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1991 1994
SMOS Systems, Inc.
Hypres
California Polytechnic State University 2009
& LLP Deloitte&Touche LLP 2011 USCPA
2014 Seagate Technology PLC
2016 2018
CFO
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2012

2012 11

2016
A10
2012

2016

1996
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2005
1995 2001
Tvia,
2005 1989 1994
OPTi Inc.

2007
DENSO International America, Inc.

2012
A10 Networks, Inc.
1993 2012
2004 2010

1999
2015
1999
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JOBS SOX
SEC
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SEC

SOX

SEC

162(m)

60/138



(a

(b

(c

«

Insider Trading and Communication Policy

2016

27
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Document Retention and Destruction
Policy

(a

(b
CEO

(c

(a Officer Vice President

(b Officer
Vice President

(c

Internal Auditor

(a

O

(a CEO Internal Auditor

O®
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(a

(b
Code of Anti-Social Force Exclusion

Code of Anti-Social Force Operating Procedures

Internal Auditor
CEO

CEO

BDO USA, LLP BDO USA, LLP
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22,500 30,000 10
2017
7,500
2018 31 7,500 2019
7,500
2018 31 7,500 2019
7,500
2018
1
2018 128,750 - 0 128,750
2018 128,750 - 0 128,750
2018 103,000 - 199,493 302,493
@
¢ FASB 718 ASC 718
(2 2018 10 23 20,000 20,000
9.97465 2019
1,000
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2018 12 31
2018 12 31
)
6/27/17 36,000 72,000 $2.93 6/27/27
6/27/17 29,339 58,661 $2.93 6/27/27
3/28/17 10,000 - $2.93 3/28/27
¢!
2018 12 31
2019
10/23/18 20,000 5
1,000
2017
2017 2017 10
SAR
2,500,000
2018 2027
422 10,000,000
7,500
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10 1S0

2018 12 31
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644 382
(71 B (42

644 382
(71 B (42
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2016 12 31 2017 12 31 2018 12
31 SEC Form 10-K
38 59
131
40 321 35
32 12 193

SEC

134 2018 12 28
111
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2018 12 31 2017 12 31
25,941 2,879,451 21,536 2,390,496
236 26,196 93 10,323
2,207 244,977 2,847 316,017
936 103,896 978 108,558
29,320 3,254,520 25,454 2,825,394
611 67,821 325 36,075
560 62,160 652 72,372
215 23,865 161 17,871
30,706 3,408,366 26,592 2,951,712
1,063 117,993 760 84,360
718 79,698 573 63,603
136 15,096 152 16,872
2 222 6 666
1,919 213,009 1,491 165,501
156 17,316 133 14,763
2,075 230,325 1,624 180,264
0.0001 0.01
2018 12 31 2017 12 31 5,000,000
5,000,000
2018 12 31 2017 12 31 0
0 _ _ _ _
0.0001 0.01
2018 12 31 2017 12 31
75,000,000 75,000,000
2018 12 31 2017 12 31
17,130,507 16,752,171 2 222 2 222
19,358 2,148,738 17,580 1,951,380
9,271 1,029,081 7,386 819,846
28,631 3,178,041 24,968 2,771,448
30,706 3,408,366 26,592 2,951,712
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2018 2017 2016
31,098 3,451,878 31,142 3,456,762 27,156 3,014,316
15,316 1,700,076 13,221 1,467,531 12,735 1,413,585
15,782 1,751,802 17,921 1,989,231 14,421 1,600,731
7,331 813,741 5,383 597,513 4,380 486,180
6,636 736,596 6,193 687,423 4,678 519,258
13,967 1,550,337 11,576 1,284,936 9,058 1,005,438
1,815 201,465 6,345 704,295 5,363 595,293
229 25,419 73 8,103 0 0
2,044 226,884 6,272 696,192 5,363 595,293
159 17,649 2,515 279,165 1,882 208,902
1,885 209,235 3,757 417,027 3,481 386,391
- - 1,936 214,896 2,627 291,597
1,885 209,235 1,821 202,131 854 94,794
0.11 12 0.25 28 0.24 27
0.10 11 0.24 27 0.23 26
16,982,648 7,145,641 3,493,946
17,991,131 8,056,329 4,358,387
1,885 209,235 3,757 417,027 3,481 386,391
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( )

2015 12 31 10,742,500 8,794 3,332,852 - 298 148 9,240
(976,134) o) (33,078) (16,428)  (1,025,640)

- - 392,386 - 76 - 76
©) ©) (8,436) ©) (8.436)

_ - - - 439 - 439
©) ©) (48,729) ©) (48,729)

_ - - - - 3,481 3,481
o) ©) ©) (386,391) (386,391)

2016 12 31 10,742,500 8,794 3,725,238 - 813 3,629 13,236
(976,134) o) (90,243) (402,819)  (1,469,196)

JOR 10,742,500 8,794 10,742,500 2 8,792 - -
( 976,134) (222) (975,912) ©) ©)

JOR - - 1,520,000 - 5,157 - 5,157
©) ©) (572,427) ©) (572,427)

- - 228,000 - 1,200 - 1,200
o) ©) (133,200) ©) (133,200)

- - 506,433 - 170 - 170
©) ©) (18,870) ©) (18,870)

- - 30,000 - - - _
©) ©) ©) ©) ©)

_ _ - - 1,448 - 1,448
©) ©) (160,728) ©) (160,728)

_ _ - - . 3,757 3,757
o) ©) ©) (417,027) (417,027)

2017 12 31 - - 16,752,171 2 17,580 7,386 24,968
©) (222) (1,951,380) (819,846)  (2,771,448)

- - 368,632 - 423 - 423
©) ©) (46,953) o) (46,953)

- - 10,500 - - - -
©) ©) ©) ©) ©)

_ - 796 - 9 - 9
©) ©) ( 999) ©) ( 999)

_ - - - 1,364 - 1,364
©) ©) (151,404) © (151,404)

_ - - - - 1,885 1,885
o) ©) ©) (209,235) (209,235)

2018 12 31 _ _ 17,130,507 2 19,358 9,271 28,631
) (222) (2,148,738) (1,029,081) (3,178,041)
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2018 2017 2016
1,885 209,235 3,757 417,027 3,481 386,391
244 27,084 207 22,977 160 17,760
1,364 151,404 1,448 160,728 439 48,729
57 6,327 9 999 7 77
92 10,212 370 41,070 193 21,423
143 15,873 14 1,554 7 8,547
640 71,040 264 29,304 1,202 133,422
42 4,662 705 78,255 193 21,423
56 6,216 18 1,998 23 2,553
151 16,761 85 9,435 791 87,801
145 16,095 180 19,980 200 22,200
4 444 739 82,029 614 68,154
23 2,553 43 4,773 28 3,108
4,440 492,840 4,359 483,849 1,608 178,488
376 41,736 170 18,870 346 38,406
376 41,736 170 18,870 346 38,406
407 45,177 98 10,878 113 12,543
9 999 - - - -
57 6,327 2,096 232,656 832 92,352
— - 9,339 1,036,629 - —
341 37,851 7,341 814,851 719 79,809
4,405 488,955 11,530 1,279,830 543 60,273
21,536 2,390,496 10,006 1,110,666 9,463 1,050,393
25,941 2,879,451 21,536 2,390,496 10,006 1,110,666
44 4,884 2,585 286,935 1,819 201,909
173 19,203 21 2,331 51 5,661
74 8,214 99 10,989 76 8,436
- - 8,792 975,912 - -
— — — - 161 17,871
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2017 29
JDR
2017 10 25
5.85

GAAP

2015 11

JDR
1,520,000
8.1

228,000

2016 4

650 5.85
JDR

GAAP
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2012

JDR
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1,520,000

0.1
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2017

0.7
3.0 JDR

JDR 650
1.2

us



*

10%

2018 12

2017 12

2017

360
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12 31 12
2018 2017 2016
76% 74% 85%
62% 59% 62%
* * 11%
ASU2015-11 ASC 330
0.3 0.4
ASC360



2018

ASC606

2018

2018-07

ASC606
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401k
401k

(0DM)

ASC Topic606

FBO (free on board)

2018 2018
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740-10 ASC740-10

740-10

740-10

50%

740-10
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2018
Topic606
2014
Topic606
2017 12 16
2018
2018
2018 12 31
2016
842 2016-02
2018
2016-02
2019 0.5 0.9
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2018

