and location specified above

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item is ingorated herein by reference to the definitive PrBigtement to be filed pursuant to
Regulation 14A of the Exchange Act for our 2007 AahMeeting of Stockholders.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this Item is ingorated herein by reference to the definitive PrBigtement to be filed pursuant to
Regulation 14A of the Exchange Act for our 2007 AahMeeting of Stockholders.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, AND DIRECTOR INDEPENDENCE

The information required by this Item is ingorated herein by reference to the definitive PrBigtement to be filed pursuant to
Regulation 14A of the Exchange Act for our 2007 AahMeeting of Stockholders.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item is ingorated herein by reference to the definitive Prigtement to be filed pursuant to
Regulation 14A of the Exchange Act for our 2007 AahMeeting of Stockholders.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(@) Financial Statements and Financial Statement Scheths

(1)
()

Financial Statements are listed in the Index togobdated Financial Statements on pa-1 of this report

Financial Statement Schedules: Schedule II, Valnaind Qualifying Accounts is set forth on par1 of this report

(b) Exhibits
Exhibit
Number Exhibit
3.1 Certificate of Incorporation (1
3.1(b) Certificate of Designation of Series A Junior Raptting Preferred Stock (.
3.2 Amended and Restated Bylaws
3.3 Certificate of Amendment of Certificate of Incorption of the registrant (¢
4 Form of Common Stock Certificate (
4(b) Rights Agreement, dated as of August 15, 2002, éetvthe registrant and American Stock Transfer sT€Company, as Rights
Agent (2)
4.1 Indenture dated December 7, 2004 by and betweeregiigtrant and American Stock Transfer & Trust @any (4)
4.2 Registration Rights Agreement dated December 74 2§0and among the registrant, Bear, Stearns &ri@o,. and Credit Suisse
First Boston LLC (4
10.1 1986 Incentive Stock Option Plan and form of gregrteement (€
10.2 1986 Supplemental Stock Option Plan and form ohgagreement (€
10.5(a) 1996 Stock Option Plan (!
10.5(b) Form of grant agreements for 1996 Stock Option F3&
10.4 2000 U.K. Approved St-Plan to the 1996 Stock Option Plan and form of gegmeement (€
10.t 2000 Nonstatutory Stock Option Plan and form ohtjegreement (€
10.€(a) Amended and Restated 2001 Incentive Compensatam(?)
10.€(b) Form of grant agreements for Amended and Restd@t@tl Bxcentive Compensation Plan
10.€(c) Form of deferred stock award agreement for AmeradetRestated 2001 Incentive Compensation Pla
10.7a) Corrected Amended and Restated 2001 Employee Sochase Plan (as amended through February 20) 28X
10.7(b) 2001 Employee Stock Purchase -Plan for U.K. Employees (¢
10.€ 401(K) Profit Sharing Plan (t
10.1z Subordinated Secured Non-Recourse Promissory Naéel dugust 12, 1997 executed by the registrafaviar of National
Semiconductor Corporation (
10.1: Form of Stock Option Grant and Stock Option Agreenitween the registrant and Federico Faggil
10.1¢ Form of Stock Option Grant and Stock Option Agreetietween the registrant and Francis F. Le«
10.1¢ Form of Stock Option Grant and Stock Option Agreetietween the registrant and Russell J. Knitfe
10.1¢ Loan and Security Agreement dated as of Augus2B01 between Silicon Valley Bank and the registeenamended through

November 30, 2004 (¢



10.17

10.1¢

10.1¢

10.2C

Form of Indemnification Agreement entered into Bdamuary 28, 2002 with the following directors anebcutive officers:
Federico Faggin, Francis F. Lee, Russell J. Kni8aawn P. Day, David T. McKinnon, William T. Stad{eith B. Geeslin, and
Richard L. Sanquini; as of April 23, 2002 with WoRald Van Dell; as of June 26, 2004 with JeffreyBDchanan; as of
March 28, 2006 with Thomas J. Tiernan; as of Sep&r5, 2006 with Hing Chung Wong; and as of Felyr@a, 2007 with
Nelson C. Chan. (1

Severance Policy for Principal Executive Officet8)(

Change of Control and Severance Agreement entetedby Francis F. Lee as of April 22, 2003 (

Form of Change of Control and Severance Agreemaeted into by Russell J. Knittel as of April 2203 (10)
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Exhibit
Number Exhibit

10.21 Purchase Agreement dated December 1, 2004 by aodgtine registrant, Bear, Stearns & Co. Inc., aratli€ Suisse First Bost

LLC (4)

10.22 Settlement Agreement dated March 31, 2005 by arahgrthe registrant, Alps Electric Co. Ltd., andqDie Corporation (11)

10.2: Change of Control Severance Agreement enterecinfthomas Tiernan as of April 3, 2006 (:

12.1 Ratio of Earnings to Fixed Charg

21 List of Subsidiarie!

23.1 Consent of Independent Registered Public Accouriing

31.1 Certification of Chief Executive Officer pursuantRule 13-14(a)/15«14(a)

31.2 Certification of Chief Financial Officer pursuaot Rule 13-14(a)/15«14(a)

32.1 Section 1350 Certification of Chief Executive Offit

32.2 Section 1350 Certification of Chief Financial Offit

1)

()
(3)
(4)
()

(6)

(7)
(8)

(9)
(10)

(11)
(12)

Incorporated by reference to the registraittem 10-Q for the quarter ended December 29, 2801iled with the SEC on February 21,
2002.

Incorporated by reference to the regist's Form A as filed with the SEC on August 16, 20!
Incorporated by reference to the regist's Current Report on Forn-K as filed with the SEC on July 31, 20(
Incorporated by reference to the regist's Current Report on Forn-K as filed with the SEC on December 7, 20

Incorporated by reference to the registraRtiem 10-K for the fiscal year ended June 30, 2@8Fjled with the SEC on September 12,
2002.

Incorporated by reference to the registramg(istration statement on Form S-1 (Registration 383-56026) as filed with the SEC
January 22, 2002 and declared effective Januarg(@s.

Incorporated by reference to the regist's Form 1-Q for the quarter ended December 28, 2002, asWilddSEC on February 6, 20(

Incorporated by reference to the registraRtiem 10-K for the fiscal year ended June 24, 2@86jled with the SEC on September 7,
2006.

Incorporated by reference to the regist's Current Report on Forn-K as filed with the SEC on December 3, 2C

Incorporated by reference to the registrant’'swt0-K for the fiscal year ended June 30, 2003i|ed with the SEC on September 12,
2003.

Incorporated by reference to the regist's Current Report on Forn-K as filed with the SEC on April 1, 200
Incorporated by reference to the regist's Current Report on Forn-K as filed with the SEC on April 3, 200

Portions of this exhibit have been omitted anst to a confidential treatment request that waatgd by the Securities and Exchange
Commission pursuant to Rule -2 of the Exchange Ac
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SIGNATURES
Pursuant to the requirements of Section 1B5¢d) of the Securities Exchange Act of 1934, #gistrant has duly caused this report to be
signed on its behalf by the undersigned, theredatyp authorized.
SYNAPTICS INCORPORATED

Date September 5, 2007 By: /s/ Francis F. Lee
Francis F. Lee
President and Chief Executive Offic

Pursuant to the requirements of the Secuiitiehange Act of 1934, this report has been sidmbolv by the following persons on behalf
of the registrant and in the capacities and ord#tes indicated.

Signature Title Date
/sl Francis F. Lee President, Chief Executive Officer, and DirectoritiBipal Executive Officer) September 5, 2007
Francis F. Le
/sl Russell J. Knittel Executive Vice President, Chief Financial Offic€hief Administrative September 5, 2007
Russell J. Knitte Officer, Secretary and Treasurer (Principal Finahahd Accounting Officer)
/s/ Federico Faggin Chairman of the Board September 5, 2007
Federico Faggil
/sl Jeffrey D. Buchanan Director September 5, 2007
Jeffrey D. Buchana
/sl Nelson C. Chan Director September 5, 2007
Nelson C. Cha
/sl Keith B. Geeslin Director September 5, 2007

Keith B. Geeslir

/sl Richard L. Sanquini Director September 5, 2007
Richard L. Sanquir

/s/ W. Ronald Van Dell Director September 5, 2007
W. Ronald Van Del
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
Synaptics Incorporated:

We have audited the accompanying consolidasdhce sheets of Synaptics Incorporated and salisil(the Company) as of June 24,
2006 and June 30, 2007, and the related consdlidéaéements of income, stockholders’ equity andprehensive income, and cash flows
for each of the years in the three-year period diddee 30, 2007. In connection with our auditdefdonsolidated financial statements, we
also have audited the financial statement schdtluldese consolidated financial statements anafomal statement schedule are the
responsibility of the Company’s management. Oupeesibility is to express an opinion on these cbdated financial statements and
financial statement schedule based on our audits.

We conducted our audits in accordance wittstaadards of the Public Company Accounting Ovéaidgpard (United States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindmecial statements are free of material
misstatement. An audit includes examining, on flasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by maregeas well as evaluating the overall
financial statement presentation. We believe thatadits provide a reasonable basis for our opinio

In our opinion, the consolidated financialtstaents referred to above present fairly, in altarial respects, the financial position of
Synaptics Incorporated and subsidiaries as of 2dn2006 and June 30, 2007, and the results aof dperations and their cash flows for each
of the years in the three-year period ended Jun2@W¥, in conformity with U.S. generally accepsatounting principles. Also in our
opinion, the related financial statement schedulen considered in relation to the basic consaidifihancial statements taken as a whole,
presents fairly, in all material respects, the infation set forth therein.

As discussed in Note 9 to the consolidatedrfaial statements, the Company adopted SFAS N¢R)23Share-Based Paymeyit
applying the modified prospective method at theifr@gg of fiscal 2006.

We also have audited, in accordance with téwedards of the Public Company Accounting Oversidrd (United States), Synaptics
Incorporated’s internal control over financial rejig as of June 30, 2007, based on criteria dstedd ininternal Control — Integrated
Frameworkissued by the Committee of Sponsoring Organizatidriee Treadway Commission (COSO), and our regated September 4,
2007 expressed an unqualified opinion on the effesess of the Company’s internal control overfiicial reporting.

/sl KPMG LLP

Mountain View, California
September 4, 2007
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
Synaptics Incorporated:

We have audited Synaptics Incorporated’s Gbmpany) internal control over financial reportagof June 30, 2007, based on criteria
established imnternal Control — Integrated Framewoissued by the Committee of Sponsoring Organizatidriee Treadway Commission
(COSO0). Synaptics Incorporated’s management iresple for maintaining effective internal contoser financial reporting and for its
assessment of the effectiveness of internal cootret financial reporting, included in the accomying Management’s Report on Internal
Control Over Financial Reporting appearing undeml9A. Our responsibility is to express an opirbarthe Company’s internal control over
financial reporting based on our audit.

We conducted our audit in accordance withsthedards of the Public Company Accounting Ovetdiglard (United States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whetheatigianternal control over financial
reporting was maintained in all material respe®is: audit included obtaining an understanding térimal control over financial reporting,
assessing the risk that a material weakness eaististesting and evaluating the design and operafiiectiveness of internal control based on
the assessed risk. Our audit also included perfaggreich other procedures as we considered necesghgy/circumstances. We believe that
our audit provides a reasonable basis for our opini

A company'’s internal control over financiapogting is a process designed to provide reasoradsierance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttiegenerally accepted accounting
principles. A company'’s internal control over fircgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainky reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financétkestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and @jge reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companygseds that could have a material effect on then@izé statements.

Because of its inherent limitations, interoahtrol over financial reporting may not preventdetect misstatements. Also, projections of
any evaluation of effectiveness to future periagssabject to the risk that controls may becomdeqaate because of changes in conditions,
or that the degree of compliance with the policieprocedures may deteriorate.

