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58% 53% 53 57%
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53 58 22
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2016 12 2015 12 3,932 444 45
2015 12 57 2016 12 53
43
700 79
2017 2016 2016 2015
( ( )
5,383 4,380 1,003 23% 4,380 4,964 584 12%
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Q)] « 0 Q)] « 0 ) ©
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2017 12 JOR
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2,515 1,882 633 3a% 1,882 168 2,050 -
(284) (213) 1) 13) ( 19) (232)
2017 12 2016 12 633 71 34%
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317 36 2016 12 35.09%
2017 12 40.07%
10
2016 12 2015 12 2,050 232
2016 12 2015 12 35.09%
4.32% 2015 12 2016 12
2017 12 2016 12 276 31
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B
2013 355,000 | 11,048,888 347 5,633 | 39,211 | 636,529
2013
2013 12 31 860,000 | 11,908,888 0 5,633 0| 636,529
B
2014 30 1,150,000 | 13,058,888 2,297 7,930 | 259,561 | 896,090
B
2014 10 29 432,500 | 13,491,388 864 8,794 | 97,632 | 993,722
2014
2014 12 31 446,550 | 13,937,938 0 8,794 0| 993,722
2015
2015 12 31 777,800 | 14,715,738 0 8,794 0| 993,722
2016
2016 12 31 358,833 | 15,074,571 0 8,794 0| 993,722
2017 15 0| 16,594,571 (8,793) 1| (993,601) 121
2017 29 1,520,000 | 16,594,571 0 2 17 226 JOR
2017 10 30 228,000 | 16,822,571 0 2 3 226
2017 11 1 30,000 | 16,852,571 0 2 0 226
2017
2017 12 31 188,934 | 17,041,505 0 2 2 226
2017
2017 29
2017 31
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1,818,888 10.67
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995,000 5.84
980,000 5.75
970,000 5.69
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Y
MIC
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1994 1996 Sigmax Technologies, Inc.
CD-ROM
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CEO
2012 CT0
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1991 1994
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2016 CFO
Seagate Technology PLC
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2005 2007
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Internal Auditor
CEO

CEO

BDO USA, LLP BDO USA, LLP
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22,500 30,000 10
2017
7,500
2017 10 7,500 10
2017
3.18
2017 10 7,500 10
2017
3.18
2017
1
2017 125,625 - 316,440 @ 442,065
2017 125,625 - 257,840 @A) 383,465
2017 140,700 50,000 87,900 ) 278,600
¢! FASB 718 ASC 718
(2 2017 27 108,000 10
2.93
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(3 2017 27 88,000 10
2.93
(4 2017 28 30,000 10
2.93
2017 12 31
2017 12 31
€)
6/27/17 14,400 93,600 $2.93 6/27/27
6/27/17 11,733 76,267 $2.93 6/27/27
4/18/16 54,000 - $0.97 4/18/26
3/28/17 30,000 - $2.93 3/28/27
¢
2017
2017 2017 10
SAR
2,500,000
2018 2027
422 10,000,000
7,500
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10 1S0

2017 12 31
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438 644
(49 B (73

438 644
(49 - (73
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2015 12 31 2016 12 31 2017 12
31 SEC Form 10-K
38 59
131
40 321 35
32 12 193

SEC

134 2017 12 29
113.00

2015 12 31
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2017 12 31 2016 12 31 2015 12 31
21,536 2,433,568 10,006 1,130,678 9,463 1,069,319
93 10,509 79 8,927 2 226
2,847 321,711 2,583 291,879 1,381 156,053
978 110,514 273 30,849 466 52,658
25,454 2,876,302 12,941 1,462,333 11,312 1,278,256
325 36,725 401 45,313 170 19,210
652 73,676 1,022 115,486 829 93,677
161 18,193 1,188 134,244 172 19,436
26,592 3,004,896 15,552 1,757,376 12,483 1,410,579
760 85,880 7 87,801 1,444 163,172
573 64,749 481 54,353 192 21,696
152 17,176 223 25,199 186 21,018
6 678 745 84,185 1,359 153,567
1,491 168,483 2,226 251,538 3,181 359,453
133 15,029 90 10,170 62 7,006
1,624 183,512 2,316 261,708 3,243 366,459
11,660,000
—4,660,000 2016 12 31 2015 12 31
4,660,000 1,165 — - 1,156 130,628 1,156 130,628
A
—4,500,000 2016 12 31 2015 12 31
4,500,000 4,500 — - 4,477 505,901 4,477 505,901
B
—2,500,000 2016 12 31 2015 12 31
1,582,500 3,165 - - 3,161 357,193 3,161 357,193
0.0001 0.01
2017 12 31 2016 12 31
2015 12 31 5,000,000 0
0
2017 12 31 2016 12 31
2015 12 31 0 0 0 - - - - - —
2017 12 31 2016 12 31
2015 12 31 0 20,500,000
20,500,000
2017 12 31 2016 12 31
2015 12 31 0 3,725,238
3,332,852 - - - - - -
0.0001 0.01
2017 12 31 2016 12 31
2015 12 31 75,000,000 0 0
2017 12 31 2016 12 31
2015 12 31 16,752,171 0
0 2 226 - - - -
17,580 1,986,540 813 91,869 298 33,674
7,386 834,618 3,629 410,077 148 16,724
24,968 2,821,384 13,236 1,495,668 9,240 1,044,120
26,592 3,004,896 15,552 1,757,376 12,483 1,410,579
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2017 2016 2015
31,142 3,519,046 27,156 3,068,628 20,245 2,287,685
13,221 1,493,973 12,735 1,439,055 8,803 994,739
17,921 2,025,073 14,421 1,629,573 11,442 1,292,946
5,383 608,279 4,380 494,940 4,964 560,932
6,193 699,809 4,678 528,614 2,592 292,896
11,576 1,308,088 9,058 1,023,554 7,556 853,828
6,345 716,985 5,363 606,019 3,886 439,118
73 8,249 0 0 3 339
6,272 708,736 5,363 606,019 3,889 439,457
2,515 284,195 1,882 212,666 168 18,984
3,757 424,541 3,481 393,353 4,057 458,441
1,936 218,768 2,627 296,851 3,170 358,210
1,821 205,773 854 96,502 887 100,231
0.25 28 0.24 27 0.30 34
0.24 27 0.23 26 0.28 32
7,145,641 3,493,946 3,007,311
8,056,329 4,358,387 3,774,146
3,757 424,541 3,481 393,353 4,057 458,441
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(C )