2018

2018-11
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2018-07 —
718
2018 12 16
2018
2014-09
605
2014-09
2018
2018 12 31
2016-02 Topic
2018 12 16
Topic 842
12
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2018 12 31 2017 12 31
$961 $1,214
1,246 1,633
$2,207 $2,847
2018 12 31 2017 12 31
$1,173 $687
84 59
30 30
1,287 776
676 451
$611 $325
2018 2017 2016 12 0.2
2018 12 31 2017 12 31
$398 $291
134 131
73 73
48 23
28 37
37 18
$718 $573
2018 12 31
2018 30 2017 12 31 0.2
2018 12 31 2018 30 0.2
2018 12 31 12 2017 12 31
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2018 12 31
$6,974 $- $- $6,974
2017 12 31
$6,951 $- $- $6,951
2018 2017 12 31
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2018 2017 2016
$26,175 $26,453 $23,815
2,685 2,857 1,600
1,310 941 470
897 821 1,214
31 70 57
31,098 31,142 27,156
2018 2017 2016
$26,325 $28,143 $26,531
4,773 2,999 625
$31,098 $31,142 $27,156
2018 12 31 2017 12 31
$399 $205
104 16
102 92
4 9
2 3
$611 $325
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2020 12
2019
2019
2020
0.5
2017 12 31

2020 12

0.4

2019
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2018 12 31

$645
201
$846

2018 2017 2016 12 0.6

2021
2020 2021 12 31 0.1

81/138



2018 12 31
2018 12 31
2018 12 31
12 31
2017 12 31
12 31
2017

2017 12 31
2017 12 31

0.0001
17,130,507
155,257

0.0001
16,752,171
289,334
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0.0001

75,000,000

75,000,000
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5,000,000
2018
2018
2018 12 31
1,395,435
4,434,310
5,829,745




2012

2012
2012

2017

2012

2017 12 31

@
2018 12 31

€Y)

302,083

12 31

2017

2017

2017

2017

2012

0.1
12
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2012

2017

2017
2018 2027

2017
422

3,933,649
681,660
246,000

65,001

4,434,310

2012
10
110
10
2017
2012
2017
JDR 2017
2012
2017
2012
2017
2018
681,660 2017
SAR
2018 2017
46 0.1
6,834 45,666
155,257 289,334
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27,333 46,667
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2017 12 31 1,573,568 $1.78 8.4 $24,556
@ 368,632 $1.15
©) 65,001 $1.47
2018 12 31 1,139,935 $2.01 7.6 $3,428
2018 12 31
1,139,935 $2.01 7.6 $3,428
2018 12 31
418,615 $1.78 7.3 $1,356
(
(
2018 12 31
$0.16 66,250 5.1 $0.16 66,166 $0.16
$0.37 200,838 6.4 $0.37 66,163 $0.37
$0.97 155,334 7.2 $0.97 55,749 $0.97
$2.51 194,511 7.7 $2.51 71,626 $2.51
$2.89 49,000 8.2 $2.89 14,000 $2.89
$2.93 336,502 8.4 $2.93 107,496 $2.93
$3.18 137,500 8.6 $3.18 37,415 $3.18
1,139,935 7.6 $2.01 418,615 $1.78
2018 2017 2016 12 2.9 1.8
0.8
10
2017 12 31 20,000 $19.42
246,000 $11.09
10,500 $16.20
2018 12 31 255,500 $11.53
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2018 12 31

JDR

@iv)

—JDR
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2018 2017 2016
$68 $31 $15
355 273 102
941 1,144 322
$1,364 $1,448 $439
3.8 3.8
)
(i) D)
()
JOR
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2018 12

2016 12
1.36

2018 12
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2017 2016
6.28 6.19
2.01 % 1.38 %
53 % 51 %
0% 0%
$5.14 $2.35
2018 12
11.09 2017 12
3.711
2017 2016
10.00 10.00
2.3 % 2.02 %
53 % 53 %
0% 0%
$14.40 $2.68
2017 12 2016 12
2.16
2018 2018
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10,742,500 2017 12 31
2018 2017 2016
$1,885 $3,757 $3,481
- 1,936 2,627
1,885 1,821 854
$1,885 $3,757 3,481
- 1,823 2,477
1,885 1,934 1,004
16,982,648 7,145,641 3,493,946
1,008,483 910,688 864,441
17,991,131 8,056,329 4,358,387
$0.11 $0.25 $0.24
$0.10 $0.24 $0.23
155,000 2018 12 31 7,000 2017 12 31 56,000 (2016 12 31 )
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2018 2017 2016
$1,866 $6,141 $5,311
178 131 52
$2,044 $6,272 $5,363
2018 2017 2016
$36 $2,089 $2,034
30 55 40
1 1 1
67 2,145 2,075
92 370 193
$159 $2,515 $1,882
2018 2017 2016
21.00% 34..00% 34.00%
0.03 0.01 0.01
7.73 1.72 2.59
8.96 0.94 2.55
3.40 1.78 1.12
- 5.06 _
7.74y, 40.07y 35.094
2018 2017
$85 $85
381 309
244 243
293 323
118 140
1,121 1,100
98 54
98 54
463 394

$560 $652
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2017 12 22 Tax Cuts and Jobs Act “ "
2018
21% 740
2018 2017 12
SEC 118 “ SAB 118 ” SAB 118
1
2018 12 2018 SAB 118
2017 12 2017 12
21 0.7
2018 12 31
42 41
2018 12 31 1.2
2032 2018 12 31
0.6
2039
IRC
2018 12 31
0.1
2018 2017
$233 $189
60 44
$293 $233
2018 12 31 2017 12 31 7,800 3,500
2015 2018
11
2018 12 31
GAAP
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2018 12
$8,908 $8,667 $6,470 $7,053
4,803 4,220 3,008 3,285
4,105 4,447 3,462 3,768
1,838 1,704 1,578 2,211
1,544 1,899 1,572 1,621
3,382 3,603 3,150 3,832
723 844 312 (64)
99 (94) (165) 389
822 750 147 325
175 186 (5%) (148)
$647 $564 $201 $473
$0.04 $0.03 $0.01 $0.03
$0.04 $0.03 $0.01 $0.03

90/138



12

EDINETOOOO
OO000OO000OO00o0DO000DOo00oOo0gOonoOoo(E33426)

oOoOooodn
2017 12

$7,761 $8,112 $8,039 $7,230
3,473 3,427 3,369 2,952
4,288 4,685 4,670 4,278
1,565 1,156 1,197 1,465
2,068 1,541 1,357 1,227
3,633 2,697 2,554 2,692
655 1,988 2,116 1,586
* (59) ) ®
651 1,929 2,114 1,578
591 646 739 539
$60 $1,283 $1,375 $1,039
$ $0.09 $0.09 $0.07
$ $0.08 $0.09 $0.07
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Techpoint, Inc.
Consolidated Balance Sheets

{in thousands, except share and per share amounts)

December 31, December 31,

b ] 7
Assets
Current assels:
Cash and cash equivalents 5 Ml 0§ 21536
Accounts recervable 236 93
Inventory 2,207 2.847
Prepard expenses and other current assets 936 978
Total current assels 2930 25454
Property and equpment - net all 325
Deferred iax asseis 560 652
Other assets 215 161
Totl assets 5 3076 5 26592
Liabilities and Stockholders™ Equity
Current liabilities:
Accounts payable b 1.063 & 760
Accrued habilities T18 573
Liabality related to eardy exercised stock options 136 152
Customer deposits 2 [
Total current liabilities 1.919 1.491
Other liabilities 156 133
Total liabilities 2075 1,624
Commitments and contingencies (Note 5)
Stockholders” equity
Preferred stock. par value $0.0001 per share - 5,000,000 shares awhorized as of
December 31, 20018 and 2017: nil shares 1ssued and cutstanding as of
December 31, 2018 and 2017 — —
Commeon stock, par value S0.0001 per share - 75 000,000 shares authoneed as
of December 31, 2018 and 200 7; 17,130,507 and 16,752,171 shares issued and
outstanding as of December 31, 2018 and 2017, respectively 2 2
Additional paid-in-capital 19,358 17.580
Retained eamings 9.271 7386
Total stockholders” equity 28,631 24968
Total labilittes and stockholders” equity S 30T 5 26592

See accompanying notes to consolidated financial statements,
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Techpoint, Inc.
Consolidated Statements of Operations
{in thousands, except share and per share amounts)

Year Enied
Decembser 21,
18 2017 2016

Revenue 3 I 3142 5 27,156
Cost of revenue 15,316 13,221 12,735
Gross profit 15,782 17921 14421
Operating expenses

Research and development 7.331 5383 4,330

Selling, peneral and admanistrative 6,636 6,193 4 678

Total operaling expenses 13,967 11,576 9.058

Income from operations 1,815 6,345 5,363
Oiher income (expensc) i 229 (73) —
Income before income taxes 2044 6,272 5363
Income taxes 159 2515 1,682
Net income 5 1.885 § 31757 8 3451
Net income allocable to preferred stockholders 5 — & 1.936 3 2.627
Met income allocable 1o common stockholders 3 I.885 & 1821 % B54
Net income per share allocable 10 commeon stockholders:

Basic 5 [0 025 % 0.24

Diluted 5 010 5 024 5 0.23
Weighted-average shares owtstanding in computing net
income per share allocable 1o common stockholders

Basic 16,982 648 7.145.641 3,493 046

Diluted 17.9491.131 3,056,329 4338 387

See secompanyving notes 1o consolidated financial statements.