In our opinion, Synaptics Incorporated maiméal, in all material respects, effective interr@itcol over financial reporting as of June 30,
2007, based on criteria establishedniternal Control — Integrated Framewoigsued by the Committee of Sponsoring Organizatidgrike
Treadway Commission.

We also have audited, in accordance with téwedards of the Public Company Accounting Oversidrd (United States), the
consolidated balance sheets of Synaptics Incompai@td subsidiaries as of June 24, 2006 and Jyrg980, and the related consolidated
statements of income, stockholders’ equity and getmgnsive income, and cash flows for each of tlaesyim the three-year period ended
June 30, 2007, and our report dated Septembel0Z, &pressed an unqualified opinion on those caleed financial statements.

/sl KPMG LLP

Mountain View, California
September 4, 2007
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SYNAPTICS INCORPORATED AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands, except par value and share amounts)

ASSETS

Current Assets

Cash and cash equivalel

Shor-term investment

Accounts receivable, net of allowances of $189 %4 at June 30, 2006 and 2007, respecti

Inventories

Prepaid expenses and other current a:

Total current asse

Property and equipment, r
Goodwill
Other asset

LIABILITIES AND STOCKHOLDERS '’ EQUITY

Current liabilities:

Accounts payabl

Accrued compensatic

Income taxes payab

Other accrued liabilitie

Note payable

Total current liabilities

Note payable
Other liabilities
Convertible senior subordinated no

Commitments and contingenci

Stockholder' equity:
Preferred stock; $0.001 par value; 10,000,000 stewthorized; no shares issued and outstar

Common stock; $0.001 par value; 60,000,000 sharwazed; 27,462,125 and 29,666,660 shares i:

at June 30, 2006 and 2007, respecti
Additional paic-in capital
Less: 2,306,100 and 3,588,100 common treasury sharine 30, 2006 and 2007, respectively, at
Accumulated other comprehensive |
Retained earning

Total stockholder equity

See notes to consolidated financial statements.

F-4

June 30,
2006

$ 38,72
206,45
34,03
10,01(
3,407
292,62
16,03¢
1,92
20,82
$331,42:

$ 16,54:
4,84:
8,07¢
5,371

34,83¢
1,50(
3,04(
125,00(

27
134,21
(39,999

(464)
73,26:
167,04
$331,42;

June 30,
2007

$ 45,91t
219,10:
56,72:
12,03«
4,24%
338,01
19,40(
1,92i
13,96¢
$373,31.

$ 21,55:
5,372
3,40(
6,272
1,50(

38,09¢

2,12¢
125,00(

30
180,74
(72,349

(13¢)
99,79
208,08
$373,31;
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SYNAPTICS INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except per share amounts)

Years ended June 30,

2005
Net revenue $208,13¢
Cost of revenu®)@) 112,09(
Gross margir 96,04¢
Operating expense
Research and developmd1)@) 24,99:
Selling, general, and administrati1)(@ 18,42:
Other operating expense (incon (3,800
Amortization of deferred stock compensat 32¢
Restructuring —
Total operating expens 39,94:
Operating incom: 56,10
Interest incom 3,37(
Interest expens (1,149
Income before provision for income tay 58,33:
Provision for income taxe 20,345
Net income $ 37,98¢
Net income per shar
Basic $  1.4¢
Diluted $ 1.3C
Shares used in computing net income per sl
Basic 25,73¢
Diluted 29,76

(1) Amounts include sha-based compensation costs as follo
Cost of revenur $
Research and developmt $ —
Selling, general, and administrati $

(2) Amounts exclude amortization of deferred stock cengation as follows

Cost of revenu 12

$
Research and developmt $ 8
Selling, general, and administrati $ 30¢

See notes to consolidated financial statements.
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2006
$184,55°
101,70«
82,85!

35,35¢
28,01¢

63,37¢

19,47¢
7,98¢

(1,939
25,52:
11,82:

$ 05t
$ 0.51

24,70¢
29,07¢

$ 682
$ 4,79¢
$ 7,71¢

2007
$266,78°
160,91
105,87

39,38¢
36,241

91t
76,54¢

29,32¢
11,05¢

(1,950
38,43
11,89;
$ 26,53

$ 1.0
$ 0.94

25,55¢
29,06«

$ 75C
$ 5,091
$ 8,45:
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SYNAPTICS INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY AND COMPREHENSIVE INCOME
(in thousands, except for share amounts)

Accumdt
Additional Deferred Other Total
Common Stocl Paid-in Treasury Stock Comprehensiv Retained Stockholders’
Shares Amount Capital Stock Compensatio Income/(Loss Earnings Equity
Balance at June 30, 2004 24,987,39 $ 25 $ 88,33« $ = $ (634) $ (160) $ 21,57¢ $ 109,14(
Components of comprehensive incor
Net income — — — — — — 37,98t 37,98t
Net unrealized gain on available-for-
sale investments, net of t. — — — — — 31 — 31
Total comprehensive incon 38,01¢
Issuance of common stock from option
exercises and stock purchase plan 1,432,04! 1 8,40¢ — — — — 8,40¢
Purchase of treasury sto — — — (21,180) — — — (21,180)
Amortization of deferred stock
compensation, net of reversals — — 3) ( 331 — — 32¢
Tax benefit associated with stock optic — — 9,951 — — — — 9,951
Balance at June 30, 20 26,419,44 26 106,68t (21,18() (303 (129 59,56( 144,66(
Components of comprehensive incor
Net income — — — — — — 13,70 13,70
Net unrealized loss on available-fol
sale investments, net of t — — — — — (33%) — (339
Total comprehensive incon 13,36¢
Issuance of common stock from option
exercises and stock purchase f 1,042,67: 1 8,47¢ — — — — 8,471
Purchase of treasury sto — — — (18,819 — — — (18,819
Amortization of deferred stock
compensation, net of reversi — — (303) 208 — — —
Tax benefit associated with stock optic — — 6,15¢ — — — — 6,15¢
Share-based compensation — — 13,20( — — — — 13,20(
Balance at June 30, 2006 27,462,12 27 134,21° (39,999 — @464) 73,26 167,04:
Components of comprehensive incor
Net income — — — — — — 26,53« 26,53«
Net unrealized gain on available-fo
sale investments, net of t. — — — — — 32% — 32%
Total comprehensive incon 26,85¢
Issuance of common stock from option
exercises and stock purchase plan 2,204,53! 3 21,39¢ — — — — 21,39¢
Purchase of treasury sto — — — (32,34¢) — — — (32,34¢)
Tax benefit associated with stock optior — — 10,84( — — — — 10,84(
Share-based compensation — — 14,29« — — — — 14,29«
Balance at June 30, 2007 29,666,66 $ 30 $ 180,74t $ (72,34Y $ = $ (139 $ 99,79¢ $ 208,08

See notes to consolidated financial statements.

F-6
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SYNAPTICS INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net caskigen by operating activitie:
Shar-based compensation co
Depreciation and amortizatic
Impairment of property and equipme
Amortization of deferred stock compensat
Amortization of debt issuance co:
Tax benefit realized from stock optio
Excess tax benefit from shi-based compensatic
Deferred taxe
Changes in operating assets and liabilit
Accounts receivabl
Inventories
Prepaid expenses and other current a:
Other asset
Accounts payabl
Accrued compensatic
Income taxes payab
Other accrued liabilitie
Other liabilities

Net cash provided by operating activit

Cash flows from investing activities

Purchases of sh«term investment

Proceeds from sales and maturities of -term investment
Purchases of property and equipm

Investment in Foveon, In

Net cash used in investing activiti

Cash flows from financing activities

Proceeds from issuance of convertible senior suhated note:
Debt issuance cos

Purchase of treasury sto

Proceeds from issuance of common stock upon exeotigptions and stock purchase
Excess tax benefit from shi-based compensatic

Payments on capital leases and equipment finarotitigations
Net cash provided by (used in) financing activi

Increase (decrease) in cash and cash equiv:

Cash and cash equivalents at beginning of

Cash and cash equivalents at end of

Supplemental disclosures of cash flow information
Cash paid for intere:

Cash paid for taxe

Years ended June 30,

2005

$ 37,98t

1,061
32¢
487

9,951

1,831

(11,915
(1,206)
(299)
(12,83%)
3,17(
1,044
10,84¢
2,05¢
36

42 54t

(221,38)
101,53
(13,84)

(4,000

(137,69Y)

125,00(
(4,304
(21,180)
8,40¢
(29)
107,89:
12,74:
59,48¢

$ 72,23

$ 45¢€
$ 10,59t

See notes to consolidated financial statements

F-7

2006 2007
$ 13,70 $ 26,53
13,20( 14,29:
1,64¢ 2,34¢
— 102
86C 86C
6,15¢ 10,84(
(5,229) (9,875
1,50¢ (115)
(244) (22,687
(2,279 (2,022)
(507) (808)
(794) 6,161
4,15: 5,01(
(796) 44€
(6,789 (4,675
24 89E
165 (986)
24,78: 26,31
(250,93f) (280,89:)
200,83 268,56¢
(3,072) (5,812
(53,170 (18,13
(18,819 (32,34¢)
8,471 21,48:
5,22: 9,87¢
(5,119) (986)
(33,50%) 7,191
72,23: 38,72
$ 38,72 $ 45,91
$ 93¢ $ 93¢
$ 11,49 $ 8,92
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SYNAPTICS INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Summary of Significant Accounting Policies
Organization and Basis of Presentation

We are a leading worldwide developer and sappf custom-designed user interface solutionsehable people to interact more easily
and intuitively with a wide variety of mobile comimg, communications, entertainment, and othertedacc devices. Founded in March 19
we began shipping our TouchPad product in 1995¢chvinicorporates our core capacitive technology.ajpdur core capacitive technology
incorporated into all of the products we sell, whare designed into products offered by most ohtlagr notebook computer and hard-disk
drive music player original equipment manufact(@EMs) throughout the world.

The consolidated financial statements inclodefinancial statements and those of our whollyed subsidiaries. All significant
intercompany balances and transactions have beeimaled upon consolidation.

Our fiscal year is the 52- or 53-week periadiag on the last Saturday in June. The fiscalggsrpresented in this report were 52-week
periods for the years ended June 25, 2005 and2Wri#006, and a 53-week period for the year endad 30, 2007. For ease of presentation,
the accompanying consolidated financial statemiemie been shown as ending on June 30, 2005, 200@097.

Reclassification:

Certain reclassifications have been madeito pear balances in order to conform to the curyear presentation.

Use of Estimates

The preparation of consolidated financialestegnts in conformity with U.S. generally acceptedoainting principles requires us to make
estimates and judgments that affect the reportezbata of assets, liabilities, revenue, expenseasyelated disclosure of contingent assets
liabilities. On an ongoing basis, we evaluate @iingates, including those related to revenue reitiognallowance for doubtful accounts, ¢
of revenue, inventories, product warranty, sHaased compensation costs, provision for incomestareome taxes payable, intangible as:
and contingencies. We base our estimates on luat@xperience, applicable laws, and various adssumptions that we believe to be
reasonable under the circumstances, the resulthioh form the basis for making judgments aboutddeying value of assets and liabilities
that are not readily apparent from other sourcetu@ results may differ from these estimates unliféerent assumptions or conditions.