2014 12 31 10,742,500 8,79% 2,893,084 — 91 3,909 4,976
(993,722) ©) (10,283)  ( 441,717) (562,288)

- - 439,768 - 43 - 43
©) ©) (4,859) ©) (4,859)

- - - - 164 - 164
©) ©) (18,532) ©) (18,532)

- - - - - 4,057 4,057
) ) ) (458,441) (458,441)

2015 12 31 10,742,500 8,794 3,332,852 - 298 148 9,240
(993,722) ©) (33,674) (16,724)  (1,044,120)

- - 392,386 - 76 - 76
) ) (8,588) ) (8,588)

- - - - 439 - 439
) ) (49,607) ) (49,607)

_ - _ - - 3,481 3,481
©) ©) ©) (393,353) (393, 353)

2016 12 31 10,742,500 8,794 3,725,238 - 813 3,629 13,236
(993,722) ©) (91,869) (410,077)  (1,495,668)

JDR 10,742,500 8,794 10,742,500 2 8,792 - -
( 993,722) (226) (993,496) ©) ©)

JDR _ - 1,520,000 - 5,157 - 5,157
) ) (582,741) ) (582,741)

_ - 228,000 - 1,200 - 1,200
©) ©) (135,600) ©) (135,600)

- - 506,433 - 170 - 170
) ) (19,210) ) (19,210)

- - 30,000 - - - -
) ) ©) ) ©)

- - - - 1,448 - 1,448
©) ©) (163,624) ©) (163,624)

- - - - - 3,757 3,757
) ) ) (424,541) (424,541)

2017 12 31 - - 16,752,171 2 17,580 7,386 24,968
) (226)  (1,986,540) (834,618)  (2,821,384)
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2017 2016 2015

3,757 424,541 3,481 393,353 4,057 458,441

207 23,391 160 18,080 94 10,622
1,448 163,624 439 49,607 164 18,532
9 1,017 7 791 - —

370 41,810 193 21,809 829 93,677
14 1,582 77 8,701 2 226
264 29,832 1,202 135,826 286 32,318
705 79,665 193 21,809 322 36,386
18 2,034 23 2,599 151 17,063

85 9,605 791 89,383 1,134 128,142
180 20,340 200 22,600 52 5,876
739 83,507 614 69,382 1,323 149,499
43 4,859 28 3,164 53 5,989
4,359 492,567 1,608 181,704 5,287 597,431
170 19,210 346 39,098 88 9,944
170 19,210 346 39,098 88 9,944

9,339 1,055,307 - - - —

98 11,074 113 12,769 184 20,792
2,096 236,848 832 94,016 - -
7,341 829,533 719 81,247 184 20,792

11,530 1,302,890 543 61,359 5,383 608,279

10,006 1,130,678 9,463 1,069,319 4,080 461,040

21,536 2,433,568 10,006 1,130,678 9,463 1,069,319

2,585 292,105 1,819 205,547 821 92,773

8,792 993,496 - - - -

- - 161 18,193 53 5,989
99 11,187 76 8,588 16 1,808
21 2,373 51 5,763 - -
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2015 11
2017 29 JDR
JDR 1,520,000
8,139
2017 10 25
5.85 228,000
GAAP
2017 2016 2015 12
2017 2016 2015 12
2017 2016 2015 12
10

2016 4

650 5.85
JDR

GAAP

10

2012

JDR
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1,520,000

100

74

2016 12

85

oOoOooodn
2017
700
2,900 JDR
JDR 650
1,200
us
82
59 62 78
2017 12 2015 12

10
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2017 ASU2015-11
2017 12 2016 12
400 800
360 ASC360
401k

401k
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ODM
FOB
2017 2016

740-10 ASC740-10

740-10

740-10

50%

740-10
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Topic330 —

330

LIFO

FIFO
2016 12 15

842

Topic606

2017 12 16

2016

2014

2015
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330

2017

2016-02

2018

2018
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2017 12 31 2016 12 31 2015 12 31
$1,633 $1,741 $1,216
1,214 842 165
$2,847 $2,583 $1,381
2017 12 31 2016 12 31 2015 12 31
$687 $605 $290
59 22 —
30 37 37
776 664 327
451 263 157
$325 $401 $170
2017 2016 12 206 160 2015 12
94
2017 12 31 2016 12 31 2015 12 31
$291 $144 $75
131 110 30
73 83 28
37 27 1
23 95 50
18 22 8
$573 $481 $192
2017 2016 12 31 745 2015 12
31 1,359
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2017 12 31
$6,951 $- $- $6,951
2016 12 31
$4,932 $- $- $4,932
2015 12 31
$2,919 $- $- $2,919
2017 2016 2015 12 31
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2017 2016 2015
$26,453 $23,815 $17,637
2,857 1,600 1,470
821 1,214 1,128
1,011 527 10
$31,142 $27,156 $20,245
2017 2016 2015
$28,143 $26,531 $20,237
2,999 625 8
$31,142 $27,156 $20,245
2017 12 31 2016 12 31 2015 12 31
$205 $255 $38
92 83 87
16 39 5
9 19 32
3 5 8
$325 $401 $170
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2020 12
2018 2019 2020 12
2017 12 31