93/138



EDINETOOOO
OO000OO000OO00o0DO000DOo00oOo0gOonoOoo(E33426)
oOoOooodn

Techpoint, Inc.
Consolidated Statements of Stockholders® Equity
(in thousands, except share amounts)

Canvertible Preferred Sk Camiman Sosck
Addrisnal Tatul
Paled-In Heralued St ol
Shares Amsunt Shares Amsani  Capitad Farmisgs Exquiry

Balances as of December 31, 2013 10,742,500 § 5.7 3332852 % - % HE 5 148 § 2,240

Bosnsmee of common siock upon execise

of sk options ssd vesting of early

exgriral gl — — 392,386 — T — T

Saock-hased compensation — - - - 439 - 439

et ingome — — — — — 1481 3481
Balances as of December 31, 2016 16,742,500 BT 3725238 — E12 1410 13,236

Comversion of converible preforrad stack

o conmumon stock upon [PO {10,742, 500 % (E TR L0742 S0 2 B.T9I — =

B af oommmaon stock vpom PO net

of issuamce costs —_ - 1. 520,000 - 5157 — 5157

Beiamce ol commeon siock upon exancise

of over-allotment option, net of isusnce

cosls — — 228,000 — 1,200 — 1,200

Issuamce of common stock upon exercise

of siock options and vesting of early

exercived oplioes — — 506,433 - 170 - 170

Besnsmce of commion stock upon vesting

of R5Us — — 3000 — - - —

Sinck-haned compensation - - — - 1448 - 1,448

Met incoume 3,747 3,757
Balances as of December 31, 2017 — = 1&752171 2 17.580 T3R8 24,068

Bssame of common stock s exercise

of stock eptions asd vesting of carly

exgrered oplions — — 368.632 — 413 — 423

Essusmie of common slock wpon vesting

of R3Us = = L0504 = = = =

Shares pepuarchased for tax wathholdings

on vedting of RS — — (706} — (L] — 9y

Stock-based componaation = = = = 1354 = 1364

Nt imome — — = — — 1585 1,885

— — 3 F3

Balances as of December 31, 2018 5

17.130.507 3 1938 3 9371 5 28,651

See accompanying noles o consohidated financial statements
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Techpoint, Inc.
Consolidated Statements of Cash Flows

(im thousandsy
Year Ended
December 31,
018 2017 2016
Cash Flows From Operating Activities
Mel income 5 1585 % 37537 % 3481
Adjustments to reconcile net income to net cash provided by
operating activitics;
Depreciation and amortization 244 207 160
Stock-based compensation 1.364 1,448 439
Wnite-off of deferred costs and long lived assets 57 b 7
Deferred income taxes 92 370 (193)
Changes in operating assets and liabilities:
Accounts receivable (143) (14} (77)
Inventory 640 (264 (1.202)
Prepaid expenses and other current assets 42 (T05) 193
Other assets {56) (1%} (23)
Accounts payable 151 85 (791)
Accrued expenses 145 180 200
Customer deposils 4] (739) (614)
Other habilities 23 43 28
Met cash provided by operating activities 4440 4,359 1,608
Cash Flows From Investing Activities
Purchase of property and equipment (376) (170% (346)
Met cash used ininvesting activities (378) (170 (346)
Cash Flows From Financing Activities
Net proceeds from exercise of stock oplions 407 98 113
Payment for shares withheld for tax withholdings on vesting of
RSUs (k)] — —
Pavments of deferred costs (5T) (2,0096) (832)
Proceeds from mital public offering, net of underwniter
COMIMISSI0ns I — 9339 —
Met cash provided by (used in) financing activities 34l 7.341 (719
Met increase in cash and cash equivalents 4 405 11,530 543
Cash and cash equivalents at beginming of perod 21.536 10,006 9463
Cash and cash equivalents a1 end of period 5 25041 % 21,536 § 10006
Supplemental Disclosure of Cash Flow Information
Cash paid fior income taxes 5 44 8 2585 0§ 1.819
Supplemental Disclosure of Noncash Investing and Financing
Information
Property and equipment purchased but not yet pard 5 173 % 2l § 51
Vesting of early exercised options 5 T4 5 Lt B 76
Conversion of preferred stock to common stock upon initial
public offering 5 5 5792 §
Unpasd deferred costs 5 ¥ 5 161

See accompanying notes 1o consolidated financial statements.
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Techpoint, Inc.
MNotes 1o Consolidated Financial Stalements

1. Organization and Summary of Significant Accounting Policies
Organizatian

Techpoint, Inc, and its whollv-owned subsadianies (ihe “Company™) was ofiginally incorporated in California
in April 2012 and reincorporated into Delaware in July 2017, The Company is a fabless semiconductor company
that designs, markets and sells mixed-signal imegrated circunts for muluple video applications m the security
surveillance and automotive markets. The Company 1s headguartered in San Jose, Califorma,

Initial Public Offering

O Septembeer 29, 2017, the Company completed its initial public offering (“1P07) of Japancse depositary
shares (“11057). In connection with the IR0, the Company sold 1,520,000 JD%s, represented by 1,520,000 shares of
our commen stock at a price (o the public of 5585 per share and received net proceeds of 38,1 mullion. after
deducting underwriting discounts and commuissions of $0.7 million. Addiionally, offering costs incurred by the
Company totaled $3.0 milhon. Prior 1o the closmg of the Company’s [POy, all outstanding shares of its preferred
stock converted 1o common stock on a one-1o-ome basis.

On October 25, 2017, the managing underwriter of our IPO elected 1o purchase an additional 228,000 shares
of JTDSs, represented by 228 000 shares of common stock, pursuant 1o the underwriters” over-allotment opion. We
subsequently completed the sale at the IPO price of $5.85 per share and received net proceeds of §1.2 nullion, after
deducting underariting discounts and commissions of 50,1 mullion.

Basis of Consolidatien and Significant Accounting Policies

The accompanving consolidated Anancial statements include the sccounts of the Company and its wholly-
owned subsidiaries, and have been prepared in conformity with generally accepied accounting principles in the
United States (“GAAP”) and applicable rules and regulations of the Securities and Exchange Commission (“SEC”)
All intercompany balances and transactions ave been eliminated. The functional currency of each of the
Company’s subsidiaries is the 1.5, dollar, Foreign currency gains or losses are recorded as other income {expense)
i the Consolidaed Stements of Operations,

Use af Managemeni's Estimates

The preparation of consolidated financial statements in conformaty with GAAP requires management to make
estumates, judgments and assumptions that aflect the reported amounts of assels and Labalites and disclosire of
contingent assets and labihties at the date of the financial statements and reported amounts of revenue and expenscs
during the reporting peniod. Significant estimates included in the consolidated financial statements include inventory
valuation, valuation allowance for recorded deferred tax assets, and stock-based compensation. These estimates are
based upon information available as of the date of the consolidated financial statements. Actual results could differ
materially from those estimates,

Concentration of Castomer and Credis Risk

Fimancial instruments that potentially subject the Company to concentrations of credit risk consist principally
of cash and cash equivalenis and trade receivables, Risks associated with cash and cash equivalents are mitigated by
banking with creditworthy institutions. The Company generally requires advance payments from customers, The
Company also performs credit evaluations of its customers and provides credit 1o certain customers in the normal
course of business. The Company has not incurred bad debt write-offs dunng any of the pertods presented.

For each significant customer, or distnbutor, and significant end-customer, revenue as a percentage of total
revenue is as follows:
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Year Ended
December 51,
1018 017 016

Customer
Customer A Ta% T4% B5%
End-Customer
End-Customer A (1) 6% 9% 62 %
End-Customer B (1) . . 11%

*  Lessthan 10Ps
(1) Sales w End-Customer A and End-Customer B pnimanly occurred through Customer A

Concentration of Supplier Risk

The Company is a fabless producer of semconductons and s dependent on four subcontractors for
substantially all of its production requirements. The Balure of enther subcontractor 1o fulfill the production
requirements of the Company on a timely basis would adversely impact fiture results. Although there are other
subconiractors that are capable of providing simular services, an unexpecied change in either subcontractor would
ciuse delays in the Company”s products and potentially result in a significant loss of revenue,

Cash and Cash Equivalents

The Company considers all highly liquid financial instruments purchased with an oniginal maturty of three
months or less at the date of purchase to be cash equivalents. Cash and cash equivalents consist of cash on deposit
with banks and money market funds, the fair value of which approximates cost

Fuair Valwe of Financial Instruments

The Company estimates certain financial assets and liabilities at fair value based on available market
information and valuation methodologies considered to be appropriate, However, considerable judgment 1s required
in interpreting market data to develop the estimate of fair value, The use of different market assumptions and'or
estimation methodologies could have a material effect on estimated fair value amounts, See Note 3 “Fair Value
Measurements”™ of these Notes to Consolidated Financial Statements for a further discussion on far value of
financial mstruments.