Cash Equivalents and Short-term Investments

Cash equivalents consist of highly liquid istreents with original maturities of three monthdess. Short-term investments consist of
marketable securities and are classified as sexufdvailable for sale” under Statement of Finahgiccounting Standards (“SFASNo. 115
“Accounting for Certain Investments in Debt and Eg$ecurities."Such securities are reported at fair value, wittealized gains and loss
net of taxes, excluded from earnings and shownraggg as a component of accumulated other comps#eincome within stockholders’
equity. A decline in the market value of a secub&ow cost that is deemed other than temporatfiasged to earnings, resulting in the
establishment of a new cost basis for the securnitgrest earned on marketable securities is imglud interest income. We determine real
gains and losses on the sale of marketable sexaudsing the specific identification method.
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The following is a summary of investments iarketable securities and cash equivalents (in Huls):

June 30, 200

Gross Gross Estimatec

Amortized Unrealize Unrealize« Fair

Cost Gains Losses Value
Money marke $ 31,27: $ — $ $ 31,27:
Commercial pape 3,992 — 1 3,991
Auction rate preferre 35,00( — — 35,00(
U.S. agencie 16,00( — 18¢ 15,81:
Asset backed securitit 21,70( — — 21,70(
Municipal securitie: 134,21! — 274 133,94:
Total availabl-for-sale securitie $242,18( $ — $ 464 $241,71¢

June 30, 200

Gross Gross Estimatec

Amortized Unrealize( Unrealize« Fair

__Cost__ __Gains _ Losses Value
Money marke $ 37,78t $ — $ — $ 37,78t
Commercial pape 3,417 — — 3,417
Auction rate preferre 27,00( — — 27,00(
U.S. agencie 16,99¢ — 22 16,97¢
Asset backed securitit 31,50( — — 31,50(
Corporate bond 3,501 — — 3,501
Municipal securitie: 143,74: — 117 143,62¢
Total availabl-for-sale securitie $263,94: $ — $ 13¢ $263,80!

The following is a summary of weighted averagerest rates, amortized costs, and estimateddhies of available-for-sale securities by
contractual maturity (in thousands):

June 30, 200 June 30, 200
Weightec Weightec

Average Estimatec Average Estimatec

Interest Amortized Fair Interest Amortized Fair

Rate Cost Value Rate Cost Value
Less than one ye: 4.1% $212,58: $212,36: 4.4% $242,84¢ $242,76°
Due in 1- 2 years 3.&% 29,591 29,35 4.1% 21,09¢ 21,03¢
Total $242,18( $241,71¢ $263,94- $263,80!

Fair Values of Financial Instrumen

The fair values of our cash equivalents, ant®teceivable, accounts payable, and accrueditiebiapproximate their carrying values
because of the short-term nature of those instrtsn&he fair value of the note payable also appnatés its carrying value as the associated
interest rate of 6% approximates the interestwagevould expect to be charged on a loan under aimitcumstances with similar terms. The
fair value of our convertible senior subordinatetes is based on trading values as of the endrdismal year.
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Concentration of Credit Risk

Financial instruments that potentially subjetto concentrations of credit risk consist priitgasf cash equivalents, short-term
investments, and trade accounts receivable. Oestment policy, which is predicated on capital preation and liquidity, limits investments
to U.S. government treasuries and agency issueshleasecurities, and municipal issued securitiéls aminimum rating of A1 (Moody'’s) or
P1 (Standard and Poor’s) or equivalent. Includatiwiour investment portfolio are investments ictian rate securities, which met our
investment guidelines at the time of our investmEBrm time to time an auction may fail resultingai premium interest rate and a lack of
liquidity for the underlying investment. If the igx is unable to successfully close future auctamstheir credit rating deteriorates, we may
be required to adjust the carrying value of theegtment through an impairment charge.

We sell our products primarily to contract matturers that provide manufacturing services EMS. Credit is extended based on an
evaluation of a customer’s financial condition, avelgenerally do not require collateral. To datedit losses have been insignificant, and we
believe that an adequate allowance for doubtfubacts has been provided. At June 30, 2006 and 2087ollowing customers accounted
more than 10% of our accounts receivable balance:

2006 2007
Customer A 18% 17%
Customer E * 12%
Customer C 11% *
Customer C 11% *

* Less than 109

Other Concentrations

Our products include certain components thatarrently single sourced. We believe other vesigdauld be able to provide similar
components; however, the qualification of such wesdnay require start-up time. In order to mitigag adverse impacts from a disruption
of supply, we attempt to maintain an adequate sugiptritical single-sourced components.

Revenue Recognitic

We recognize revenue from product sales wheretis persuasive evidence that an arrangemesis gaelivery has occurred and title has
transferred, the price is fixed or determinablel eallectibility is reasonably assured. We accareektimated sales returns and other
allowances, based on historical experience, diriewe recognize revenue. We record contract nevéor research and development as the
services are provided under the terms of the conivéie recognize non-refundable contract fees tuickvno further performance obligations
exist and for which there is no continuing invohemmhby us on the earlier of when the paymentseaueived or when collection is assured.

Allowance for Doubtful Accoun

We maintain allowances for doubtful accountsestimated losses resulting from the inabilitco$tomers to meet their financial
obligations. On an ongoing basis, we evaluate tfiectibility of accounts receivable based on a boration of factors. In circumstances in
which we are aware of a specific customer’s poatintability to meet its financial obligation, weaord a specific reserve of the bad debt
against amounts due. In addition, we make judgmamdsestimates on the collectibility of accountseieable based on our historical bad ¢
experience, customers’ creditworthiness, curreahemic trends, recent changes in customers’ paytreamds, and deterioration in the
customers’ operating results or financial positibrtircumstances change adversely, additionaldsddt allowances may be required.
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Inventories

Inventories are stated at the lower of casdt(fn, first-out method) or market (estimated reslizable value), and at June 30, 2006 and
2007 consisted of the following (in thousands):

2006 2007
Raw materials $ 9,74¢ $10,18"
Finished good 267 1,847
$10,01( $12,03¢

Periodically, we purchase inventory from oantract manufacturers when a customer’s deliveingduale is delayed or a customer’s order
is cancelled. In those circumstances in which astamer has cancelled its order and we purchasaiory from our contract manufacturers,
we consider a write-down to reduce the carryingigaf the inventory purchased to its net realizablee. We charge write-downs to reduce
the carrying value of obsolete, slow moving, and-neable inventory to net realizable value to oéstevenue.

Property and Equipmel

We state property and equipment at cost lessnaulated depreciation and amortization. We compepreciation using the straight-line
method over the estimated useful lives of the as¥ée apply estimated useful life of three to fiears to our computer equipment and
software; estimated useful lives ranging from améivte years to our manufacturing equipment; amested useful life of three years to our
furniture and fixtures; and an estimated usefel &if 35 years to our building. Depreciation expanskides the amortization of assets
recorded under capital leases. We amortize leagémpirovements and assets recorded under caps#deover the shorter of the lease term
or the useful life of the asset. For the years drildme 30, 2005 and 2007, we retired fully deptediaquipment and furniture at an original
cost of $170,000 and $759,000, respectively. Thene no asset retirements for the year ended Juriz086.

Foreign Currency Translatio

The U.S. dollar is our functional and repagtaurrency. We remeasure our monetary assetsaitities not denominated in the functiol
currency into U.S. dollar equivalents at the rdtex@hange in effect on the balance sheet datem@ésure and record non-monetary balance
sheet accounts at the historical rate in effethi@tate of translation. We translate revenue apdreses at the weighted average exchang:
in the month that the transaction occurred. Renreasent of monetary assets and liabilities thahatedenominated in the functional
currency are included currently in operating resulranslation losses included in operating redaftthe years ended June 30, 2005, 2006,
and 2007 totaled $77,000, $37,000, and $63,00peotisely. To date, we have not undertaken hedgamgsactions related to foreign
currency exposure.

Goodwill

We review the carrying value of goodwill aa$¢ annually for impairment as of the fiscal yaadt balance sheet date. The frequency of our
review is dictated by events or changes in circanms indicating that the carrying value may besiinggl. Based on our latest review, we
determined there was no impairment of the carryiige of goodwill.

Impairment of Lon-Lived Assets

In accordance with SFAS 144, “Accounting foe impairment or Disposal of Long-lived Assets,” @@luate long-lived assets, such as
property and equipment and intangible assets sutgieenortization, for impairment whenever eventsttanges in circumstances indicate
that the carrying value of an asset may not beveradle. We measure recoverability of assets toelet and used by a comparison of the
carrying amount of an asset to estimated undisealfotture cash flows expected to be generatedégdhet. If the carrying amount of an
asset exceeds its estimated undiscounted futuheflcass, we recognize an impairment charge in anwamby which the carrying amount of
the asset exceeds the fair value of the assettsAgsbe disposed of would be separately preséntée consolidated balance sheet and
reported at the lower of the carrying amount or ¥aiue less costs to sell, and would no longeddy@eciated. The assets and liabilities of a
disposed group
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classified as held for sale would be presentedraéglg in the appropriate asset and liability smwiof the consolidated balance sheet.

Investment in Foveon, In

We have an investment in convertible prefestedk in a privately held development-stage comipAs our initial voting interest
exceeded 20%, we accounted for the investment uhdexquity method in accordance with Accountingdiples Board Opinion No. 18,
“The Equity Method of Accounting for InvestmentsGommon Stock” (APB 18), and the Emerging IssueskTeorce (EITF) topic D-68 and
Issue No. 98-13 “Accounting by an Equity Methoddator for Investee Losses When the Investor Hasd tmand Investments in Other
Securities of the Investee” and Issue No. 99-10¢®®age Used to Determine the Amount of EquitylddtLosses.” We considered our
ownership of preferred stock and advances madwetaftiliated company in determining the amounegdity losses to be recognized (see
Note 2). We reduced the balance of our investmetitis company to zero in fiscal 2000 pursuantjoity method accounting

In fiscal 2005, our investee issued additigoraferred stock and we made an incremental invergtin the amount of $4.0 million. As a
result of the preferred stock issuance, our vaiitgrest in the investee was reduced to approxign&&o. In addition, two of our board
members also serve on the board of the investeeinGemental investment was accounted for undectst method in accordance with A
18 and EITF Issues No. 02-14 “Whether an Investanu®i Apply the Equity Method of Accounting to Irstments Other than Common
Stock” and No. 03-1 “The Meaning of Other-Than-Temgwy Impairment and Its Application to Certain éstments” because the investment
is not “in-substance common stock” and will be eswed at least annually for impairment as of thedaligear end balance sheet date. The
frequency of our review is dictated by events arges in circumstances indicating that the carryadge may be impaired. Based on our
latest review, we determined there was no impaitroéthe carrying value of our investment in ouréstee.

Included in our investment in Foveon are 900,6hares of series A preferred stock, which seg@®.5 million note due to National
Semiconductor (National). Subsequent to June 307 2Be note plus accrued interest of $1.2 miliame due, and, in accordance with the
security agreement, we relinquished the sharegiasgdie note to National in full settlement of fxéncipal and accrued interest.
Consequently, we will recognize a one-time non-afeg gain upon settlement of debt in the amou¥ million in the first quarter of
fiscal 2008 as our cost in the underlying sharesb®en reduced to zero under the equity methodanfumting in fiscal 1998.

Segment Information

We have adopted SFAS 131, “Disclosure Aboginsents of an Enterprise and Related Informatione’ dlderate in one segment: the
development, marketing, and sale of intuitive ustarface solutions for electronic devices and pusl.

Share-Based Compensation Costs

We adopted SFAS 123R, “Share-Based Paymend’'randified prospective basis beginning with fis2@06 and apply the provisions of
Staff Accounting Bulletin No. 107, “Share-Based Payt” (“SAB 107”). We utilize the Black-Scholes apt pricing model to estimate the
grant date fair value of employee share-based cosgpery awards, which requires the input of highlpjective assumptions, including
expected volatility and expected life. Historicabiamplied volatility were used in estimating tteérfvalue of our share-based awards, while
the expected life for our options was estimatebgdive years based on historical trends sincerstial public offering. Changes in these
inputs and assumptions can materially affect thasuee of estimated fair value of our share-basetpeasation. Further, as required under
SFAS 123R, we now estimate forfeitures for sharsedawards that are not expected to vest. We cleatgeated fair value less estimated
forfeitures to earnings on a straight-line basisrdiae vesting period of the underlying awards,chtis generally four years for our stock
option and deferred stock unit awards and up toy®ars for our employee stock purchase plan.