2018 $469
2019 520
2020 60

$1,049

2017 2016 2015 12 528
387 278
2017 12 31 2018 2018 12

105
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2015
2016 12 31
2016 2015 12 31
2012 $0.25 4,660,000 4,660,000 $1,165 $1,156
;812 1 $1.00 4,500,000 4,500,000 4,500 4,477
2014
. 2,500,000 1,582,500 3,165 3,161
2014 10 $2.00
11,660,000 10,742,500 $8,830 $8,794
2017 12 31 0.0001 5,000,000 2017
12 31
2017 12 31 0.0001 75,000,000 2017
12 31 16,752,171
289,334
2017 12 31
........................................................................... 1,593,568
2017 3,933,649
................................................ 5,527,217
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2012 2012
2017 2017
JDR
2017
2017
1,453,649 3,933,649
2017
10
46 113
45,666 37,167
289,334 606,833 200
2015 12
2015 12
640,386 186

200

10

2017
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2012
10
110
2017
2017
2012
2012
2012
2017 2018
2017
SAR
2017 2016 12
46,667 302,083
2016 12 31
163
2015 12 31
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2016 12 31 2,017,983 1,545,667 $0.81 8.2 3,216
2,500,000 -
583,500 583,500 $2.99
1 - 506,433 $0.34
49,166 49,166 $0.41
2017 12 31 3,983,649 1,573,568 $1.78 8.4 24,556
2017 12 31
1,573,568 $1.78 8.4 24,556
2017 12 31
357,920 $1.42 7.9 5,714
)
2017 12 31
$0.10 14,167 5.6 $0.10 - $-
$0.16 128,750 6.1 $0.16 72,333 $0.16
$0.37 317,584 7.4 $0.37 64,500 $0.37
$0.97 263,833 8.2 $0.97 68,828 $0.97
$2.51 269,401 8.7 $2.51 95,626 $2.51
$2.89 52,000 9.2 $2.89 - $-
$2.93 372,833 9.4 $2.93 49,133 $2.93
$3.18 155,000 9.6 $3.18 7,500 $3.18
1,573,568 8.4 $1.78 357,920 $1.42
2017 2016 2015 12 1,800 752
564
2016 12 31 30,000 $2.89
20,000 $19.42
(30,000) $2.89
— $
2017 12 31 20,000 $19.42
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2017 2016 2015

$31 $15 $7

273 102 73

1,144 322 84

$1,448 $439 $164

)
(i) (i)
(W)
JDR
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2017 2016 2015
6.28 6.19 6.30
2.01% 1.38% 1.67%
53% 51% 46%
0% 0% 0%
$5.14 $2.35 $0.86
2017 2016 2015 12
3.71 ,1.36 0.53
2017 2016 12 31 2,254 822 3.7
2015 12 0.53
2015 12 31 564
2017 2016 2015
10.00 10.00 10.00
2.3% 2.02% 2.09%
53% 53% 50%
0% 0% 0%
$14.40 $2.68 $0.84
2017 2016 2015 12
7.34 ,2.16 0.53
JDR
2017 2016 12 31 296 159 1.9
2015 12 0.53
2015 12 31 572
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10,742,500 2017 12 31
2017 2016 2015
$3,757 $3,481 $4,057
1,936 2,627 3,170
1,821 854 887
$3,757 $3,481 4,057
1,823 2,477 3,002
1,934 1,004 1,055
7,145,641 3,493,946 3,007,311
910,688 864,441 766,835
8,056,329 4,358,387 3,774,146
$0.25 $0.24 $0.30
$0.24 $0.23 $0.28
7,000 2017 12 31 56,000 2016 12 31 39,000 (2015 12 31 )
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10

2017 2016 2015
$6,141 $5,311 $3,888
131 52 1
$6,272 $5,363 $3,889
2017 2016 2015
$2,089 $2,034 $659
55 40 1
1 1 1
2,145 2,075 661
370 193 829
$2,515 $1,882 $ 168
2017 2016 2015
34.00% 34.00% 34.00%
0.01 0.01 0.01
1.72 2.59 4.08
0.94 2.55 0.55
1.78 1.12 34.80
5.06 - —
40.07% 35.09% 4.32%
2017 2016 2015
$85 $71 $71
309 211 151
243 464 192
323 574 623
140 97 50
1,100 1,417 1,087
54 113 36
54 113 36
394 282 222
$652 $1,022 $829
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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
2017 12 2017 12
21 1,000 700
35 34
2017 12 31 2016 12 31 1,200 1,200
2032 2017 12 31 2016 12 31
500 400 2017
12 31 2016 12 31
IRC
2017 12 31 2016 12 31 200 200
2015 12 31 1,218 2015 12 31
279 2015 12 31
2015 12 31 62
70
11
2017 12 31
GAAP
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
O] (59) (&3] (®)
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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2016 12
$5,888 $7,628 $7,396 $6,244
2,899 3,388 3,683 2,765
2,989 4,240 3,713 3,479
1,004 1,180 1,101 1,095
1,117 1,099 1,417 1,045
2,121 2,279 2,518 2,140
868 1,961 1,195 1,339
(10) @ 3 8
858 1,960 1,198 1,347
419 630 390 443
$439 $1,330 $808 $904
$0.03 $0.09 $0.06 $0.06
$0.03 $0.09 $0.05 $0.06
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Techpoint, Inc.
Consald ated Balance Sheets
(in theusands, excep t share and per share amounts)

Asris
Current assels
Cash and cash equavalerds
Apeounts receyvable
Inventory
Prepaid expenses md other cement assets
Totd curent aspets
Property and equipment - niet
Dreferred tax asssts
Other assels
Total assets