Invenfories

Inventores are stated at the lower of cost or market. Upon the adoption of ASU 2005-11, Simplifving the
Measurement of Inventory, amending ASC Topic 330 — Inventory in the first quarier of fiscal 2007, mventonies are
stated at the lower of cost or net realizable value, Cost is computed using the standard cost, which approximates
actunl cost deternuned on a first-in, first-out basis, Inventories include work in process and finished good parts that
may be specialized in nature and subject to rapad obsolescence. Because of the cvelical nature of the market,
iventory levels, obsolescence of 1echaology. and product life eveles, the Company geneally writes down
ventones 1o net realizable value based on forecasted product demand. Invenmtory write downs for excess quantity
and technologieal obsolescence are charged to cost of sales when evidence indicates clearly that a loss has been
sustained, The amount written down for the vears ended December 31, 2018 and 2017 was $0.3 million and 0.4
million, respeciively.

Property and Equipment

Property and equipment, are stated at cost less accumulated depreciation. and are depreciated using the
straight-line method over the estimated useful lives of the assets, The estimated useful lives range from two 1o three
vears for computer equipment and software, furniture and leasehold improvements.

The Company evaluates the recoverability of property, plant and equipment in accordance with ASC Ne. 360,
Accounting for the Property, Plans, and Equipment. (“ASC 3607). The Company performs penodic reviews to
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determine whether facts and circumstances exist that would indicate that the carrying amounis of property and
equapiient exceeds thear fair values. If facts and circumstances indicate that the carrving amount of propenty and
equipment might not be fully recoverable, projected undiscounted net cash flows associated with the related asset or
group of assets over their estimated remamning useful lives are compared against their respective carmying amounts,
In the event that the projected undiscounted cash flows are not sufficient to recover the carrying value of the assets,
the asseis are writien down o their esimated fair values based on their expecied discounted fuiure cash flows
attnbatable to those assets,

Product Warranty

The Company generally warrants its products for one vear from the date of shipment against defects. The
Company accrues for anticipated warranty costs upon shipment based on the number of shipped units, historical
analvsis of the volume of product returned under the warranty program. managemsemt s judgment regarding
anticipated rates of warranty claims and associated repair costs.

Emplaves Beneftt Plan

The Company sponsors a 401(k) tax-deferred savings plan for all employees i the United States who meet
certmin ehgbiliny requirements, Participants may contribute up (o the amount allowable as a deduction for federal
meome tax purposes. The 401(k) Plan provides for a discretionary employver-matching contnbution. The Company
has not made any matching contnbutions to the 401(k) Plan to date.

Revenue Recognition

The Company principally sells its products to distnbutors who, m tum, sell to ODMs, contract manufacturers
and design houses, Prior to January 1, 2018, revenue from the sale of the Company’s products was recognized when
all of the following criteria were met: (1) persuasive evidence of an armangement exists; {2) the produci has been
deliverad: (3) the price is fixed or determanable; and (4) collection 15 reasonably assured. The Company adopted
ASC Topic 606, or ASC 606, Revenne from Contracts with Customers on January 1, 2018, Under ASC 606, we
satisfy our performance obligations and recognize revenue upon shipment, at which time control of our products 1s
transferred to our customers. We apply the following five-step model for recognizing revenue from contracts with
customers: (1) identify the contract with a customer: (2) identify the performance obligations in the contract; (3)
determine the transaction price; (4) allocate the transaction price to the performance obligations in the contract; and
(5} recognize revenue when the performance obligation is satisfied,

Product revenues consist of sales of mixed-signal mtegrated circuits into the security surveillance and
automotive camern markets, The Company generally requires advance payments from customers and records these
advance payments, or contract liabalities, as Customer deposits on our Consolidated Balance Sheet. Since the
Company's performance obligations relate 1 contracts with a duration of less than one vear, the Company has
elected to apply the optional exemption practical expedient provided in ASC 606 and is therefore not required to
disclose the aggregate amount of the transaction price allocated to performance obligations that are unsatisfied or
partially unsanisfied at the end of the reporting pened. The Company provides product assurance warranty only amd
does not offer warranties 1o be purchased separately. The Company does not offer vanable consideration or other
sigmificant payment terms and allocates the transaction price to each distinet product based on a relative standalone
selling price. Revenue 15 recognized when contrel of the product is transferred to our customers, upon shipment, at
which time the performance obligation is satisfied. The Company’s shipping terms are primarily FOB (free on
board) shipping point, whereby legal title, nisks and rewards of ownership, and physical possession are transferred 1o
the customer upon shupment. Substantially all of the Company’s customers pay in advance of shipment, and no stock
rotation, price profection or retum rights are offered.

Research and Development Costs

Research and development costs are expensed as incurred, Such costs consist primarnly of expenditures for
labor, benefits and mask sets.
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Stock-Based Compensation

The Company measures the cost of emplovee services received in exchange for equity incentive awards,
including stock options and restnicted stock unit awards, based on the grant date fair value of the award. The fair
value of a stock option award is estimated using the Black-Scholes option pricing mode] which requires us to
estimate certain key assumptions including, stock price, futuse stock price volaulity, expected term of the options,
rizk free rates, and dividend vields. The fuir value of a restricted stock unit 15 determined based on the far value of
our commen stock on the date of grant. The Company adjusts compensation expense for forferture of equity
incentive awards as they occur. The resulting cost is recognized over the period that the emplovee is required to
provide services for the award, which is usually the vesting period, The Company recognizes compensation expense
over the vesting period using the straight-line method and classifies these amounts based on the department 1o which
the related employves is assigned. See Note 8 “Siwock-Based Compensation” for a description of the Company s
stock-based emplovee compensation plans and the assumptions the Company uses 1o caloulate the fur value of

stock-based emplovee compensation.

Stock-based awards 1ssued to non-emplovees are recognized as expense over the requisite service penod at
their then current fair value. The Company determines the fair value of its stock-based awards issued to non-
emplovees utilizing the Black-Scholes option pricing model. Stock-based compensation expense for stock-based
awards issued to nogemplovees is recognized over the requisite service period of whed it is probable that the
performance condition will be satshied. The fur value of stock-based awards o non-emplovees 15 measured at each
reporting period until a measurement date 15 reached. Upon the early adoption of ASU 20128-07 on July 1, 2018 in
the third quarter of fiscal 2018, non-employvee stock awards were remeasured at fair value on the date of adoption;
the remaining unamortized expense on the date of adoption will be recognized over the remaining vesting term.

Income Taxes

The Company accounts for income taxes using an assel and liability approach as presenbed in ASC T40-10,
Income Taves (“ASC 740-107). The Company records the amount of taxes payvable or refundable for the current and
prior years and deferred tax assets and habilities for the future tax consequences of evenis that have been recognized
i the Company s financial statements of tax returns. A valuation allowance is recorded to reduce deferred tax assets
when it 15 more likely than nod that a tax benefit wall not be realized.

ASC 740-10 prescribes a recogmition threshold and measurement framework for the financial statement
reporting and disclosure of an income ax position laken or expected to be taken on a ax return. Under ASC 740-10,
a lax position is recognized in the financial statements when it 1s more likely than not. based on the technical merits,
that the position will be sustained upon examination, including resolution of any related appeals or litigation
processes, A tax position that meets the recognition threshold 15 then measured to deternune the largest amount of
the benefit that has & greater than 50% hkelihood of being realized upon setllement. The Company recognizes
interest and penaliies related 1o unrecognized tax benefits as a compenent of the provision for income taxes in the
Consolidated Statements of Income.

The caleulation of wx habilittes involves sigmificant judgment in estimating the impact of uncertanies in the
application of complex tax laws across multiple tax jurisdictions. Although ASC 740-10 provides clarification en
the accounting for uncertainty in income taxes recognized in the financial statements, the recognition threshold and
measurement framework will continue to require significant judgment by management. Resolution of these
uncertainnies in a manner inconsistent with the Company’s expectations could have a matenal impact on the
Company’s results of operations.

Recently Adopted Accounting Pronouncemenis

Stock Compensation Guidance, In June 2018, the FASE issued ASU No 2018-07, Steck Compensation;
Iniprovements o Nowenploves Share-Based Paviment Acoownting, which amends ASC T18 to include share-hased
payments 1ssued 1o ponemplovees for goods or services, The amendments in this update are effective for annual
penods beginning after December 15, 2018, and intenim penods therem. Early adoption 15 permutted, bast no earlier
than a company's adoption date of Topic 606, Revenue from Contracts with Customers. The Company early
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adopted this guidance on July 1, 2018 dunng the third quarter of fiscal 2008, which resulted in no impact on its
consolidated hinancial stalements.