Product Warrantie:

We generally warrant our products for a penbd2 months or more from the date of sale anidhes¢ probable product warranty costs at
the time we recognize revenue. Factors that affectvarranty liability include historical and arifiated rates of warranty claims, materials
usage, rework, and delivery costs. Warranty
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costs incurred have not been material in recensyétwever, we assess the adequacy of our warddnlityations periodically and adjust the
accrued warranty liability on the basis of our msties.

Changes in our warranty liability (includeddther accrued liabilities) for the years endedeJ8®, 2006 and 2007 were as follows (in
thousands):

2006 2007
Beginning accrued warran $ 36¢ $ 357
Provision for product warrantie 897 55C
Cost of warranty claims and settleme (909 (589
Ending accrued warran $ 357 $ 32t

Advertising Expens

We expense all advertising costs as incudgertising costs were not material to any of tkeiqds presented.

Comprehensive Income

Our comprehensive income includes net incontereet unrealized gains and losses on availablsdlar investments, net of tax.

Income Taxe

We account for income taxes under the assklialility method. We recognize deferred tax assetd liabilities for the future tax
consequences attributable to differences betweefirthncial statement carrying amounts of existingets and liabilities and their respective
tax bases and operating loss and tax credit cawgials. We measure deferred tax assets and liabilising enacted tax rates expected to
apply to taxable income in the years in which thteseporary differences are expected to be recovarsdttled. We recognize the effect on
deferred tax assets and liabilities of a changexirates in income in the period that includesahactment date. We establish valuation
allowances when necessary to reduce deferred s&tsa® the amounts expected to be realized. Waidemthe operating earnings of our
foreign subsidiaries to be indefinitely investedside the United States. Accordingly, no provisias been made for the U.S. federal, stat
foreign taxes that may result from future remitesof undistributed earnings of our foreign sulzsids.

Research and Developme

We expense costs to develop our products,imihidude the costs incurred to design interfadet®ms for customers prior to the
customers incorporating those solutions into theaducts, as incurred in accordance with SFAS Xtunting for Research and
Development Costs,” which establishes accountirtraporting standards for research and developouests.

Net Income Per Sha

We present basic and diluted net income pareshmounts in conformity with the SFAS 128, “Engsi Per Share,” (SFAS 128) for all
periods presented. In accordance with SFAS 128; basincome per share amounts for each periosepted have been computed using the
weighted average number of shares of common statstamding.

As a result of our irrevocable election in AROO7 to cash settle the principal amount of comvertible notes, no shares of common stock
will be issued to settle the principal and casb@nmon stock may be used to settle the value iassxof the principal. Our election to cash
settle the principal of the convertible notes uponversion resulted in our using the “if convertew¥thod through the date of the election
the “treasury stockimethod subsequent to the date of the electiondfigrgses of calculating diluted net income per shaceordingly, dilute
net income per share amounts for each period piebéave been computed (1) using the weighted geeramber of potentially dilutive
shares issuable in connection with our share-besegbensation plans under the treasury stock me{@pthrough April 2007 using the
weighted average number of shares issuable in ctiopnavith our convertible debt under the if-corteek method, and (3) from April 2007
using the
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weighted average number of potentially dilutiversiassuable in connection with our convertibletdetdler the treasury stock method, when
dilutive.

Recent Accounting Pronounceme

In June 2006, the Financial Accounting Stadsl&@oard issued FASB Interpretation No. 48, “Acdunfor Uncertainty in Income Taxes
— an interpretation of FASB Statement No. 109,” IF48”) that clarifies the accounting for uncertgiimt income taxes recognized in an
entity’s financial statements in accordance with SFASI08. FIN 48 is designed to reduce the disparitgdoounting treatment for uncert:
tax positions resulting from diverse interpretasiarf SFAS 109 among companies. FIN 48 prescrilses@gnition threshold and measuren
attribute for financial statement disclosure of pasitions taken or expected to be taken on adiaxn. FIN 48 is effective beginning in our
first quarter of fiscal 2008. We expect the adaptid FIN 48 will result in certain presentation leessifications on our balance sheet, but w
not expect a material impact on our results of apens or cash flows.

In September 2006, the FASB issued SFAS N@, ‘Fair Value Measurements,” (“SFAS 1573FAS 157 defines fair value, establish
framework for measuring fair value under U.S. gafigiaccepted accounting principles, and expansid@ure about fair value
measurements. SFAS 157 applies under other acogwstandards that require or permit fair value mesmaents. Accordingly, SFAS 157
does not require any new fair value measuremem{SSE57 is effective beginning in our first quartdifiscal 2009. We do not expect the
adoption of SFAS 157 to have a material impactwnfimancial position, results of operations, osltélows.

2. Ownership Interest in Foveon, Inc. and Note Payde

In fiscal 1998, we entered into agreementh Wiational Semiconductor Corporation (National)hwigspect to the formation of a
development-stage company, Foveonics, Inc. (nowkras Foveon, Inc.), which was formed to develog produce digital imaging
products. We contributed technology for which we ha accounting basis for a 30% interest in Fovadhe form of voting convertible
preferred stock. Under the agreements, we haddheto acquire additional shares of convertibleferred stock at a specified price in
exchange for a limited-recourse loan from Natiohational loaned us $1.5 million under a limitedaarse note, which we utilized to
purchase additional preferred shares of Foveorgiwihicreased our ownership interest in Foveon #.4Bhe note matured in August 2007
and accrued interest at 6.0% per annum. If the awodierelated accrued interest are not repaid, Naltsole remedy under the loan is to
require us to return to National a portion of Favebares purchased with the proceeds of the lodihaid by us.

In fiscal 1998, we recorded our share of lesseurred by Foveon under the equity accountinthoteon the basis of our proportionate
ownership of voting convertible preferred stock aadiuced the carrying value of this equity investtrie zero as our share of losses incurred
by Foveon exceeded the carrying value of our imeest. No equity losses were recorded in fiscal 1889ve did not have any carrying va
associated with the investment. Subsequent to 30n2007, the note plus accrued interest of $1lomicame due, and, in accordance with
the security agreement, we relinquished the 900sb@@es of series A preferred stock securing tie teoNational in full settlement of the
principal and accrued interest. Consequently, weraéognize a one-time non-operating gain upotiesaent of debt in the amount of
$2.7 million in the first quarter of our fiscal 2810

In fiscal 2000, we advanced to Foveon a wk&?2.7 million in return for convertible promisganotes. The notes were convertible into
shares of Foveon preferred stock in accordancethliefined terms, had a term of 10 years, and inberest at rates ranging from 6.5% to
6.85%, payable at maturity. In fiscal 2000, we rded our share of losses incurred by Foveon oibaises of our proportionate share of
funding provided to Foveon by us and National aambrded additional equity losses limited to theatheaximum carrying value of our total
investment, which was $2.7 million, including therership of convertible debt securities issued bydon. Accordingly, the carrying value
of our investment in Foveon was reduced to zeffsoal 2000 as our share of losses incurred by divexceeded the carrying value of the
investment.

In August 2000, the convertible promissoryesotve held and related accrued interest were atitatia converted into 443,965 shares of
Foveon preferred stock in connection with an edfiitgncing completed by Foveon.

In connection with the issuance of the conlikrfpromissory notes, we also received warrangutghase 106,718 shares of Foveon
Series B preferred stock and warrants to purcha@8 shares of Foveon
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Series C preferred stock at exercise prices ofgbarttl $6.76 per share, respectively. These wareapised unexercised in fiscal 2005.

In fiscal 2005, we participated in an equitahcing, receiving 3,943,217 shares of FoveoreSdtipreferred for a cash investment of
$4.0 million. The Series E preferred shares areexdible into common shares on a one-for-one tetsgy time at our option, upon a firm
underwritten public offering of Foveon common stadkot less than $20 million at a price per shafreot less than three times the original
issue price, or upon the written agreement of thiddrs of at least 60% of the outstanding prefestestes voting as a single class. The
Series E preferred shares are also entitled tididjon preference up to two times the originaliesprice over the non-Series E preferred and
common shares. As of June 30, 2007, our votinggstén Foveon was approximately 10% and two oftmard members also served on the
board of Foveon. We are not obligated to providditamhal funding to Foveon.

We accounted for the Series E preferred stogkstment in Foveon under the cost method in alerae with APB Opinion No. 18 and
EITF Issues No. 02-14 and No. 03-1 because thesimant is not “in-substance common stock” and reliew at least annually for
impairment as of the fiscal year end balance stiatet Based on our latest review, we determine@ tlvas no impairment of the carrying
value of our investment in Foveon. As of June 3@W&and 2007, the carrying value of our investniefoveon was $4.0 million, which is
included in other assets in the accompanying cateted balance sheets.

3. Net Income Per Share

The following table presents the computatibbasic and diluted net income per share (in thodsaexcept per share amounts):

Years ended June 2

2005 2006 2007

Numerator:

Basic net incom: $37,98¢ $13,70: $26,53¢

Interest expense and amortization of debt issueosts on convertible notes, net of 602 1,06¢ 87¢

Diluted net income $38,581 $14,76¢ $27,41:
Denominator

Shares, basi 25,73¢ 24,70¢ 25,55¢

Effect of dilutive shar-based award 2,66¢ 1,89: 1,46¢

Effect of convertible note 1,35¢ 2,47¢ 2,041

Shares, dilute: 29,76 29,07¢ 29,06¢
Net income per shar

Basic $ 1.4¢ $ 0.5t $ 1.04

Diluted $ 1.3C $ 0.51 $ 0.94

Diluted net income per share does not incthdeeffect of the following share-based awardsiousands):

2005 2006 2007
Shar+-based award 25¢ 2,13¢ 2,23¢

These share-based awards were not including icomputation of diluted net income per sharebse the proceeds received, if any, from
such share-based awards combined with the averegeartized compensation costs adjusted for thethgtioal tax benefit or deficiency
creditable or chargeable, respectively, to add#igraid-in capital, were greater than the averagekeat price of our common stock, and
therefore, their effect would have been antidiletiv

As a result of our irrevocable election in AROO7 to cash settle the principal amount of comvertible notes, no shares of common stock
will be issued to settle the principal and casbhanmon stock may be used to settle the value iassxof the principal, if any. Our election to
cash settle the principal of the convertible notes
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upon conversion resulted in our using the “if cate®” method through the date of the election dmed‘treasury stock” method subsequent to
the date of the election for purposes of calcutptiituted net income per share. Accordingly, wd imitlude on a prospective basis diluted
shares underlying our convertible notes in ourtddunet income per share calculation only wheratrezage closing stock price for the period
exceeds the conversion price, which is currently.$5 per share.