Liahilities and Stockhelders® Equity
Curmrent Habdities
Accounts pavable
Acorued liabslities
Liskality related to sardy exerdssd stock options
Cusomer deposts
Totd current liskilities
Oithier Lishalities
Total liabilhities
Commitments mdcontingencies (Hots 5)
Stockholders” ecquity
Comrertible prefered stock, no par value per share - 11 660,000 shares azhonzed
Series seed corrvertible prefermed slock . 4,660,000 shares des gnated; ndl and
660,000 shares isesd and outstanding (azmegate logu datonwalue of il
and$1,165) as of December 31, 2017 and 2016, respectively
Series A cornverible preferred stock - 4,500,000 shares designated; ml and
4,500,000 shares issusd and oustanding (szgregate lioqudaton value of il
ancd$4, 5000 ag of December 31, 2017 and 2016, respectvely
Senes B corrrertible preferred dock - 2,500,000 sheres designaed; ral snd
1,522 500 shares smued and ot standing (szpyegate ligudat on vl of ml
and$3,165) ag of December 31, 2017 and 2016, respectvely
Prefemed stock, par value $00001 per share - 5,000,000 and el shares sithosized
a5 of December 31, 2017 and 2016, respecireddy, nal shares ismued and
outstanding as of December 31, 2017 and 2016
Common stock, nopar value per shere - N and 20, 500,000 shares suthonzed as
of December 31, 2017 and 2016, respectively, ral and 3,725,738 sharesisnued
and outstanding &= of December 31, 2017 and 116, respect vely
Commen stock, pa valee 500001 per ghare - 75,000,000 s ril shares mthonzed

as oF December 31, 2017 and 2016, respectively, 16,752,171 andnil shares issued

and outstanding as of December 31, 2017 and 7016, respectively
Additional peid in capital
Retaned eamings
Totad dodcholders’ squity
Total liskihties and slockholders” scquity

See sccompanymng noles to consolidated Rnancial statem enis.
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Decmnber 3L,  December 31,
—ap s
$ 21335 % 10,006
a3 79
1547 2,583
o7s 73
25454 12,241
325 401

652 1,022

160 1182

$ 26592 § 15552
b 760 % 777
573 421

152 223

é T45

1,491 2,226
133 oo
1524 2316
- 1,156

-_— 4477

-_— 3,161

2 ——

17,580 213
7,386 34629
24962 13236
b 26,592 3 15,552
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Techpoint, Inc.
Conzolidated Statements of Operations
(in thousands, excep t share and per share amounts)

Year Erded
Diecemdiar 11,
21 v 2016 AlE

Revenue 5 3042 § 7136 % 20,245
Cost of revenue 13,221 12,735 8,803
CGrrass profit 17,921 14,421 11,442
Operaling expenses

Besemrch and development 5383 4380 4. 964

Selling gereral and adminisdrative 6,193 45678 2502

Total operating sxpenses 11,576 9058 7,556

Income from operabons 6,345 5,363 3284
Other incomes (sxpenss) (733 = 3
Income before income taxes 6,272 5363 3,329
Income taxes P 1282 (168)
Net income 3 3757 & 3481 § 4057
Het income allocsble to preferred stockhol ders 3 1936 § 2627 § 3170
Wet income allocshle to common stockhod ders i 1821 % 254 % 8227
Het income per share allocable o common stockholdes

Bazc 3 01 % 024 % 0o

Diliged 3 024 % 023 § 0ag
Weighted- average shares outstanding in computing

net income per share allocable to common sockholders
Basic T 145641 3,405 046 3,007,311
Dalwaed 8,056,315 4,358 387 3,774,146

Ser sccompanymg noles 1o consolidated Rnancaal sbalem ers
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Techpoint, Inc.
Consolil ated Statements of Siockholders' Equity
(in thousands, excep t share amounis)

Comommitible Freforr el Shodk Comamn ok
A1 dir.al Tedd
Fuil-In Ratuirel  Steadheldans
ShoTi Aperd Shore Apvoard Cagital. g Eqpuiy
Buhrees ad of December 31, 204 N0 F BM4 TR0 § - § o F (W} % 4.9%
Eenaurc « of comm on, rock apan e e of
e Eed options - - LE 0 - L1 - L1
ol LR AT, = = [ = 1.} == &
Mt income - - - - - 4057 4057
Balrees o of Decemibenr 31, 2015 HTEE 00 L ] 13RER2 - i & P20
Expore & of commom ook upan e ke of
dodk oitaee and vedting o eahy
wieFed obtione - - 3RS - ] - ki
ot d Compe retion, — - - - LE - LED
bt ncome = — — Py — = L4681 2481
Bakrool woof Decmbar 31, 2016 020 8704 FEF=TEE - 3] 15 JEEH
Cosmension off cormertible prefemed coack o
commen dock ipon [P0 (M0} (RFE) 0TSO0 1 - -
Tnanc v of Com on oo upan [P0, bl of
EARECE (old - - L0l - 15 — 518
o « of comm on ol vpan i e of
e Bt el oo, el of Bosnce Covl - - Frodol - 1300 - L1
Espaurc ¢ of common fock Upon e ke of
dock optiore ard werting o sarke
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See accompanying notesto consolidated financial Astements

90/133



EDINETOOOO
OO000OO000OO00o0DO000DOo00oOo0gOonoOoo(E33426)
oOoOooodn

Techpoint, Inc.
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See accompanymg notes to consolidated Arnancial statem exds.
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Techpoint, Inc.
MNotes to Consalidated Financial Statements

1. Organization and Summary of Significant Accounting Policies

CrgonZation

Techpoint, Inc. and its wholly-owned subsidianes (the “C ompary™) was arignally incorporated in Califormis
in Apal 2012 and reincorporated into Delaware in July 2017, The C ompany 15 & Fabless semiconductor company
that designs markets and sells mixed agnal wrdegrated arcuts for mutple nideo applicatons in the secunty
surveill ance and autom otive markels The Company is hesdguertered in San Joge, Califommua

Initial Publc Offering

On September 29, 2017, the Company com pleted s iabial public offering CTPO™) of Japaress depoatary
shares ("JD3"). In connection with the IPO, the Comparey eold 1,520,000 JDE g, repregentad by 1,520,000 shares of
our comumon stock st a price to the public of §5 85 per share and received et procesds of $8.1 million, after
deducting underarmting discounts and commisgions of $0.7 million. Additionally, offering coss incusred by the
C ompany totaled $3.0 million. Frior to the closing of the C ampany”s IPO, all oulstanding shares of its preferred
stock converted to common stock on a one-to-one basis