Revenue Recognition Guidance. In May 2014, the FASB issued ASU 2014-09, Revenue from Canlracis with
Customers, creating ASC 606, Upon adoption. this wpic supersedes the existing gurdance under ASC Topic 605 -
Revenwe Recognition and aims to simplify the number of requirements to follow for revenue recognition and make
revenue recognition more comparable across various entities, industries, jurisdictions and capital markets. Revenue
15 recognized under a five-step process: 1. Identify the contracts) with a customer. 2, Identify the performance
obligations in the comtract. 3. Determine the transaction price. 4. Allocate the transaction price 1o performance
obligations in the conraci. 5. Recognize revenue when (or as) the entity satisfies a performance obligation.
Addmional considerations under this update include accounting for costs to obtain or fulfill a contract with a
customer and additional quantitative and qualitative disclosures. ASU 2014-09 became effective for penods
beginning after December 15, 2007 (including interim reporting periods within those periods). or the first quarter
2018, and allows for retrospeciive or modified retrospective application. The Company adopted this guidance in the
first quanter of fiscal 2018 under the modified retrospective approach as applied to customer contracts that were mot
completed as of January 1, 2018, As a result, financial informateon for reporiing penods beginning afier Tanuary 1,
20138 are reported under the new standard, while comparative fimancial information has not been adjusted and
continues o be reported m accordance with the previous standard. There was no cumuolative impact to adopting the
new standard on the Company’s consolidated financial statements, Additionally, the adoption has no impact on the
Company's Consolidated Balance Sheet as of December 31, 2018 and Consolidated Statement of Operations for the
vear ended December 31, 2008,

Recently Issued Accounting Pronouncements Not Yer Adopted

Lease Guidance, In February 2016, the FASE issued ASU Mo, 200602, Leases (Topic 8423 ASLU 2016-02
resuuires bessees to recognize all leases wath terms in excess of one vear on their balance sheet as a nght-of-use asset
and a lease lability at the commencement date. The new standard also simplifies the accounting for sale and
leaseback transactions. The amendments in this update are effective for annual periods beginning after December 15,
2018, and interim periods therein and must be adopted using a modified retrospective method for leases existing at,
or entered into after, the beginning of the carliest comparative period presented in the financial statements, The new
standard also requires lessees and lessors to disclose qualitative and quantitative information about their leases and
sigmificant judgements made in applying the standard, In July 2018, the FASE issued ASU 2018-11, Leases:
Targeted Improvemenis (Topic £842), which provides an optional adoption method o ASU 2016-02 whereby
comparative period financial statements do not need to be adjusted for the new standard. The Company will adopt
the new standard using the optional adoption method and not adjust comparative financial statements. The Company
will gleet to use the short-term lease exemption whereby right-of-use assets and lease habilities do not need to be
recogmized for leases with a term of 12 months or less, The Company expects 1o recopmze approximately S0.5
nullion o 50.9 mallion on the balance sheet for the nght-of-use assets and corresponding lease habilities on Tanuary
1, 2019, The Company does not expect the adoption of this guidance to have significant impact on its statement of

OpeTations.

1. Balance Sheet Components

Tnventory
Inventory consists of the following (in thousands):

December 31, December 21,

2008 mT
Work in process § 961 5 1,214
Finished goods 1,246 1,633
Total inventory % 2207 5 2,847
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FPraperty and Egquipmant - Net
Property and equipment - net consists of the following (in thousands):

December 31, Decembser 31,

1018 2007
Comgputer equipment and software 5 1173 § 68T
Leasehold improvements 84 %
Furniture 30 30
Total property and equipment 1.287 776
Less: accumulated depreciation (6T6) (451)
Total property and equipment - net 5 611 § 325

The Company recorded S0.2 million of depreciation expense for each of the vears ended December 31, 2018,
2017, and 2016

Accrued Linhilities
Accrued habilines consist of the following (in thousands):

December 31,  Devember 3,

FL ] T
Pavroll-related expenses b 398 5 291
Engineering services 134 131
Accrued Warranty 73 73
Professional fees 48 23
Taxes Payable 23 37
Other 37 18
Total accrued liabalities £ 718 § 573

Customer Deposits

Customer deposits represent pavments received n advance of shapments and fluctuate depending on tming of
customer pre-payments and product shipment. Customer deposits were 52,000, $0.2 mullion, and 56,000 as of
December 31, 2018, September 30, 2018, and December 31, 2007, respectively, The Company generally expects o
recognize revenue from cusiomer deposiis duning the three month interim period immediately following the balance
sheet date. During the three months ended December 31, 2018, the Company recognized 502 million of revenue
from the September 30, 2018 customer deposits balance. Dunng the year ended December 31, 2008, the Company
recognized 56,000 of revenue from the December 31, 2017 customer deposits balance.

3. Fair Value Measurements

Fair value is defined as the exchange price that would be received from selling an asset or paid to transfer a
liability in the principal or most advantageows market for the asset or Liability in an orderly ransaction between
market participants on the measurement date. The Company measures financial assets and liabilities a1 fair value at
each reporting period using a fair value hierarchy which requires us to maximize the use of observable inputs and
mimimize the use of unobservable inputs. A financial instrument's classification within the fair value hierarchy is
based upon the lowest level of input that 15 significant o the fair value measurement. Three levels of inputs may be
used to measure fair valoe:

Level 1. Quoted prices in active markets for identical asseis or habilities.

Level 2. Inputs other than Level | that are observable, enther directly or indirectly, such as quoted prices for
similar assets or liabilities; quoted prices in markets that are not active; or other inputs that are observable or can be
commeborated by observable market data
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Level 3, Unobservable inputs that are supported by little or o market activity and that are sagnificant 1o the
faur value of the assets or Labilities, including pricing models, discounted cash low methodologies and simlar
techmiques.

Financial assets measured at faar value on a recurring basis were as follows (in thousands):

Fair ¥alwe Measurement at Reporiing Date Using

Qusted Prices i Sigmbleant
Agiive Markeis Oilser Skgnificant
for Tdentical Observable Umobservable
Aswris Impats Inpuls
{Level 1) {Level 2y (Level 3) Total

As ol December 31, 2018
Assets:

Money market funds 5 6974 5 — % — % 6,974
As af December 31, 2007
Assets:

Money market funds 5 6951 § — 5 — % 6,951

As of December 31, 2018 and 2017, money market funds are classified as Level | because they are valusd
using quoded market prices and are meluded in cash and cash equivalents,

4. Segment Information

Operating segments are defined as components of an enterprise about which separate financial information 15
available that 15 evaluated regularly by the chiel operating decision maker in decading how 1o allocate resources anmd
In assessing performance.

The Company's chiel operating decision maker, the chief executive officer, reviews hinancial information
presented on a consehdated basis for purposes of making operating decisions and assessing financial performance
om a regular basis. Accordingly, the Company considers itself to be one reportable segment, which is comprised of
one operating segment, the designing, marketing and selling of mixed-signal integrated circuits for the security
surveillance and automodtive markets.,

Product revenue from customers is designated based on the geographic region to which the product is
delivered. Revenue by geographic region was as follows (in ihousands):

Year Ended
December 31,
018 1T 1016
China 5 XI5 5 26453 5§ 23815
South Korea 2685 2857 1 0
Japan 1310 941 470
Taiwan 897 821 1.214
Onher ] 0 57
Total revenue b 31008 % 3142 8 27.156
Revenue by principal product lines were as follows (in thousands):
Year Ended
December 31,
201% 1T 1016
Security surveillance $§ 26325 5 28143 8 26530
Automotive 4,773 2999 625
Total revenue 5 31098 S 31042 5 27156

102/138



EDINETOOOO
OO000OO000OO00o0DO000DOo00oOo0gOonoOoo(E33426)
oOoOooodn

Long-lived assets are anributed to the geographic region where they are located. Net long-lived assets by
geopraphic region were as follows (in thousands):

December 31, December 3,

2018 2017
Taiwan 5 390 5 205
Japan 104 16
United States 102 92
South Korea 4 9
China 2 3
Total property and equipment - net -] 6ll 5 25

5. Commiiments and Contingencies
(perating leases
The Company leases facilities under non=cancellable lease agreements expiring through fiscal yvear 2020,

As of December 31, 2018, the aggregate future minimum lease payments under operating leases consist of the
following (in thousands):

Year Ending Decembier 31, Ameumt

2019 5 645
2020 20
Taotal 5 846

Rent expense under operating leases was 5006 mallion, $0.5 nullion, and 50.4 nullion for the vears ended
December 31, 2018, 2017, and 2016, respectively.