4. Property and Equipment
As of June 30, 2006 and 2007, property andpegent consisted of the following (in thousands):

Life 2006 2007
Land $ 2,50( $ 2,50(
Building and improvement 35 years 10,14« 10,30¢
Equipment and toolin 1 year to 5 yeal 6,86: 9,561
Furniture 3 years 98¢ 972
Capitalized softwar 3 yearsto 5 yea 2,20( 4,401
22,69! 27,74¢
Accumulated depreciation and amortizat (6,655 (8,346
Property and equipment, r $16,03¢ $19,40(
5. Other Assets
As of June 30, 2006 and 2007, other assetgted of the following (in thousands):
__Note 2006 2007
Non-current deferred ta 11 $ — $ 16C
Investment in Foveon, Ir 2 4,00( 4,00(
Non-current prepaid ta 11 13,14: 7,051
Debt issuance costs, r 7 2,957 2,097
Deposits and other lo-term asset 73C 66C
Other Asset: $20,82¢ $13,96¢

6. Leases and Other Commitments and Contingencies
Leases

We lease our Hong Kong facility under an ofingalease that expires in fiscal 2008; our Shanghd Korea facilities under operating
leases that expire in fiscal 2009; and our Taiveaility under an operating lease that expiressodi 2010. Total rent expense, recognized on
a straight-line basis, was approximately $1.2 milli$786,000, and $1.0 million for the years endlatke 30, 2005, 2006, and 2007,
respectively.
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The aggregate future minimum rental commitmeast of June 30, 2007 for noncancelable operatagek with initial or remaining terms
excess of one year were as follows (in thousands):

Operating

Lease
Fiscal Yeal Payment:
2008 $ 54C
2009 182
2010 60
Total minimum operating lease payme $ 78z

Contingencies

We may receive notices from third parties tHaim our products infringe their rights. From &rno time, we receive notice from third
parties alleging infringement of their intellectymbperty rights. We cannot be certain that ouhnetogies and products do not and will not
infringe issued patents or other proprietary rigiftthird parties. Any infringement claims, with without merit, could result in significant
litigation costs and diversion of management andrfcial resources, including the payment of damaghkigeh could have a material adverse
effect on our business, financial condition, argltes of operations.

Intellectual Property Settleme

In fiscal 2005, we entered into a cross lieeagreement with a competitor. The cross licensegsvarldwide, non-exclusive, non-
transferable, and royalty-free. The cross licengeament settled certain intellectual propertyrmotaof the parties and contains mutual
releases of the intellectual property claims offiagties. In connection with the cross license axguent, which does not provide for any future
service obligations or commitments from us, we i@k a one-time payment of $3.8 million includedoétser operating expense (income) in
the accompanying consolidated statement of incam#éhé year ended June 30, 2005.

Indemnifications

In connection with certain third-party agreensenve have executed in the past, we are obligatadiemnify the third party in connection
with any technology infringement by us. We have astered into indemnification agreements withafficers and directors. Maximum
potential future payments cannot be estimated Isectuese agreements do not have a maximum stabélityti However, historical costs
related to these indemnification provisions haveb®en significant. We have not recorded any lighih our consolidated financial
statements for such indemnification obligations.

Line of Credit

In August 2001, we entered into a $4.2 milliexolving line of credit with a bank, subsequemtigreased to $15.0 million on
November 30, 2004. The revolving line of creditiesp on November 25, 2007, unless extended, am@san interest rate equal to-
bank’s prime lending rate, which was 8.25% at 3Me2007. Borrowings under this line of credit andject to certain financial and non-
financial covenants and are limited to 75% of dfyadg accounts receivable as defined in the agre¢nvih the bank. This line of credit
agreement places restrictions on the payment oflarigends. As of June 30, 2006 and 2007, we hadowowed any amounts under this
facility.

Legal Proceeding

In March 2006, Elantech Devices Corporatidelg§htech”) filed a Complaint for Patent Infringemegainst us claiming that we infringed
one of its patents and seeking damages, attorfegs, and a permanent injunction against us infigngr inducing others to infringe the
patent. In April 2006, we filed our Answer to ther@plaint and Counterclaims against Elantech clajntiirat Elantech has infringed and
induced infringement of four of our patents andksepdamages, attorneys’ fees and a permanentdtijumagainst infringing or inducing
others to infringe.
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Elantech responded to our counterclaim denlaiulity and counterclaimed seeking an injunctanmd damages for alleged violations of
California law. We subsequently filed a motion tendiss the Elantech counterclaims that was graintddly 2006 with leave to amend the
counterclaims after the adjudication of the pabefiingement claims. We intend to vigorously defend patents and pursue our
counterclaims. We have not recorded any liabilg@gaziated with Elantech’s claims and have expeasédcurred all legal fees associated
with the legal proceedings.

7. Convertible Senior Subordinated Notes

In December 2004, we issued an aggregate2¥ #iillion of 0.75% Convertible Senior Subordinatéates maturing December 1, 2024
(the “Notes”) in a private offering pursuant to Bdl44A under the Securities Act of 1933, as amenldecbnnection with issuing the Notes,
we incurred debt issuance costs of $4.3 milliomstgting primarily of the initial purchasers’ disod and costs related to legal, accounting,
and printing, which are being amortized over fieass. We expect to use the net proceeds for woddpgal and general corporate purposes
and potentially for future acquisitions.

The Notes bear interest at a rate of 0.75%apeum payable on December 1 and June 1 of eachH@aever, we will pay additional
contingent interest on the Notes if the averagdinicaprice of the Notes is at or above 120% ofghiecipal amount of the Notes for a
specified period beginning with the six-month pdrammmencing December 1, 2009. The amount of cgatininterest payable on the Notes
with respect to a siraonth period, for which contingent interest appligdl equal 0.375% per annum of the average trggirice of the Note
for a specified five trading-day period precedingtssix-month period.

As a result of our irrevocable election in ARO07 to cash settle the principal amount ofttetes, no shares of common stock will be
issued to settle the principal amount of the Nai&$ cash or common stock may be used to settheatbe of the Notes in excess of
$125 million, if any. Our election to cash settie principal amount of the Notes upon conversiaalted in our using the “if converted”
method through the date of the election and thea%ury stock” method subsequent to the date afldution for purposes of calculating
diluted net income per share. Accordingly, we witllude on a prospective basis diluted shares lyidgrthe Notes in our diluted net income
per share calculation only when the average closiogk price for the accounting period exceedstmwersion price of the Notes, which is
currently $50.53 per share.

Initially the Notes were convertible into sbswof our common stock at a conversion rate ofdi®&hares per $1,000 principal amount of
Notes, or a total of 2,473,975 shares of commocksiohich is equivalent to an initial conversiomcerof approximately $50.53 per share
common stock, subject to adjustment in certain &svdrhrough April 2007 the denominator of the dillihet income per share calculation
included the weighted average effect of the 2,473 ghares of common stock issuable upon convedditire Notes in accordance with SF
128 as it applies to the method of settling thegpal amount of the Notes and Emerging Issues Faske (“EITF”) Issue No. 04-08 as it
applies to the market price conversion trigger etdied in the Notes.

Through November 30, 2009, upon the occurrefiecefundamental change as defined in the indergawerning the Notes, we could
potentially be obligated to issue up to 7.917 shaer $1,000 of principal amount of Notes, or altof 989,587 shares of common stock. The
989,587 shares, contingently issuable upon a fuedéahchange, are not included in the calculatiodilated net income per share.

The Notes may be converted (1) if, during ealendar quarter commencing after December 31,,28@4ast reported sale price of our
common stock for at least 20 trading days in thiéopeof 30 consecutive trading days ending on #s¢ trading day of the preceding calendar
quarter is greater than or equal to 120% of thdigadge conversion price on such last trading daypn or after January 1, 2020; (3) if we
have called the Notes for redemption; or (4) dupngscribed periods, upon the occurrence of sgecdorporate transactions or fundamental
changes. On or after December 1, 2009, we may nefl@ecash all or a portion of the Notes at a repigon price of 100% of the principal
amount of the Notes plus accrued and unpaid irttéresuding contingent interest and additionaknesst, if any. Noteholders have the right to
require us to repurchase all or a portion of thgtes for cash on December 1, 2009, December %, 20 December 1, 2019 at a price e
to 100% of the principal amount of the Notes tgbechased plus accrued and unpaid interest, intductintingent interest and additional
interest, if any. As of June 30, 2007, none ofdbeditions for conversion of the Notes had occurred
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The Notes are unsecured senior subordinatigghtibns and rank junior in right of payment tb @ our existing and future senior
indebtedness, equal in right of payment with albof existing and future indebtedness or othemgaltilbns that are not, by their terms, either
senior or subordinated to the Notes, includingdrdebt and other general unsecured obligationgithabt constitute senior or subordinated
indebtedness, and senior in right of payment tofadlur future indebtedness that, by its termspisordinated to the Notes. There are no
financial covenants in the Notes.

Interest expense includes the amortizatiotedft issuance costs. For fiscal 2005, 2006, and,200 recorded $1.0 million, $1.8 million,
and $1.8 million of interest expense on the Notgsgch included $487,000, $860,000, and $860,00anudrtization of debt issuance costs,
respectively. At June 30, 2007, the fair valuehef hotes was approximately $121.1 million basettadting values.

8. Stockholders’ Equity

We have a Stockholders’ Rights Plan that mayelthe effect of deterring, delaying, or prevemtinchange in control that might otherwise
be in the best interests of our stockholders. lega, stock purchase rights issued under theltanme exercisable when a person or group
acquires 15% or more of our common stock or wheamder offer or exchange offer for 15% or more wf @ommon stock is announced or
commenced. After any such event, our other stoddrslmay purchase additional shares of our comnoak at 50% of the then-current
market price. The rights will cause substantialtitiih to a person or group that attempts to acqusren terms not approved by our board of
directors. The rights should not interfere with angrger or other business combination approvedubyoard of directors. The rights expire
in August 2012.

Preferred Stocl

We are authorized, subject to limitations isgd by Delaware law, to issue up to a total of @0,800 shares of preferred stock in one or
more series without stockholder approval. Our badidirectors has the power to establish from timéme the number of shares to be
included in each series and to fix the rights, gmexfices, and privileges of the shares of each whalssued series and any of its
qualifications, limitations, or restrictions. Ouvdrd of directors can also increase or decreaseuimber of shares of a series, but not below
the number of shares of that series then outstgndiithout any further vote or action by the stocklers.

Our board of directors may authorize the iaseaf preferred stock with voting or conversiaghts that could harm the voting power or
other rights of the holders of our common stocke suance of preferred stock, while providingifiéity in connection with possible
acquisitions and other corporate purposes, coolong other things, have the effect of delayinged&ig, or preventing a change in control
of our company and might harm the market priceusfammmon stock and the voting power and othertsighthe holders of common stock.
As of June 30, 2007, there were no shares of pesfestock outstanding and we have no current gtaissue any shares of preferred stock.

Deferred Compensatic

Through fiscal 2003, we recorded total deféstck compensation of $2.8 million, representhmgaggregate difference between the
exercise prices of options granted to employeeslmdeemed fair values for common stock subjettigamptions as of the respective
measurement dates. Through fiscal 2005, these asauane being amortized by charges to operatiams, straightine basis over the vesti
periods of the individual stock options. For tharyended June 30, 2005, we recorded $328,000 aftizatmn expense related to deferred
stock compensation. Also, we recorded reversaB3df00 of deferred stock compensation and amadizaixpense for terminated employ:
for the year ended June 30, 2005. Upon our adopfi®&FAS 123R in fiscal 2006, we ceased amortidiefierred stock compensation,
reversed the remaining unamortized deferred stookpensation balance of $303,000 to additional paizhpital, and now expense the grant
date fair value of share-based awards.
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Shares Reserved for Future Issuance
As of June 30, 2007, we had reserved sharesmmon stock for future issuance as follows:

Stock options outstandir 4,640,11!
Deferred stock units outstandi 257,22!
Awards available for grant under all st-based award plar 3,329,96:

Reserved for future issuan 8,227,30:

Through November 30, 2009, upon the occurrefiecefundamental change as defined in the indergaverning the Convertible Senior
Subordinated Notes (Notes), we could potentiallpbkgated to issue up to 7.917 shares per $1,0p6ircipal amount of Notes, for a total
of 989,587 shares of common stock, which are rftegated in the preceding table.