On Qctober 25, 2017, the managing underwriter of our [PO slected to purchase an sdditional 222,000 shares
of IDE 5, represented by 228 000 shares of common stock, pursuant to the underamiers’ over-allotment ophion We
subsequerdly completed the sale o the [PO price of $5 25 per share and received net proceeds of $1 2 million, after
deducting urderarnting discounts and commissions of 30,1 milion

Bast of Consolidation and Sgnificant Acconnting Folicies

The secompanying consoldsted financial ststements includs the accoumts of the Company and it wholly
owned subsidiaries, and have been prepared in conformity with generally accepled accounting prnciples in the
Usited States (MGAMF) and applicable nil ez and regul sticns of the Securities and Ex change Commuission (“SEC™).
All intercoem pany balances and transacions hawve been eliminated. The funchonal cumency of each of the
C ompany’s subsidisriesizthe 1.5, dollar. Forsign currency gaing of lossas are recorded as other income (sx penss)
in the Consolidated Statemends of O prations.

Use of Monagement's Extinales

The preparation of consdidated financial statem erts in conformity with G AAF requres management to make
estimates, judaments and asaonptons that affect the reported amounts of assets and habalites and disclosue of
comtingent assets and habiities ot the date of the financial satements and reported amounts of revenue and sxpenses
dizgmg the reportmg penod Siguficand estmates included in the conselidated Anancial Satem etz inchede pverdory
valushon, valuation allowance for recorded deferred tax asssts, and stock-based compensalion These estimales are
based upon information awvailabie ae of the dats of the consalidated financial datemerds Ackial sesults could doffer
materially from those estimates

Concentration of Customer and Credit Risk

Financial instraments that potentially subyect the Company to concentrations of credit nek conas principalby
of cash and cash equvalenis and trade receivables. Risks associated with cash snd cash squivalents are mitigated by
barking with creditworthy institutions. The Company generaly requares advance paym exds from customers The
C ompany also performs credi evalustions of its customers and povides credit to cerlain cudomers in the normal
course of bugness. The Company has not incwred bad debt write-of fs duning amy of the periods presented

For the year endsd December 31, 2017, 2016 and 201 5, one customer, a distnbuor, accounted for 74%, 85%
and £2% of severme, segpectively. Additionally, for the year ended December 31, 2017, 2016 and 200 5, onw of ouw
end- customers accoented for 59%, 62% and 78% of revenus, respectively, which primanly occwred through this
dastributor. N o other customers accounted For 10% or geater of our revenue mn the yea ended December 31, 2017,
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2016 or 2015, Additionally, no other end-customer accounted for 10% or greater of owr reveniue for the year ended
Drecember 31, 2017, One other end-customer accounded for 10% or greater of oux revenue for the vear ended
December 31, 2016, No other end-customer accounted for 10% or greater of oux revenue for the year ended
December 31, 2015,

Concontration of Supplier Rick

The Company 15 a fabless producer of semiconductors and 15 dependent on three subcontractors for
substanhially 8] of its produckon requirements, The falure of ether subcontractor to fulfill the production
requirements of the Company on & timely basiz would adversely wnpact Puture results. Althoughihers are other
subcontractors that are capable of providng similar sarvices, an unexpectsd change in either subcontractor would
cawse delays in the Company’ s products and potentially resilt in a significant loss of revenue.

Cask and Cash Equivalenis

The Company considers all aghly hoped financi sl instrumernts purchased with an original maheity of three
months of less at the date of purchass to be cash equivalents. Cash and cash equivalents consist of cash on deposit
with banks and money market funds, the fur value of which spproximates cost.

Fiaér Value of Fimancial Instrumaenis

The Company estim ates certain finencial asgets and liakilities at Far value based on available markst
infcrmation and valuston methodologes conadered to be sppropnate. H ow ever, consider sble judgment 15 requared
innterpreting market data to develop the esamate of Fair value. The use of differend market assumptons and’or
eshm sbon methodologes could have & material effect on eston sted Far value amowrds, See Note 3: “Fair V alue
Meanxements™ of these N otes to Consolidated Financial Statements for & ferther discussion on Fair vahue of
financial inslnam ents,

Invinlories

Inwentories are stated af the lower of cost or market. Upon the adoptices of AST 201 3211 in the frst quaster of
fizcal 2007, mventories are sated at the lower of cost or net realmable value Cost is computed wsingthe slandard
cost, which approximates actual cosl detesmined on a firstein, first.out basis. Inventories inchuds work in process and
firashed good parts that may be specialized in nafure and subject to rapid obsolescence. Because of the cyclical
ndure of the markel, invenbory levels, chsolescence of technalogy, and product life cycle s, the Company gensrally
writes down inventon es to net realizable value based on forecasted product dem and, Inventory write downs for
excess quantity and technologieal obeolescence are charged 1o cost of sales when evidence indicates clearly that s
lozs has been sustained. The amount written down for the yeers ended December 31, 2017 and 2006 was§0.4
million and $0 8 million, respectively.

Property and Equipment

Property and equepment, are Sated at cost less acoumulated deprecistion, and are depreciated uang the
straight-line method ower the eshim sled wseful lives of the assele The esimated ueefal lives range from twro to three
years for computer equapment, furniture and leasehold improvements.