Purchase Commitments

As of December 31, 2017, the Company had purchase commitments with its third-party suppliers throwgh
fiscal year 2021, Future mimimum payvments under purchase commitments are 30,1 mullion, 50,1 milhon, and 50,1
mullion for the vears ending December 31, 2019, 2020, and 2021, respectively.

Litigation

Although the Company 1s not currently subject to any hnganon, and no lingation is currently threatened
agaimnst i, the Company may be subject 1o legal proceedings, clums and hingaton, mncluding mellectual property
lingation, ansing i the ordinary course of business. Such matters are subject to many uncertamiies and outcomes
and are not predictable with assurance. The Company accrues amounts that it believes are adequate 10 address any
liabilities related to legal proceedings and other loss contingencies that the Company believes will result in a
probable loss that 15 reasonably estimable.

Indemnification

During the normal course of business, the Company may make certain indemnities, commatments and
guarantees which may include imelleciual property indemnities 1o certain of the Company”s customers in connection
with the sales of the Company s products and indemmties for liabilities associated with the infingement of other
parties’ technology based upon the Company s products. The Company 's exposure under these indemnification
provisions is generally limited to the total amount paid by a customer under the agreement. However, cenain
agreements include indemnification provisions that could potentially expose us to losses in excess of the amount
received under the agreement. In addition, the Company indemmifies its officers, directors and certain key
employees while they are serving i good faith in such capacities.
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The Company has not recorded any liabalaty for these indemnaties, commitments and guaraniees in the
aceompanying consolidated balance sheets. Where necessary, the Company accrues for losses for anv known
contingent liabilities, including those that may anse from indemnification provisions, when future payment is
probable.

6. Stockholders" Equity
Preferred Stock

The Company was authorized 1o issue 5,000,000 shares of preferred stock with a S0.0001 par value per share
as of December 31, 2008 and 2017. The shares of preferred stock 1sswed and outstanding was nil as of December 31,
2008 and 2017.

Common Stock

The Company was authorized to issue 75,000,000 shares of common stock with S0,0001 par valwe per share
as of December 31, 2008 and 2017, As of December 31, 2018, the shares of common siock issued and outstanding
were 17,130,507 excluding 155,257 legally issued shares subject 1o repurchase relmted 1o the early exercise of
options to purchase common stock. As of December 31, 2017, the shares of common stock ssued and outstanding
were 16,752,171 excluding 289,334 legally issued shares subject to repurchase related to the early exercise of
options to purchase commeon stock.

The Company has reserved the following number of shares of common stock for future 1ssuances:

December 31,
2018
Outstanding stock awards 1,395 435
Shares avalable for future issuance under the 2017
Stock Incentive Plan 44343510

Total common stock reserved for future issuances 5,829,745

7. Stock Award Plan
Stock Incentive Plan

In April 2012, the Company adopied the 2012 Stock Option Plan (2012 Plan™). The 2012 Plan provides for
the granting of stock-based awards 1o emplovees, directors, and consultants wnder terms and provisions established
by the Company's board of directors. Under the terms of the 2012 Plan, options may be granted at an exercise price
not less than fair market value. For emplovees holding more than 1076 of the voting rights of all classes of stock, the
exercise prices for incentive and nonstatutory stock options must be at least 1 10% of the fair market value of the
common stock on the grant date, as determined by the Company™s board of directors. The terms of options granted
under the 20012 Plan may not exceed ten years,

The 2002 Plan was superseded by the 2017 Stock Option Plan (2017 Plan”). Any outstanding awards under
the 2012 Plan will contine o be governed by the terms of the 2002 Plan.

In Augusi 2017, the Company adopied the 2017 Plan. The Company”s stockholders approved the 2017 Plan in
September 2007 and it became effective immediatelv prior to the closing of the Company”™s IPO. In connection with
the adoption of the 2017 Plan. no additeonal awards and no shares of commen stock remain avialable for Reture
issuance under the 2012 Plan and shares reserved but not 1ssued under the 2012 Plan as of the effectuve date of the
2017 Plan were included in the number of shares reserved for issuance under the 2017 Plan, In addition, shares
subject to awards under the 2012 Plan that are forfeited or terminated wall be added 1o the 2017 Plan. The number of
shares available for issuance under the 2017 Plan will be automatically increased on the Girst day of each fiscal year
beginning on January |, 2018 and ending on (and including) January 1, 2027, in an amount equal 1o the lesser of
{1} 4% of the owstanding shares of our common stock on the last day of the immediately preceding fiscal vear, of
(2} another amount determuned by the Company's board of directors. The automate increase m the number of shares
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available for issuance under the 2007 plan for the fiscal vear 2018 was 681,660 shares, The 2007 Plan provades for
the granting of ncentive stock options, of [SOs, within the meamnng of Section 422 of the Intermal Revenue Code 1o
employees and the granting of nonstatutory stock options, or N50s, to employees, non-employee directors, advisors
and consultants. The 20017 Plan also provides for the grants of restncted stock, stock appreciation nghis, or SARs,
stock umit and cash-based awards to employees, non-emplovee directors, advisors and consultants.

The Company s stock award activity under the stock incentive plan is summanzed as fillows:

Awards

Available

for Grant
As of December 31, 2017 3,933,649
Authonzed GE1,660
Granted (246,000)
Canceled (1) 63,001
As of December 31, 2018 4,434 310

(1) Includes repurchases of unvested early-exercised options

Euarly Exercise of Stock Opsions

Certain emplovees and directors have exercised option grants prior 1o vesting. The unvested shares are subject
to a repurchase right held by the Company at the onginal purchase price. The proceeds imitially are recorded as
liability related to easly exercised stock options and reclassified 1o additional paid in eapital as the repurchase right
lapses,

For the vears ended December 31, 2008, 2017, and 2006, the Company issued 27,333; 46,667, and 302,083
unvested shares of common stock upon early exercise, respectively, for total proceeds of 50,1 mallion, 546,000, and
50.1 mallion, respectively, and repurchased 6,834; 45.666. and 37167 shares of unvested commeon stock related 1o
early exercised options at the oniginal purchase price. As of December 31, 2008 and 2017, 155,257 and 289 334
shares, respectively, held by emplovees and nonemplovess were subject to repurchase al an aggregate price of 50,1
million and $0.2 million, respectively.

Stock Options
The Company's stock option activity 1s summanzed as follows:
Welghted
AvVErage
Wiekglited- Hemaining Aggregate
Options Average Contraciual Inivinsic
Tssmed amd Exerciue Term Valwe
 Owtstanding  Priee  (Years)  (in (homsamds)
As of December 31, 2017 1573568 % 1.78 54 5 24,556
CGiranted 5
Exercised (1) (368.632) 5 L.15
Canceled (2) (65,0017 % 1.47
As of December 31, 2018 1139935 § 201 76 § 3428
Options vested and expected to vest as of
December 31, 2018 1139935 § 201 76 8 3428
Options vested and exercisable as of December 31,
2018 418615 5 L.78 73 % 1356
T ————

(1) Includes vesiing of early-exercised options
{2y Inchedes repurchases of unvested early-exercised options
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The stock options oustanding and exercisable by exercise price at December 31, 2018 are as follows:

Options Oaistanding Orpiions Vested and Esercisable
Welghted-
Average Welghied- Welghted-
Kemaining Average Number Average
Number Contraciual Exercise Vested and Exercise
Exerclse Price Orutstanding Life (Years) Price Exercisable Frice
& 016 66,250 = - 0.16 66,166 5 0.16
& 0.37 200,838 G4 5 0.37 66,063 5 0.37
b3 097 133,334 72 % 0.97 748 5 097
& 2.51 194,511 17 5 251 J1.626 & 251
5 2.89 49,000 82 3 289 14000 5 2.89
& 203 336,502 34 & 293 107496 5 203
s 313 137,500 86 8 KR iT415 S8 318
1.139.935 16 % 2.01 418615 5 1.78

The aggregate intrinsic value of options exercised for the vears ended December 31, 2018, 2017, and 2016
was 52,9 million. 51.8 million, and 50.8 million, respectively. The Company has various vesting agreements with
employees. Options granted generally vest over a five-vear period and generally are exercisable up 1o 10 vears.
Restricted Ntock Units

The Company’s restricted stock unit activity 15 summanized as follows:

Units Weighted - Average
Bsaned amd Grant Date
Catstamiding Fair Valus
As of December 31, 2017 20,000 5 19.42
Granted 246,000 5 11.0%
Released (10,500 % 16.20
Canceled ) —
As of December 31, 2018 235,300 5 11.53

Restricted stock units are converted into shares of the Company's common stock upon vesting on a one-for-
one basis. Restricted stock unit awards generally vest over a five-year period and are subject to the grantee’s
continued service with the Company.