Treasury Stock

In April 2007, our board of directors authedzan expansion of our stock repurchase programpféo an additional $80 million of our
common stock, raising the aggregate authorizagwallunder the stock repurchase program from $8@®mto $160 million. The number of
shares purchased and the timing of purchases ésllmasthe level of our cash balances, general bssiand market conditions, and other
factors, including alternative investment opportigsi Common stock repurchased under this progsamld as treasury stock and through
June 30, 2007 purchases under this program to3a&8,100 shares for an aggregate cost of $72l®mdr an average cost of $20.16 per
share. As of June 30, 2007, we had $87.7 millionaiaing under our stock repurchase program, of wiit.7 million expires in October
2007 and $80.0 million expires in April 2009.

9. Share-Based Compensation

The purpose of our various share-based comafienglans is to attract, motivate, retain, andemel high-quality employees, directors, and
consultants by enabling such persons to acquiigcogase their proprietary interest in our commimglsin order to strengthen the mutuality
of interests between such persons and our stookisbthd to provide such persons with annual argtierm performance incentives to focus
their best efforts in the creation of stockholdalue. Consequently, we determine share-based caamen awards issued subsequent to the
initial award to our employees and consultants grityon individual performance. Our share-basethpensation plans with outstanding
awards consist of our 1996 Stock Option Plan, @@02Nonstatutory Stock Option Plan, our 2001 InwenCompensation Plan, and our 2(
Employee Stock Purchase Plan.
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Share-based compensation awards availablgdot or issuance for each plan as of the beginwiinige fiscal year, including changes in

the balance of awards available for grant for tharyended June 30, 2007, are as follows:

Balance at June 30, 20
Additional shares authorize
Stock options grante
Deferred stock units grantt
Purchases under employee stock purchase
Forfeited and expire
Plan shares expire

Balance at June 30, 20

Awards
Available 1996 2000 2001 Employee
Under All Stock Nonstatutory Incentive Stock
Shar-Based Option Stock Optior Compensatiol Purchast
Award Plans Plan Plan Plan Plan
3,292,24i 226,46! 37,58¢ 2,414,82 613,37:
1,525,69: — — 1,525,69: —
(1,216,54) — - (1,216,54) —
(247,43) — — (247,43) —
(163,10 - - - (163,10
368,49 2,92¢ — 365,57: —
(229,39) (229,39) — — —
3,329,96 — 37,58¢ 2,842,111 450,26

The 1996 Stock Option Plan (*1996 Plan”) egdiin December 2006. Accordingly, plan shares alglunder the 1996 Plan that had not
been granted prior to the expiration of the plavehaxpired and no new grants can be issued unddra®6 Plan. Option awards that are
currently outstanding under the 1996 Plan will rentutstanding unless exercised, forfeited, or eed under the terms of the option grant

agreements.

We adopted SFAS No. 123R, “Share-Based Payrf@§#AS 123R"), in fiscal 2006 and applied the pisions of Staff Accounting
Bulletin No. 107, “Share-Based Payment,” to ousBrg share-based compensation plans in accordeittt¢he modified prospective
transition method. Previously, we followed AccougtiPrinciples Board (“APB”) Opinion No. 25, “Accotiimg for Stock Issued to
Employees,” and related interpretations in accagntor employee share-based compensation, as pedrby SFAS No. 123, “Accounting
for Stock-Based Compensation,” (“SFAS 123"), anddigenot recognize compensation expense for stptikm grants to employees and
directors with an exercise price equal to the ifz@rket value of the shares at the date of grarto/tingly, no shar&ased compensation cc
based on grant date fair value were included incoasolidated statements of income for any perraat po fiscal 2006.

Share-based compensation and the relatecetaefibrecognized in our consolidated statememadme for the years ended June 30, 2006

and 2007 were (in thousands):

Cost of revenu

Research and developmt

Selling, general, and administrati
Total

Income tax benefit on she-based compensatic

We utilize the Black-Scholes option pricingaebto estimate the grant date fair value of ceréanployee share-based compensatory
awards, which requires the input of highly subjeetassumptions, including expected volatility ardexted life. Historical and implied
volatilities were used in estimating the fair vabfeour share-based awards, while the expectedfiair options was estimated to be five
years based on historical trends since our intidlic offering. Changes in these inputs and assiompcan materially affect the measure
estimated fair value of our share-based compemsdtiarther, as required under SFAS 123R, we noimagt forfeitures for share-based
awards that are not expected to vest. We chargestimated fair value less estimated forfeituresaimings on a straight-line basis over the
vesting period of the underlying awards, whicheserally four years for our stock option and deférstock unit awards and up to two years
for our employee stock purchase plan. The Blackefshoption pricing model was developed for usestimating the fair value of traded
options having no vesting restrictions and beirly fuansferable. As our stock option and emplogtek purchase plan awards have
characteristics that differ significantly from teatloptions and, as changes in the
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subjective assumptions can materially affect thieneded value, our estimate of fair value may rausately represent the value assigned
third party in an armsfength transaction. While our estimate of fair vahnd the associated charge to earnings mateaifdigts our results
operations, it has no impact on our cash position.

We account for stock options granted to cdasts under our share-based compensation plaag aifue determined by using the Black-
Scholes option pricing model in accordance withFEISsue No. 96-18, “Accounting for Equity Instrunteifhat Are Issued to Other Than
Employees for Acquiring, or In Conjunction with Bed, Goods or Services.” These awards are subjgueriodic revaluation over their
vesting term, if any. The assumptions used to vahage-based awards to consultants are simil&iosetused for employees, except that we
use the contractual life of the award rather thnenetxpected life.

In accordance with SFAS 123R, we recognizebtnefit upon expensing certain share-based aweastxiated with our share-based
compensation plans, including nonqualified stockans and deferred stock unit awards, but underectiaccounting standards we cannot
recognize tax benefit concurrent with the recognitof share-based compensation expenses assowittiédcentive stock options and
employee stock purchase plan shares (qualified stptions). For qualified stock options that vesa#@r our adoption of SFAS 123R, we
recognize tax benefit only in the period when dadifying dispositions of the underlying stock occwhich historically has been up to sew
years after vesting and in a period when our spoide substantially increases. For qualified stopkons that vested prior to our adoptior
SFAS 123R, the tax benefit is recorded directlgdditional paid-in capital. In fiscal 2007, we iizatl tax benefit from non-qualified stock
option exercises and disqualifying dispositiongjaélified stock options totaling $13.5 million, which $921,000 of the tax benefit was
recognized as a reduction of the provision for medaxes, $1.8 million reduced deferred tax asstthlished after our adoption of SFAS
123R, and the remaining $10.8 million of tax beehs recorded directly to additional paid-in capit

We determine excess tax benefit using the-lwang method in which we compare the actual taxefieassociated with the tax deduction
from share-based award activity to the hypothetmabenefit on the grant date fair values of theesponding share-based awards. Actual
tax benefit related to the tax deduction for sHaaeed awards exceeded the hypothetical tax bemefite grant date fair values of the
corresponding share-based awards resulting in sxtagdenefit of $9.9 million in fiscal 2007.

Historically, we have issued new shares imeation with our share-based compensation plangeber, 3,588,100 treasury shares are
also available for issuance as of the end of fi2e8l7. As of June 30, 2007, we had $87.7 millionaming under our stock repurchase
program, of which $7.7 million expires in Octob&0Z and $80.0 million expires April 2009. Any inorental shares repurchased under the
stock repurchase program would be available faraisse.

Deferred Stock Unit

Our 2001 Incentive Compensation Plan (“20GinBlprovides for the grant of deferred stock awitards (“DSUs”) to our employees,
consultants, and directors. A DSU is a promisediovdr shares of our common stock at a future olagecordance with the terms of the DSU
grant agreement. We began granting DSU awardsimain 2006.

DSUs granted under the 2001 Plan generally28% at the end of one year from the vesting contament date and at a rate of
approximately 6% each quarter thereafter untiyfubtsted at the end of four years from the vestmmgmencement date. Delivery of shares
under the plan takes place on the quarterly vestatgs. At the delivery date, we withhold sharesoieer statutory minimum tax withholding
by delivering a net number of shares. Until defvef shares, the grantee has no rights as a stho

An election to defer delivery of the underlyishares for unvested DSU awards can be made pubthe deferral election is made at least
one year before vesting and the deferral periad isast five years from the scheduled delivergdat
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The following table summarizes DSU activitygluding DSUs granted, delivered, and forfeitefisnal 2007, and the balance and
aggregate intrinsic value of DSUs as of June 30720

Deferred Aggregate Weighted

Stock Unit Intrinsic Average

Awards Value Grant Dati

Qutstandin (thousands Fair Value

Balance at June 30, 20 38,28( $ 29.6¢
Granted 247,43 $ 26.37
Delivered (10,22 $ 29.9/
Forfeited (18,26Y) $ 25.11
Balance at June 30, 20 257,22! $ 9,20¢ $ 26.81

Of the shares delivered, 3,007 were withhelthéet statutory minimum tax withholding requiretseiotaling $84,000. The aggregate
intrinsic value is based on the closing price af cammon stock on June 29, 2007 of $35.79.

Unrecognized share-based compensation casizds granted under the 2001 Plan were approxlyndfe4 million as of June 30, 2007,
which will be recognized over a weighted averaggopeof approximately three years. The aggregatsic value of DSUs delivered in
fiscal 2007 was $286,000.

Stock Options

Our share-based compensation plans with autistg stock option awards include our 1996 StockiddpPlan, our 2000 Nonstatutory
Stock Option Plan, and our 2001 Incentive Compémsdlan (“the Plans”). Under the Plans, we mayngeanployees, consultants, and
directors incentive stock options or nonqualifiéalck options to purchase shares of our common stbokt less than 100% or 85% of the
market value, respectively, on the date of grant.

Options issued under the Plans generally 2&%t at the end of 12 months from the vesting conuaerent date and approximately 2%
each month thereafter until fully vested at the ehdl8 months from the vesting commencement dai¢io@s not exercised ten years after the
date of grant are cancelled.

The following table summarizes stock optiotivtly and weighted average exercise prices fotlkstuptions granted, exercised, forfeited,
and expired for fiscal 2007 and the balance oftantiing and exercisable stock options as of Jun2@ur:

Stock Weightec

Option Average

Awards Exercise

Outstanding Price

Balance at June 30, 20 5,808,01: $ 14.5¢
Granted 1,216,54i 24.8¢
Exercisec (2,034,21) 9.11
Forfeited (339,08) 20.4t
Expired (11,15) 26.4¢
Balance at June 30, 20 4,640,11! 19.1¢
Exercisable at June 30, 20 2,306,20! 14.2¢
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As of June 30, 2007, the number of stock mstioutstanding and exercisable by range of exeptises, the weighted average exercise
prices, and the intrinsic value and for optionsstariding the weighted average remaining contratifeakere as follows:

Options Outstandin Options Exercisabl
Weighted
Average Weighted Weighted
Remaining Average Intrinsic Average Intrinsic
Range ¢ Number Contractua Exercise Value Number Exercise Value
Exercise Price Outstanding Term Price (thousands Exercisable Price (thousands
$1.00 —  $6.00 593,98 32 % 34¢ % 19,18¢ 593,98( $ 3.4¢ $ 19,18¢
$6.56 — $9.96 508,04¢ 5.4: 8.6t 13,78¢ 492,23¢ 8.61 13,37¢
$10.9.—  $18.26 661,95. 6.7¢ 16.67 12,65 481,72¢ 16.3¢ 9,36¢
$18.7(— $21.03 644,55! 8.72 20.5¢ 9,791 101,74 19.8¢ 1,628
$21.5( 538,04( 8.07 21.5( 7,68¢ 197,75t 21.5( 2,82¢
$21.8t—  $24.93 524,16( 8.71 22.82 6,79¢ 121,82¢ 22.9i 1,562
$25.7¢—  $29.44 491,85: 9.6¢ 28.7: 3,47 6,707 25.7¢ 67
$29.8°—  $30.26 443,29 7.84 30.21 2,47: 236,71: 30.2¢ 1,30¢
$30.7: 234,24: 8.5¢ 30.71 1,19( 73,50¢ 30.71 373
4,640,11! 7.3z 19.1¢ '$ 77,05 2,306,20 142¢ $ 49,69

The aggregate intrinsic value is based orchbsing price of our common stock on June 29, 28f0#35.79 and excludes the impact of
options that were not in-the-money.