The Company evalustes the recoverabibty of property, plant and equpment in accordance with Accounting
Standards Codifieston CASC™ Na 360, Ascamiing jfor e Properfy, Flant o Equipmest, ASC 3607 The
C ompany performs periodic review s to determine whether farts snd circumstance s exist that would indicate that the
camyng amounts of property and squipment sxcesds their fair valwes. [Ffacts and droum ftances indicats that the
carying amount of property and squipment might not be fully recowersble, projected undiscounted net cashflowe
associsted with the related assel or group of assels over thewr esamated remaning useful lrves are compared against
their respecive camying amounds In the event that the projected undiscoumted cash flow s are not sulfficient 1o
recaver the carnng value of the assets the assels are wnllen down Lo their estim aled Faxr vahies based on their
expected decounted future cash flows attributable to those assels
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Product Warranty

The Company generally warrants it products for one year from the date of shipment ageins defects. The
C ompany accrues for anticipated warranty costs wpon shipm ent based on the mmber of shipped wnits, hastorical
aralysis of the volume of product retumed under the wamranty program, management's judgment regarding
argi cipabed rabes of warranty claims and associated repair cosls

Employee Benefit Plan

The Company sponsors a 401 (k) tax- deferred savings plan for all employess in the United States who meet
certan eagbility reqarements Pahoiparts m ay contribite up to the amoimt allowable as a deduction for federal
income tax parposes. The 401 (k) Plan provides for a digcretionasy empl over-matelang contnbution. The Com pany
his nol made awr moalching eordabutiors o the 400K Plan 1o dats,

Ravenpe Focogmition
Revenue from the sale of the Company’ s products s recogruzed when all of the following entena are met

(1 persuamve evidénce of & errangement existy, (2 the product has been delivered, (3) the price 15 foted or
determinable; and (4) collectionis reasonably ssswed

The Company principally sells its products to didnibutors who, in urn, sell to ODM s, contract manufactizers
and demgn houses, The Company generally recoguizes revemme when it shipsits produd to the distnbndors The
Company’s delivery terms are primarily free on board shipping peint, st which time title and all rsks of ownership
are transferred to the didributor, Ag of December 31, 2017 and 2016, subgantally 4l of the Company’ s customers
paid in advance of shipment, and no stock rotation, price protaction of return Aights wers of fared.

Rexoarch and Development Cosis

Ressarch and developmert costs are ex pensed ag incwrred, Suchcosts consig prmanly of ex penditures for
labor, benefite snd mack sete

Stock-Based Compensation

The Company measeres the cost of employes servicesreceived in sxchange For equitly incentive awards,
includng stock options, based onthe grant date Far vabue of the award. The fair value iz estimated uang the Black-
Scholes cotion pricing model which requares usto estimate certain key assemphionsincluding Aock price, futize
stock price volaility, expected torm of the options, nsk free rafes, and dividend yields The Company adjusts
compe rsation ex pense for forfatize of equalyr incebive swards as they ocoir. The reailting cost 15 recoguzed over
the period that the employee is regured to provide services for the award which isumaly the vesting peniod, The
C ompany recograres compenssbion expense over the vesting period uang the straighi-line method and dassfies
these amounts based onthe departmerd to which the related employes 19 asagned See Hote 11 “Stock-BEased
C ompensation’” for a descriplion of the Compmy’s stock-based employes compensation plans and the assum ptions
the Company uses to caloulats the far value of dock-based employes compensation

Stock-based swards 1saued to non-emplovees are recograzed as expense over the requiste service period at
their then current Fair walue, The Company determines the fair value of its stock-based awards issued to non
employess utidizing the Black-3 choles opion pricing modsl. Stock-based compensation expense for stock-based
awards izsued to nonemployess 18 recograzed over the requisite service period or when it 1s probable that the
performance condtion will be satisfied. The faar value of stock-based awards to non-employess is measured af each
reporting peaod untl a meassrement date 15 reached

Income Faxes

The Company sccounts for income tax s uang an asset and linbibty approach as prescobed in ASC 740-10,
Iicome Tares ("ASC T40-107). The Company records the amoumnt of tax &5 payable or refundable for the cumrent and
prior years and deferred tax assets and Labilities for the fudure tax consequences of events that have been recogrized
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inthe Company’ s financial statements or tax returns. & waluation allowance iz recorded to reduce deferred tax assets
when ibizsmore bkely than ot that a tax benefit vall not be realized

ASC TA0-10 prescribes & recogration threshold and m easwement framework for the Bnancial satement
repatting and dsclosure of an meome tax position taken or expectsd to be taken on & tay return. Under ASC 740-10,
atax position is recognmed in the financial statements when it ismore likely than not, hased on the techrical merts,
that the position will be sustained upon ex amination, mcluding resolution of any related appeals or litigation
processes A tax postionthal meets the recogration threshold 15 then measured to determine the large s amount of
the benefit that has o geaer than 30% likelibood of being realized upon settlement The Company recograzes
irderest and penaliies related to urrecognized tax benefits as & compenent of the prowson for income taxes mthe
C onsolidated Statem erts of Incame.

The calculation of tex lisbilites involves agnificant judgm ent in estimating the impact of uncertunties in the
application of complex ta laws across multsple tax junsdictions. Although ASC 74010 provides clanfication on
the accounting For uncertainty in incom ¢ taxes recoguzed mnthe financial Satements e recogmition threshold and
measurem ent framework will contimue to require agrificant judgment by mansgement Resolution of these
uncertairdies in & m amner incors slent with the Company’s expectations could have a matenial impact on the
Company’s results of operations

Racently Adopiwd Accounting Promouncemanis

Stock Compensat on Guidance. In March 2016, the Financial Accourting Standards B oard ("FASE") issusd
Accounting Standards U pdats (“ASU™) 2016.09 (ASC Topic TIE), Stock Compensstion — Improvements to
Employes Share-B ased P aym ent Accounting which amphfies the acoounting for share based payment ransactions,
including the incom & tar consequences, forfeitures, and satubory tax withholdng requirements, aswell as
clasaficaion on the fatem ert of cash flows ASU 2016-09 15 effectve for the Company beginning the first quarter
of figeal 2017, The Compassr adopted the pundarse i the Brel quarter of figeal 1017, which resulted in no matenal
impacts onits financial posation, results of operations, or cash flows, and expectsthe primaryim pact of o s standard
to be the income tax effects of awards recognized in the income statement when the swards are vested or ssttled
The potential tax impacts remain unknown until the warerd vest or settlement date.