#. Stock-Based Compensation
The followimg table summarzes the distnbution of stock-based compensation expense (in thousands):

Year Ended
December 31,
W1E T 016
Cost of revenue 5 [ il s 15
Research and development 355 73 102
Selling, general and administrative 941 1144 iz
Total 5 1364 % 1448 § 439
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The remaning unrecognized siock-based compensation related o non-vested awards was 53.8 mallion as of
Décember 31, 2018 and will be recopmzed over a weighted average remaining period of approxomately 3.8 vears.

The Company records stock-hased compensation based on the estimated fair value of the award at grant date.
The estimated grant date fair value of stock option awards, and the resulting stock-based compensation expense is
recorded based on the Black-Scholes option-pricing model. The fair value of a resiricted stock unii 15 determined
based on the fair value of our common stock on the date of grant. The Company recognizes such costs as
compensation expense on a straight-line basis over the requisite service period. The Company s valuation
assumplions are as follows:

Fair value of commeon stock — Given the absence of a public trading market prior to our PO, the Company's
Board of Directors considered numerous objective and subjective factors to determine the fair value of the
Company’s common stock which included. but were not limited to (1) contemporaneous independent third-party
valuations of the Company’s common stock: (i) the righis and preferences of the Company’s preferred stock
relative 1o common stock: (1) the lack of marketabality of common stock: (1v) developments in the basiness: and
(v} the likelikood of achieving a liquidity event. such as an initial public offering or sale of the company, given
prevadling market conditions.

Subsequent 1o our [PO, the fair value of the Company ‘s commeon stock was the per share closing price for our
105 as reported on the Mothers market of the Tokvo Stock Exchange on the date of grant.

Risk-free interest rate — The Company bases the nsk-free interest rate used in the Black-Scholes option-
pricing model on the implied vield available on U8, Treasury zero-coupon issues with an equivalent expected term
of the awards for each award group.,

Expected term — The expected term represents the period that the Company’s stock-based awards are
expected 1o be outstanding, To determine the expected term, we generally apply the simplified approach in which
the expected term of an award is presumed 1o be the mad-point between the vesting date and the expiration date of
the award as we do not have sulficient lastorieal exercase data to provide o reasonable basis for an estimate of
expected term.

Veldatility — As the Company does not have a long trading history to determane the volathty of its common
stock, the Company determines volatility based on the listonical stock volatihibies of a group of publicly hsted
guideline companies over a period equal 1o the expected terms of the awards.

Dividend yield — The Company has never declared or paid any cash dividends and does not currently plan to
pay a cash dividend in the foreseeable future. Consequently, the Company used an expected dividend yield of zero,

Ewmployes Stock Avards

The following table summanzes the weighted-average assumptions used i the Black-Scholes option-pricing
model to determine fair value of stock awards;

Year Ended
December 31,
17 2016

Expected term (in vears) 6.28 6.19
Risk-free interest rate 2,00 %% 1.38%
Expected volatility 530 51%
Dividend rate

Fair value of common stock b3 ild % 235

The Company did net grant any stock options 1o emplovees during the vear ended December 31, 2018, The
weighted-average grant date fair value for employee restnicted stock units for the year ended December 31, 2018,
was 511.0%, The weighted-average grant date farr value for employee stock awards for the vears ended December 31,
2007, and 2016 was 53,71, and 51.36, respectively.
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Now-Employee Stock Awards

The following table summarnizes the weighted-average assumptions. used in the Black-Scholes option-pricing
mode] to determine fair value of stock awards:

Year Ended
December 31,
017 2016

Expected term (in years) (LR 1 0k.0HD
Risk-free interest rate 2.30% 2.02%
Expected volatility 53% 53%
Dividend rate

Fair value of common stock b3 l440 % 2.68

The Company did not grant any stock awards to non-emplovees during the year ended December 31, 2018,
The weighted-average grant date fair value for non-employee stock awards for the years ended December 31, 2007
and 2016 was 57,34 and $2.16, respectively. Non-employee stock awards are revalued at each reporting date and the
relating stock-based compensation expense 15 recogmzed as awards vest, Non-employes stock-based compensation
expense for unvested awards Muctuate as the fur value of our JDS, represented by common stock, Huctuates, Upon
the early adoption of ASU 2001807 on July 1, 2018 in the thard quarter of fiscal 2018, non-employves stock awards
were remeasured at faar value on the date of adoption: the remaiming unamortized expense on the date of adoption
will be recognized over the remaining vesting term.

9. Met Income Per Share

For the penods presented prior 1o the Company s IPO, basic and diluted net income per common share are
presented i conformuty with the two-class method required for participating secunities. Prior to the closmg of the
Company’'s [PO, all outstanding shares of its Series Seed, Series A, and Series B convertible preferred shares, which
were participaling securities, were converted 1o comamon stock on a one-to-ofe basis. The common stock isswed for
the conversion of 10,742,500 preferred shares were included in the calculation of the weighted-average shares
oulstanding for the vear ended December 31, 2017,
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The following table presents the caloulation of basic and diluted net income per share (amounts in thousands,
excepl per share data):

Year Emded
December 31,
018 pL1 el 016

Numerator:
Basic:

et meome s 1885 % 3757 8 3481

Net income allocable to preferred stockholders — 1936 2627

MNet moome allocable to common stockholders 1.585 1.821 £54
[luted:

Met moome 1,885 3,757 3,481

Met income allocable to preferred stockholders o 1,823 2477

Net imcome allocable to common stockbolders 1.885 1.934 1.004
Drenoaminator:
Basic shares:

Weighted-average shases outstanding used in

compating basic net income per share allocable o

commen stockholders 16,982 648 7.145 641 3,493 046
Dnluted shares:

Effect of potentially dilitive securitaes:

Stock options (1) 1.008.483 910,685 864,441

Weighted-average shares outstanding used in

compating diluted net icome per common share

allocable to common stockholders 17,991,131 B056,329 4,358,387
Net income per common share:

Basic s 01l % 025 § 0.24

Drilusted 5 010 5 024 5§ 0.23

(1} Inmcheding early-exercised oplions

The potentially dilutive securities outstanding related to stock options as of December 31, 2018, 2017, and
20016 that were excluded from the computation of diluted net income per common share for the peniods presented as
their effect would have been antidhlutive was 135,000 7,000; and 56,000 shares, respectively.

1k Income Taxes

The components of income before income taxes are as follows (in thousands);

Year Ended
December 51,
roig T Ii6
Domestic 5 1,866 5 6,141 § 5311
Foreign 178 131 52
Income before iIncome taxes 5 2044 S 6272 § 5,363
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The components of the provision for income taxes are as follows (in thowsands):

Year Emded
December 3,
i HiriT 3G
Current:
Federal 5 i % 2089 § 2034
Foreign 30 55 40
State 1 1 |
Total Current 67 2,145 2075
Deferred - net 92 370 {193}
Provision for income taxes ¥ 139 % 1515 % 1,882

The effective tax rate differs from the applicable U.S, stanutory federal income tax rate as fillows;

Year Ended
December 31,
2018 2007 1013
LS. statutory federal taxes at staluiory rafe 21.00% 34.00% 34.00%
State wxes - net of federal benefun 0.03 001 0.0
Research and development benefit {7.73}) {1.72) (2.59)
Permanent ilems and other (8.96) 0,94 2,33
Change in valuaiion allowance 340 1.78 1.12
Tax rate change 5.0
Effective tax rate 7.74% 40.07% 35.00%
The components of net deferred tax assets and liabilines are as follows:
Year Emied
December 31,
2018 2017
Deferred tax assels:
MNet operating loss camyforwards 5 85 5 85
Research and other credits 381 309
Accruals 244 243
Intangibles 03 323
Crilver 118 140
Total deferred tax assets 1,121 1,100
Deferred tax habalsties:
Property and equipment - net (98) (34)
Total deferred tax Liabilities ) (98) (54)
Valuation allowance (463) (394)
Deferred tax assels - net 5 60 5 652

In assessing the realizability of deferred tax assets, management considers whether it s mose likely than not
that some portion or all of its deferred 12 assets will be realized. The ultimate reahization of deferred 1ax assets 15
dependent upon the generation of future taxable income during penods i which temporary differences become
deductible or includable in taxable income. Management considers projected future taxable income and tax planning
strategies in making this assessment, Based on the level of current period taxable income and its expected recurring
profitability, management believes it 1s more Likely than not the Company will realize benefits of deductible
differences for ULS. federal tax and thus has ot recorded a valuation allowance. However, the Company has
recorded a full valuanon allowance against it Califorma deferred tax asset as management has concluded it 15 more
likely than not that these future benefits will not be realized due to its 0% California apportionment.
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Tax reform H.E. . enginally known as the Tax Cuts and Jobs Act (“Act™), was enacted on December 22,
2017. The Act contains several key provisions that may have significant Hnancial statement effects mncluding the
remeasurement of deferred taxes and the recognition of babilities for taxes on mandatory repatnation and certain
other foreign income, The Act reduces the corporate tax rate to 21%, effective January 1, 2018, ASC 740 requires
companies to recognize the effect of tax law changes in the period of enactment, the effects must be recognized by
companies’ December 2017 financial statements, even though the effective date for most provisions is January 1.
2018,