At June 30, 2007, we estimate fully vestedamst and options expected to vest to be 4.4 millith an aggregate intrinsic value of
$73.9 million having a weighted average exercisegpand a weighted average remaining contractual ¢ $18.82 per share and seven
years, respectivel

The following table summarizes cash receivatithe aggregate intrinsic value for stock optierercised for the years ended June 30,
2005, 2006, and 2007 (in thousands):

Years ended June 2

2005 2006 2007
Cash receive $ 7,01« $ 6,832 $18,51:
Aggregate intrinsic valu $29,08¢ $17,707 $40,21¢

The fair value of each award granted frommlans for the year ended June 30, 2007 was estimatbe date of grant using the Black-
Scholes option pricing model, assuming no expediteédends and the following range of assumptions:

Expected volatility 54.0%- 60.5%
Expected life in year 5.C
Risk-free interest rat 4.5%-5.C%
Fair value per awar $11.81-$15.9¢

The expected volatility is based on historigalhtility; the expected life is based on histatioption exercise trends; and the risk free
interest rate is based on U. S. Treasury yielddfect at the time of grant for the expected liféhe option.

Unrecognized share-based compensation casssoitk options granted under the Plans were appaigly $28.8 million as of June 30,
2007, to be recognized over a weighted averagegefiapproximately three years.
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Employee Stock Purchase PI

Our 2001 Employee Stock Purchase Plan (“ESB&ame effective on January 29, 2002, the effeckite of the registration statement
our initial public offering. The ESPP allows empé®g to designate up to 15% of their base compensatibject to legal restrictions and
limitations, to purchase shares of common sto@&8&b of the lesser of the fair market value (“FM\&t)the beginning of the offering period
or the exercise date. The offering period extendsip to two years and includes four exercise datesrring at six month intervals. Under
the terms of the ESPP, if the FMV at an exercige gdess than the FMV at the beginning of therifiy period, the current offering period
will terminate and a new two-year offering perioil wommence.

The following table summarizes shares purdahaseighted average purchase price, cash receavnelthe aggregate intrinsic value for
ESPP purchases for the years ended June 30, 200, ahd 2007 (in thousands, except for sharehpsed and weighted average purchase
price):

Years ended June 3

2005 2006 2007
Shares purchas¢ 198,25: 93,02( 163,10:
Weighted average purchase pi $ 7.0z $ 17.6¢ $ 18.2%
Cash receive $ 1,391 $ 1,64f $ 2,971
Aggregate intrinsic valu $ 3,63¢ $ 48¢ $ 1,78¢

In accordance with FASB Technical Bulletin [9@-1, “Accounting under Statement 123 for Certamployee Stock Purchase Plans with
a Look-Back Option,” the early termination of arfesing period followed by the commencement of a éfering period represents a
modification to the terms of the related awardsdéirthe terms of our ESPP, the offering periods¢benmenced on January 1, 2005 and
2006 were terminated on June 30, 2005 and 200@&ewdffering periods commenced on July 1, 20052065, respectively. The June 30,
2005 modification affected 169 employees, and thee B0, 2006 modification affected 13 employeeshBaodifications resulted in
incremental compensation costs that were recogminealstraight-line basis over the period fromrttaification date through June 30, 2007.

The fair value of each award granted under&®&#P for the year ended June 30, 2007 was estimsiieg the Black-Scholes option
pricing model, assuming no expected dividends haddllowing range of assumptions:

Expected volatility 38.1%- 50.2%
Expected life in year 0.5-1.C
Risk-free interest rat 5.1%- 5.2%
Fair value per awar $ 6.31-$7.9¢

The expected volatility is based on eitherligtbvolatility or a weighting of implied and histoal volatility; the expected life is based on
each period that begins with the enroliment daté each purchase date remaining in the offeringagkeat the date of enrollment in the plan;
and the risk free interest rate is based on U.&dury yields or yield curve in effect for eachented life.

There were no unrecognized share-based comemsosts for awards granted under our ESPP disnaf 30, 2007.
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Pre-SFAS 123R Pro Forma Accounting Disclosures

The fair value of each share-based award gddior the year ended June 30, 2005 was estimatbd date of grant using the Black-
Scholes option pricing model, assuming no expediedends and the following weighted average asgiomg:

Stock Optiol Employee Stoc
Plan Purchase Pla
2005 2005
Expected volatility 68.4% 58.¢%
Expected life in year 5 1.1
Risk-free interest rat 3.5% 2.6%
Fair value per awar $ 13.71 $ 10.31

For the year ended June 30, 2005, if compemsakpense for stock options had been determiasddon the fair value of the options at
dates of grant consistent with the provisions 0ASHA23, net income and net income per share woane been reduced to the pro forma
amounts indicated in the following table (in thoods, except per share amounts):

2005

Net income— as reportes $37,98¢

Add: Total stoc-based compensation included in reported net incoetenf tax 213

Deduct: Total stoc-based compensation determined under fair valuedbas¢hod for all awards, net of t (6,506)

Net income— pro forma $31,69:
Net income per sha— basic:

As reportec $ 1.4t

Pro forma $ 1.2t
Net income per sha— diluted:

As reportec $ 1.3C

Pro forma $ 1.0¢

10. Employee benefit plans
401(k) Plan

We have a 401(k) Retirement Savings Plandliitime employees. Under the plan, eligible empley may contribute a maximum of 25%
of their net compensation or the annual limit 058D0. The annual limit for employees who are 5&rg@r older is $20,500. In fiscal 2007,
we provided matching funds of 20% of the employee'stribution up to a maximum of $3,100 per empty&'e made matching
contributions of $183,000, $305,000, and $383,00fscal 2005, 2006, and 2007, respectively.
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11. Income Taxes

Income before provision for income taxes cstesl of the following (in thousands):

u.s.
Foreign

Income before provision for income tay

The provision for income taxes consists offti®wing (in thousands):

Current tax expens

Federal
State
Foreign

Deferred tax expens

Federal
State
Foreign

Provision for income taxe

Provision at U.S. federal statutory ri
State income taxe

Foreign withholding taxe

Qualified stock option

Business credit

Foreign tax rate differenti

Tax exempt interes

Other difference

Provision for income taxe
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Years ended June 2

2005 2006 2007
$35,14¢ $18,94¢ $21,86:
23,18¢ 6,574 16,56¢
$58,33: $25,52: $38,43:

Years ended June 2

2005 2006 2007
$12,317 $ 5,197 $ 7,02¢
1,77¢ 1,60z 1,45¢
4,42] 3,524 3,52¢
18,51¢ 10,31¢ 12,017
1,611 1,144 321
554 12t (41¥¢)
(339 23E (18)
1,831 1,504 (115
$20,34" $11,82: $11,89"

Years ended June &

2005 2006 2007
$20,41¢ $ 8,93: $13,45!;
665 1,437 1,197
3,72¢ 3,13( 3,83¢
— 2,432 1,672
(22€) (2,12¢ (3,91F
(4,08)) (844) (3,487
(436) (1,06¢ (1,526)
281 (72 665
$20,34" $11,82: $11,89;
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As of June 30, 2006 and 2007, significant congmts of our deferred tax assets (liabilities)enas follows (in thousands):

2006 2007
Deferred tax asset
Investment writedown $ 1,10z $ 1,097
Inventory writedown: 12¢ 14¢
Depreciation and amortizatic 87t 83:
Accrued compensatic 742 83¢
Shar+-based compensatic 2,491 3,91¢
Business credit carryforwa — 2,62¢
Other accrual 265 147
5,604 9,61z
Valuation allowanct (1,109 (1,099
4,50z 8,51F
Deferred tax liabilities
Interest deductio (5,450 (9,349
(5,450 (9,349
Net deferred tax liabilitie $ (949 $ (839

Realization of deferred tax assets dependsuogenerating sufficient U.S. and certain foreigxable income in future years to obtain
benefit from the reversal of deferred tax assetsofdingly, the amount of deferred tax assets demsd realizable may increase or decrease
when we reevaluate the underlying basis for oumegés of future U.S. and foreign taxable incomge.oAJune 30, 2007, a valuation
allowance of $1.1 million had been establishedetiuce deferred tax assets to levels that we bedievenore likely than not to be realized
through future taxable income. The valuation alloe&decreased by $575,000, $3,000, and $5,008daretars ended June 30, 2005, 2006,
and 2007, respectively. As of June, 30, 2007, ¢heaining valuation allowance relates to our investowritedowns. In fiscal 2005, 20086, :
2007, we recognized $1.2 million, $2.7 million, 15 million of tax benefit, respectively, fromethelease of tax contingency accruals
associated with income tax issue evaluations ggetthts, and statute expirations. The tax contingancruals released in fiscal 2005, 2006,
and 2007 were established in earlier fiscal years.

As of June 30, 2006 and 2007, net deferrecdsarts (liabilities) consisted of the followindevaces (in thousands):

2006 2007

Current deferred tax asst $ 1,03¢ $ 1,06¢
Non-current deferred tax asst — 16C
Non-current deferred tax liabilitie (1,989 (2,059
Net deferred tax assets liabiliti $ (949 $ (839

Current deferred tax assets, non-current ceefdax assets, and non-current deferred taxiliglsilare included in prepaid expenses and
other current assets, other assets, and othélitlehirespectively, in the accompanying consdéidaebalance sheets.

As of June 30, 2007, we had a state net apgrktss carryforward of approximately $24.9 miflizvhich expires in 2017. The state net
operating loss carryforward was attributable tareHzmsed award deductions. The benefit of thimpetating loss will be recorded directly to
additional-paid-in capital when realized. In adufitiwe had $1.9 million and $1.2 million of fedeaald state tax credit carryforwards,
respectively. The federal tax credit carryforwaxgiees in 2027 and the state tax credit carryfodia@as no expiration date. Under the current
tax law, net operating loss and tax credit carmyBods available to offset future income or incorress may be limited by statute or upon the
occurrence of certain events, including significetminges in ownership interests.

Included in other assets as of June 30, 20@7.1. million of non-current prepaid tax. The romrent prepaid tax is associated with an
intercompany royalty arrangement on the licensinigtangibles in connection
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with our international operating structure. The 1oomrent prepaid tax is being charged to tax exp@ver the weighted average life of the
licensed intangibles (four years) through June2808.
12. Segment, Customers, and Geographic Information

We operate in one segment: the developmenkatiag, and sale of interactive user interfacaisohs for electronic devices and products.
We generate our revenue from two broad producoaites: the PC market and digital lifestyle prodmetrkets. The PC market accounted for
59%, 85%, and 85% of our net revenue for the yeaded June 30, 2005, 2006, and 2007, respectively.