Imventory Measuwement Cuidance. InJuly 2015, the F ASE issued ASU 201 3-11, Simplifying the
Meangement of Inventory, amending A3C 320, Upon sdophon, es topac supersede s the e isling g dence undes
ASC 330 and sims o simplify the subsegquert meamwement of inventoy. Cusrently, ireverdory can be measured o
the lower of comt of market, which could sesult in several potentisl outeomes, as market could be replacement cost,
net realimable value or net realizeble walue less an spproximately normal profit margn The major amendments
would be asfollows | [nventory should be m easzed af the lower of cod or net realizable value, 2. N ot realizatie
value 15 the estamated seling price in the ordinary course of buaness less reasonably predctable cofs of completion,
disposal and Sargportation 3. The amendment does nob apply Lo iivertory m sanged undes LIFO or the retal
ireverdory method 4. The amendment doss spply o all other inverdory, whach inclades irventlory measired via
FIFO or average cosl. ASU 201 5-11 became effective for peniods begrning after December 15, 2016 (including
interiem reporting periods within those fiscal yeard), or the first quarter of fiscd 2017, The Company adopted this
gpadance in the frst quarier of fiscal 2017, whach resibted in no material impact on s consobdated fmancial
stabem enks

Recently Ivued Accounting Promouncemenis Not Fet Adopied

Lease Gudence. [n February 2016, the FASE issued AST No. 201602, Leases (T oprc 2423 ("ASU 2016.02).
ASU 201602 requires lesseesto recograze all loases with tenn sin excess of one year on their balance sheet as a
nght-of-use asset and a lease latality at the commencement date. The new Randard also stmplifies the accounting
for sale and leaseback trarsactions. The amendments in this update are effective For anmual periods beginning afier
Decermber 15, 2018, and interim periods therein and must be adopted uang a modfied retrospective method for
leases exisling ab, or entered into after, the begioning of the earliest comparative period presented in the financial
statemn enks. Early adoption is permitted The Compary does not ecpect that the adoption of this amendment will
have a matenial mnpact on its consolidated financial statements
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Revenue Recogrition Guidance. In May 2014, the FASE issued AST 2014-09, Revenue from Contracts with
Cuslomers, creabmg AST Teopac 806, Upon adophion, thistopic supersedes the existing gudance under ASC 605 and
aimsto amplify the number of requerements to follow for reverne recogmbion and makis révenus recognition more
compar able across vanous enlibies ndusties junsdictions and capital markets These are 5 core principles 1
Tdentfyihe cordracts) witha customer. 2, Iderdifyy the performance obligations in the contract 3. Determine the
transachon price. 4, Allocate the kansaction price to performance obligalionsin the contract. 5, Recograze revenue
when {or as) the srtity satisfies a performance obligation A ddtional cons derations under this update includa:
accounbing for costs to obian or fulfill a contract wath a customer and additions quaniitative and qualitative
disclogures. ASU 2014-09 will become effective for periods begnning after December 13, 2017 (ncludng ntenm
reporting penods wathin those peniods), or the fir s quarter 2018, end allows for rétrospective or modfied
retrospective applicaton

The Company has substantially com pleted its evaluation of the ffect of the standard on the C ompany's
financial statem ents. The Company’s svaluation focused on the review of sguficant customer contracts aswell as
bugness processes, sysems and controls required Lo mipport sppropoats recogution and disclosare under the new
standard, Based onthe Company's evalustion and as the Company does nof offer stock rotation, price profection or
retuan rights for its product sales, the Company hasnot identfied any expected material impact on the taming and
measurem ant of revernss from the review of its existing customer cordracts, The Company will ewvaluste new
contracts with customers as they are obtained and will adopt the standard using the modified retrospective approach
in the firel quarter of 2013,

2.Balance Sheei Componenis
Inventory
Inventory consists of the Fallowing (in housands)

Decenber 3L December 3L

217 2008
Finished goods $ 1633 § 1,741
Work inprocess 1,214 242
Total inventory ] 2847 § 1,583

Proparly and Eipiipwmient - Nat
Property and equipment - net cons s of the following (in thowsands):

Deconber 3], Deconidber 3L
Als

miT
C ompider éouipom end 3 627 % 605
Leasehald improvements 9 22
Furrabure 30 37
Total property and sguapm ent 776 fifid
Less: accumulsted depreciation (4513 (263)
Total property and eqiipen ént - net % 325 % 401

The Company recorded $0 .2 million and $0.2 maillion of depreciation sxpense for the year ended December 31,
2017 and 016, respectively.
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Accruad Liabitities
Accused liabilities consigt of the following (in thowsands):

Deceniber3l,  Decenber 31,

2017 20
Pagroll-rel ated expenss s 3 91 % 144
Engnesnng services 131 1o
Accrued warranty 73 3
Taxes payahle 37 27
Professonal fees 23 95
Oriher 18 12
Total acoued liabilities £ 313 % -ﬂ_l

Customer Deposits

Customer deposits represent payments received in sdvance of shipments. Customer deposits were $6,000 and
$0.7 million as of December 31, 2017 and 2018, respectively,

3.Fair Valie Measure menis

Fair value ig defined ag the ex change price that would be received from selling an asget or paid to transfer a
liabalety i the prnapal or most advantageous market for the asset or habiliby in an orderly transaction bebween
market participants on the measurement date. The Company measuces financial assets and babiates ab fasr value &
each reporting period uang s far value laerarchy whach requires i Lo masimzze the use of observable inpids and
mindmize the use of unobservable inputs A financial instrement’s clasafi cation withan the Fair walue huerarchoy is
bassd upon the lowes level of input that is sgrificant to the Far walue messuwwement Thoeee lewels of inputs m sy be
used to meany e fair vahs:

Lewel [.Quoted pricesin active markets for identical assete or Babilities

Lewel 2. Irpuls other than Level | that are observable, either directly or indirectly, much as quoted prices for
smiler assets or liatelities, quoted prices in markets that are not active, or other inputs that are observable or can be
comoborated by observable m arkel data