Subsequent to the enactment of the Act, the Securities and Exchange Commission 1ssued Staff Accounting
Bulletin Mo, 118 ("SAB 1187). SAB 118 addresses the application of ASC 740 in situations when a registrant does
not have the pecessary information available, prepared, or analvzed in reasonable detail 1o complete the accounting
for certam income 1ax effects of the Act and permits the recording of provisional amounts relaiing 1o the impact of
the Act during a measurement period which 15 not 1o extend bevond one vear from the Act enactment date. As such,
the Company has completed the analysis relating to the Act currently available which resulted in no additional SAB
118 tax effect in the fousth quarter of fiscal 2018 for the vear ended December 31, 2018

The Company has reflecied the impact of the Act in iis financial statemenis as the law was enacied before the
end of the 20107 vear. The Company estimated that the reduction in the Corporate tax rate 1o 21% reduced net
deferred tax assets by 50.3 mulhon from $1.0 mullion to S0.7 mlhon. The Company has estimated the habiliies for
taes on mandatory repatriation and certain other foreign income. As of December 31, 2018, the Company
completed the accounting for transition tax and concluded that the liability for taxes on mandatory repatriation of
foreign income 15 approximately 542,000 of which S41,000 can be offset with a foreign 1ax credit.

As of December 31, 2018, the Company had 51.2 million of Califomia state net operating loss carryforwards
("NOL"). These NOL carryviorwards will begin 1o expire in 2032 of unused. As of December 31, 2018, the Company
had U.S federal and Califorma state 1ax eredit carrylorwands of 54,000 and $0.6 mallion, respectivelyv. I not utilized,
the U5, federal tax credit carryforwards wall begin to expire i 2039, whale the Cahforna tax credit carryforward
will not expire.

Current tax laws impose substantial restnictions on the wtilization of net operating losses and credit
carrviorwards in the event of an "ownership change”™, as defined by the Intemal Revenue Code. If there should be an
ownership change, the Company’s ability to utilize its carryforwards could be limited.

The Company applies the provisions of the applicable accounting guidance regarding accounting for
unceriainty i income taxes, which require application of a more-likely-than-not threshold to the recognition and
derecogmition of uncertain tax positions. If the recogmition threshold 1s met, the applicable accounting puidance
penmits the recommition of a tax bene it measured at the largest amount of such tax beneln that, in our judgment, s
more than fifty percent likely to be realized upon settlement. [t further requires that a change in judgment related to
the expected ulimate resolution of uncertam tax posiitons fo be recogmzed in camings n the peniod in which such
determination is made, The Company will continue to review its tax positions and provide for, or reverse,
unrecogmzed tax benefits as issues anse. As of December 31, 2018, the Company had S0.1 million that would
favorably impact the effective tax rate in future periods if recognized. The following table summanzes the activities
related to the Company’s gross unrecognized tax benefits (in thousands):

Year Emded
December 31,
018 mT
Balance at the beginning of the year s 233 % 189
Increases related to current year tax positions 6 1
Balance at the end of the year 5 203 5 233

The Company recognizes interest and penalties related 1o wmrecognized tax positiofns in iNcome Y expenses
om the Consolidated Statements of Operations. The Company had approximately 57800 and 53 500 of accrued
mterest and penalties related 1o uncertam tax positions as of December 31, 2018 and 2017, respectively.

The 2015 through 2018 tax vears generally remain subject to examination by US, federal and most state tax
authonities,
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11, Selected Quarterly Financial Data (Unaudited)

The following table summarnizes the Company s unaudited consolidated statements of operations by quarter
for the years ended December 31, 2018 and 2017, In the opinion of management, the accompanying unaudited
consolidated statements of operations reflect all adjustments, which only include normal recurring adjustments,
necessary to present faarly the Company's resulis of operations in accordance with GAAP and are not necessanly
indicative of the results o be expected for the full fiscal year or for any other future annual or inlerm perods.

Three Months Ended
Deee 31, Sepl 30, Jumne 30, March 31,
P10 B i s {1 -]

Revenue Bo08 5 8667 5 6470 5 7053
Cost of revenue 4,803 4,220 3.008 3285
Gross profit 4.105 4447 3462 3768
Operating expenses

Research and development 1,838 1,704 1,578 2211

Selling, general and administrative 1,544 1,899 1,572 1,621

Total operating expenses 3,382 3005 3150 3832

Incoane (loss) from operations 723 244 312 {64}
Oiher income (expense) 99 (4) (163) 359
Income before meome taxes B33 T50 147 325
Income taxes 175 186 (54) (148)
Met Income 6047 5 564 S s 473
Net income per share allocable 1o
common stockholders:

Basic M 5 003 S 0.0l 5 (.03

Diluted 0 5 003 S 0ol s 003

Thiee Months Ended
Dec 31, Sept 30, Jume 3, March 31,
7 m7 7 m7

Revenue 7.761 % 8112 § 3,039 5 7.230
Cost of revenue 3473 3427 3360 2952
Gross profit 4,288 &, 685 4,670 4278
Operaling expenses

Research and development 1.565 1.156 1.197 1.465

Selling. general and administrative 2.068 1.541 1.357 1,227

Total operating expenses 3,633 2,697 2,554 2,592

Income from operations 635 1,988 2116 1,586
Other income (expense) (4) (59) 2) (8)
Income before imcome taxes 651 1,929 2,114 1.578
Income taxces 591 GG 139 339
Met income 60 5 1IR3 § 1.375 5 1.039
Net income per share allocable 1o
common stockholders:

Basic — 5 000 % 000 5 0.07

Diluted — 5 0.0z 5 009 5 0.07

21
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Consent of Independent Registered Public Accounting Firm

Techpoint, Inc.
San Jose, California

We hereby consent to the reference to our firm under sections “ V-5 outline of Corporate Governance and VI.
Financial Condition” in Part 1 “ Information of the Company” and to the use of our report dated March 15,
2019 with respect to the consolidated financial statements of Techpoint, Inc., included in the Annual
Securities Report for the year ended December 31, 2018 filed with Kanto Zaimu Kyoku in Japan.

/s/ BDO USA, LLP
San Jose, California

March 15, 2019
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2018 12 31
2019 15

/s/ BDO USA, LLP

2019 15
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Report of Independent Registered Public Accounting Firm

Shareholders and Board of Directors
Techpoint, Inc.
San Jose, California

Opinion on the Consolidated Financial Statements

We have audited the accompanying consolidated balance sheets of Techpoint, Inc. (the “ Company” ) and
subsidiaries as of December 31, 2018 and 2017, the related consolidated statements of operations,
stockholders’ equity, and cash flows for each of the three years in the period ended December 31, 2018, and
the related notes (collectively referred to as the “ consolidated financial statements” ). In our opinion,
the consolidated financial statements present fairly, in all material respects, the financial position of
the Company and subsidiaries at December 31, 2018 and 2017, and the results of their operations and their
cash flows for each of the three years in the period ended December 31, 2018, in conformity with accounting
principles generally accepted in the United States of America.

Change in Accounting Method Related to Revenue

As discussed in Note 1 to the consolidated financial statements, the Company has changed its method of
accounting for revenue during the year ended December 31, 2018 due to the adoption of the Accounting
Standards Codification 606, “ Revenue from Contracts with Customers.”

Basis for Opinion

These consolidated financial statements are the responsibility of the Company’ s management. Our
responsibility is to express an opinion on the Company’ s consolidated financial statements based on our
audits. We are a public accounting firm registered with the Public Company Accounting Oversight Board
(United States) (“ PCAOB” ) and are required to be independent with respect to the Company in accordance
with the U.S. federal securities laws and the applicable rules and regulations of the Securities and
Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are
free of material misstatement, whether due to error or fraud. The Company is not required to have, nor were
we engaged to perform, an audit of its internal control over financial reporting. As part of our audits we
are required to obtain an understanding of internal control over financial reporting but not for the purpose
of expressing an opinion on the effectiveness of the Company’ s internal control over financial reporting.
Accordingly, we express no such opinion.

Our audits included performing procedures to assess the risks of material misstatement of the consolidated
financial statements, whether due to error or fraud, and performing procedures that respond to those risks.
Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the
consolidated financial statements. Our audits also included evaluating the accounting principles used and
significant estimates made by management, as well as evaluating the overall presentation of the consolidated
financial statements. We believe that our audits provide a reasonable basis for our opinion.

/s/ BDO USA, LLP

We have served as the Company®s auditor since 2015.

San Jose, California

March 15, 2019
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