The following is a summary of net revenue witheographic areas based on our customers’ lotafio thousands):

Years ended June 3

2005 2006 2007

China $157,66: $141,95¢ $213,86.
Taiwan 23,37( 23,55¢ 27,581
Korea 1,49¢ 2,17¢ 7,80¢
Japar 3,29¢ 4,87: 5,771
United State: 4,007 3,24 3,81¢
Singapore 13,68( 4,541 1,21¢€
Other 4,62¢ 4,20¢ 6,721
$208,13¢ $184,55° $266,78

As of June 30, 2006 and 2007, long-lived asaéthin geographic areas consisted of the follga{in thousands):

2006 2007
United State: $14,64: $17,15(
Asia/Pacific 1,14¢ 2,25(C
United Kingdom 247 —
$16,03¢ $19,40(

Major customers as a percentage of net reverue as follows:

Years ended June 3

2005 2006 2007
Customer A * * 14%
Customer E * 10% 11%
Customer C 34% 14% *

* Less than 109

13. Restructuring Charge

In fiscal 2007, we incurred a restructuringugye of $915,000 in connection with the closurewfEuropean development center as part of
our strategic efforts to realign our developmenatalities to meet the needs of our Asia/Pacifistomer base. We accounted for our
restructuring charge in accordance with SFAS 1A@cbunting for Costs Associated with Exit or DispbActivities.” Included in the
restructuring charge were personnel costs, congisti severance and relocation of $526,000, a lessrve of $287,000, net of
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estimated sublease income, and a non-cash impaiohproperty and equipment of $102,000. As of JBBg2007, all costs associated with
the restructuring have been settled and no additijsalyment obligation exists.

14. Subsequent Events

Subsequent to June 30, 2007 and through A@,2007, we repurchased 500,000 shares of oumoonstock at an aggregate cost of
approximately $19.0 million, or an average cos$®7.90 per share.

A portion of our investment portfolio is inded in AA and AAA rated auction rate securitiesAlmgust 2007, $13.5 million of our auction
rate securities, which were purchased subsequénitn® 30, 2007, failed to settle in auctions. Tikifes resulted in the interest rate on these
investments resetting at Libor plus 50 or 100 bpsiats. While we now earn a premium interest catéhe investments, the investments are
not liquid. In the event we need to access thesdsiuwe will not be able to until a future auctammthese investments is successful. Based on
our ability to access our cash and other short-tewastments, our expected operating cash flowd cam other sources of cash, we do not
anticipate the lack of liquidity on these investrsanill affect our ability to operate our businessusual.

Included in our investment in Foveon are 900,6hares of series A preferred stock, which segd®.5 million note due to National.
Subsequent to June 30, 2007, the note plus acartezdst of $1.2 million came due, and, in accooganith the security agreement, we
relinquished the shares securing the note to Naltiorfull settlement of the principal and accruegtrest. Consequently, we will recognize a
one-time non-operating gain upon settlement of detite amount of $2.7 million in the first quartdrfiscal 2008 as our cost in the
underlying shares had been reduced to zero undexghity method of accounting in fiscal 1998.

F-30




Table of Contents

Reserve deducted from as—
Allowance for doubtful account
2005
2006
2007

SCHEDULE Il

SYNAPTICS INCORPORATED AND SUBSIDIARIES

VALUATION AND QUALIFYING ACCOUNTS
Years Ending June 30, 2005, 2006, and 2007

(in thousands)

Balance ¢
beginning
of year

$

13C
16t
18¢

Additions
charged t

expense

44
52
23C

Adjustment
to
reserve

©)
(28)

Balance ¢
end of

year

16t
18¢
41¢
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Incorporated by reference to the registrattem 10-Q for the quarter ended December 29, 2801iled with the SEC on February 21,
2002.

Incorporated by reference to the regist's Form A as filed with the SEC on August 16, 20!
Incorporated by reference to the regist's Current Report on Forn-K as filed with the SEC on July 31, 20(
Incorporated by reference to the regist's Current Report on Forn-K as filed with the SEC on December 7, 2C

Incorporated by reference to the registraiRtiem 10-K for the fiscal year ended June 30, 2@84ijled with the SEC on September 12,
2002.

Incorporated by reference to the registrargggstration statement on Form S-1 (Registration 383-56026) as filed with the SEC
January 22, 2002 and declared effective Januarg@s.

Incorporated by reference to the regist's Form 1-Q for the quarter ended December 28, 2002, asWilddSEC on February 6, 20(

Incorporated by reference to the registraRtiem 10-K for the fiscal year ended June 24, 2@86jled with the SEC on September 7,
2006.

Incorporated by reference to the regist's Current Report on Forn-K as filed with the SEC on December 3, 20

Incorporated by reference to the registrant'swa0-K for the fiscal year ended June 30, 2003i|ed with the SEC on September 12,
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Incorporated by reference to the regist's Current Report on Forn-K as filed with the SEC on April 1, 200
Incorporated by reference to the regist's Current Report on Forn-K as filed with the SEC on April 3, 200

Portions of this exhibit have been omitted manst to a confidential treatment request that waatgd by the Securities and Exchange
Commission pursuant to Rule -2 of the Exchange Ac






Exhibit 12.1

Ratio of Earnings to Fixed Charges

Set forth below is information concerning oatio of earnings to fixed charges on a consolidiaé@sis for the periods indicated. This ratio
shows the extent to which our business generatasgbnearnings after the payment of all expensesr ditfan interest to make the required
interest payments on our convertible senior sulpatdd notes.

For purposes of computing the ratio of earsitwfixed charges, “earnings” consist of incomteincome taxes and fixed charges.
“Fixed charges” consist of interest expense angtrgon of rent expense we believe representintieeest component of such rent expense.

(in thousands, except for ratic
Years ended June 2

2003 2004 2005 2006 2007
Fixed charges:
Interest expens $ 15F $ 134 $ 1,14¢ $ 1,93¢ $ 1,95(
Portion of rent expense deemed to represent irit 32t 35€ 392 262 344
Total fixed charge $ 48C $ 49z $ 1,53 $ 2,201 $ 2,29/
Earnings:
Net income $ 7,71¢ $12,99: $37,98¢ $13,70: $26,53¢
Income taxe: 4,34 7,934 20,34, 11,82 11,89
Fixed charge: 48C 492 1,53 2,201 2,29¢
Total earnings for computation of ra $12,54: $21,41¢ $59,86¢ $27,72¢ $40,72¢

Ratio of earnings to fixed charg 26.1 43.t 39.C 12.€ 17.¢






List of Subsidiaries

NAME

STATE OR JURISDICION
OF ORGANIZATION

Exhibit 21

Synaptics International, In
Synaptics (UK) Limitec
Synaptics Hong Kong Limite
Synaptics Europe Se
Synaptics Holding Gmbl

Synaptics LLC

California
United Kingdom
Hong Kong
Switzerlanc
Switzerlanc

Delaware






Exhibit 23.1
Consent of Independent Registered Public Accountingirm

The Board of Directors
Synaptics Incorporated:

We consent to the incorporation by reference inRbgistration Statements (Nos. 333-81820, 333-82288-82286, 333-82282, 333-99529
and 333-99531) on Form S-8, Registration StateflenB33-115274 on Form S-4, and Registration StatgiNo. 333-122348 on Form S-3
of Synaptics Incorporated of our reports dated &apter 4, 2007, with respect to the consolidatedrua sheets of Synaptics Incorporated
and subsidiaries as of June 24, 2006 and Juned8@, and the related consolidated statements ofrie¢ stockholders’ equity and
comprehensive income, and cash flows for eacheoyétars in the three-year period ended June 307, 20@ the related financial statement
schedule and the effectiveness of internal comivel financial reporting as of June 30, 2007, whigborts appear in the June 30, 2007 an
report on Form 10-K of Synaptics Incorporated. @ynort dated September 4, 2007 refers to an adoguctiange as a result of the adoption
of SFAS No. 123(R), “Share-Based Payment,” at #girining of fiscal 2006.

/sl KPMG LLP

Mountain View, California
September 4, 2007






Exhibit 31.1

Certification of Chief Executive Officer Pursuant to
Rule 13a-14(a)/15d-14(a)

I, Francis F. Lee, certify that:

1.
2.

5.

I have reviewed this annual report on Forr-K of Synaptics Incorporate:

Based on my knowledge, this report does not coraynuntrue statement of a material fact or ométate a material fact necessary to
make the statements made, in light of the circuntets. under which such statements were made, nigamisg with respect to the period
covered by this repor

. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material

respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this rep

. The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15@))%nd internal control over financial reportirag @efined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

b) Designed such internal control over financigloing, or caused such internal control over fiahreporting to be designed under
our supervision, to provide reasonable assuramgzgding the reliability of financial reporting attte preparation of financial stateme
for external purposes in accordance with geneeadtepted accounting principles;

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentiisimeport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in the teghid’s internal control over financial reportirttat occurred during the registrathos
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thatnhaterially affected, or is reasonably
likely to materially affect, the registrant’s intedl control over financial reporting; and

The registrant’s other certifying officer(s) anbdve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the equivalent
functions):

a) All significant deficiencies and material weagses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invaweanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reporting.

Date: September 5, 2007

/sl Francis F. Lee
Francis F. Lee
Chief Executive Officer







Exhibit 31.

Certification of Chief Financial Officer Pursuant to
Rule 13a-14(a)/15d-14(a)

I, Russell J. Knittel, certify that:

1. I have reviewed this annual report on Forr-K of Synaptics Incorporate:

2.

Based on my knowledge, this report does not coraynuntrue statement of a material fact or ométate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nieadisg with respect to the period
covered by this repor

. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this rep

. The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%nd internal control over financial reportirag @efined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

b) Designed such internal control over financigloing, or caused such internal control over fiahreporting to be designed under
our supervision, to provide reasonable assuramgzgding the reliability of financial reporting attte preparation of financial stateme
for external purposes in accordance with geneeadepted accounting principles;

c) Evaluated the effectiveness of the registratisslosure controls and procedures and presentiisimeport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

d) Disclosed in this report any change in the teghig’s internal control over financial reportirttat occurred during the registrathos
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thatnhaterially affected, or is reasonably
likely to materially affect, the registrant’s intedl control over financial reporting; and

5. The registrant’s other certifying officer(s) anddve disclosed, based on our most recent evaluatimernal control over financial

reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of directf@spersons performing the equivalent
functions):

a) All significant deficiencies and material weagses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invawaanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reporting.

Date: September 5, 2007

/s/ Russell J. Knittel
Russell J. Knittel
Chief Financial Officer







Exhibit 32.1

Section 1350 Certification of Chief Executive Offier

In connection with the Annual Report on ForfaKL of Synaptics Incorporated (the “Company”) fobetyear ended June 30, 2007 as filed
with the Securities and Exchange Commission ord#tte hereof (the “Report”), Francis F. Lee, President and Chief Executivicex of the
Company, certify, pursuant to 18 U.S.C. § 135Gdmpted pursuant to 8 906 of the Sarbanes-Oxley®2002, that:

(1) The Report fully complies with the requirementsSeftction 13(a) or 15(d) of the Securities Exchangeof 1934 (15 U.S.C. 78m(a)
780(d)); anc

(2) The information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operations of the
Company

/sl Francis F. Lee
Francis F. Lee

Chief Executive Officer
September 5, 200







Exhibit 32.z

Section 1350 Certification of Chief Financial Offier

In connection with the Annual Report on ForfaKL of Synaptics Incorporated (the “Company”) fbetyear ended June 30, 2007 as filed
with the Securities and Exchange Commission ord#te hereof (the “Report”), I, Russell J. Knittegnior Vice President, Chief Financial

Officer, Chief Administrative Officer, Secretaryn@Treasurer of the Company, certify, pursuant8®J1S.C. § 1350, as adopted pursuant to &
906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934 (15 U.S.C. 78m(a)
780(d)); anc

(2) The information contained in the Report fairly gmets, in all material respects, the financial cbadiand results of operations of the
Company

/s/ Russell J. Knittel
Russell J. Knittel
Chief Financial Officer
September 5, 200