Level 7. Unobgervable inputs that are suppeocted by litle or no market sclivity and that are sgreficant 1o the
fagr value of the assels or lishilities, indudng pricing models, discounted cash flow methodologies and amilar

techmiques.
Financial assets meamured at Far value on a recurnng bams were as follows

Fair Value Mearrenend at Roporiing Daie Using

Quoted Pricws n Sanifiard
Active Markets Significant Odhar Ulmshy se-reah b
for Mendical Amets  Ohoervakile Ingiaks Trgras
o (Levelly = (Leveld)  _ {Leveld) Tokal
Az of December 31,2017
Assels
Money market funds $ 6951 § — 4 — § 6051
Az of December 31, 2016
Asgels
Money market funds ] 40932 § — % — & 4932

A5 of December 31, 2017 and 2016, money market funds are clasafied o Level | because the v are valusd
iarg quoted markel paces and are mcluded in cash end cash equvalents

10
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Operating segments age defined as components of an enterprise shout which separate financial information ie
available that is svalusted regulardy by the chief operating decigion maker, or growp, in decidng how to allocate

regources and in assessing performance.

The Company’ 2 chiel operating decision maker, the dhief executive officer, reviews inancial inf oemation
presented on & congolidated basis for purposes of regularly making operating deciaons and sssesang fnancial
performance. Accordngy, the Company considers itself to be in one reportable segment, which is comprized of one
operating segment, the desging, marketing and sslling of mxed agnal integrated cirouts for the seourity

surveillance and sutom obive markets

Product reveniie from cusbom erg is degignated based onthe geographic segiom to whach the product iz

delivered. Revenue by grographic regon was as follows (in thousandsd):

Year Ended
Diicamshenr 31,
017 s . W
Chima $ 26433 % 23315 § 17637
South Korea 2857 1,600 1,470
Taiwan g1l 1,214 1128
Orther 1011 517 10
Total revenie 3 __3Llad § 2713 §__ 20243
Revenue by principal product lines were as follows(in thousands):
Year Ended
017 mis : . A
Secumity surveillance $ 22143 § 26531 § 207237
Automn otive 2500 825 2
Total revenue § 31,142 § 2715 § 20245

Lemz-lived assets are attabuted to the geographat regon where they are located Het long lived assets by

geographic region were a5 follows (in thousandd):

Taiwan

Urated States

Japan

Cline

South Korea

Total propecty and sgupem ent - et

5. Commitmentsand Contingencies
Operating laaves

Deceher 31, Decewber 31,

217 0
§ 05 % 255
82 83
16 39
B 19
3 5
§ 325 § 401

The Company leases facilities under non-cancellable lease agreements expinng through fisca year X020

11
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Ag of December 31, 2017, the aggregate fbure minimum leage payments ender operating leasss consist of the
followmg (i thousandsh:

Your Ending Decenber 11, Asond

2018 ¥ 459
2019 520
2020 &l
Teotal $___ 1040

Rent sxpense undes operating leases was $0.5 million and $0.4 million for the year ended December 31, 2017
and 2016, respectively.

Purchase Commimmenis

Az of December 31, 2017, the Company had purchass commitments wath its thard-party suppliers teough
figcal year 2012 Future minimum paym ents uader purchase commitments are $0.1 million for the year ending
December 31, 2018,

Lirigation

Although the Company ignol currently sub;ect to any Htigation, and no bt gation ¢ cusrently Urestened
aguinst if, the Company may be subject to legal procesdings, clume and litigali on, includingintsllechaal propery
litigtion, anang in the ordinary course of busne ss. Such matters are subject to many uncertainties and outcomes
and are not predictable with assurance. The Company accres smounts that it beliewves are adequats to sddress any

lisbalities related to legal procesdmgs and other loss contmgencies that the Compansr beheves will resdtina
probable 1o that is reasonsbly estimable.

Indammificaion

During the nermal course of buaness, the Company may make certain indemndties, commitments and
Fuatr ardees which may include intellectus property indememities W certan of the Comparny"s cusiomer s in conmechon
with the sales of the Company's products and indemedtie s for lishalities associsted with the mfringement of other
parties” technology based wponthe Compary's products. The C anpany’ s exposures under thess indsm rifi cation
provisions 15 generally limated to the fotal amount paid by & custom er under the sgreement. How ever, cerfan
agresmants include indemmafication provisions that could potentially expose usto losses in excess of the amount
received under the ageement. In addidion the Company mdemnifies its officers, directors and certam key
emplovees whale they &e serving m good futh in such capacities

The Company has not recorded any Hability for these indemnities, commitments and guarantss in the
accom panying consolidated baance sheels Where necessary, the Company accroes for losses for amy known

contingent habilities, including those that may srise from indemnfication provigons, when future payment 15
probable.
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fi. Stockholders” Equity
Comvartible Preferrad Stock

The Company had suthonzed and issued SenesSeed Preferred Stock ("SeriesSeed”), Senes & preferred stock
(Seres AT, and Semes B preferred sock (“Senes B™). Preferred stock oustanding as of December 31, 2016
consisted of the following (in thousands, sx cept share and per share data):

Decenber 31, 2016

Agrreraie

Shares Shares Ll Lagpuidation
Seed  July30i2 i 025 4,660,000 4660000 % 1,165 % 1,156
A Hovember 2012 1o Jime 2013 § 1.00 4,500,000 4,500,000 4,500 4477
B Jume 2014 to October 2014 § 200 2,500,000 1,582,500 3,165 3,161
Total 1 Ii&SB 00 Iﬂi?'-lﬂ 00 % 2830 §% 2,704

Prior to the closing of the Company’s [FO, all chares of the then- cutstanding convertible prefemred stock, as
shown in the table sbove, converted on a one-for- ene baasinlo comm on fock

Prafarred Stock

The Company was sdhorized o 15500 5 000,000 shares of preferred stock with a 300001 par vahie per shate
asof December 31, 2017, The shares of prefemed stock issued and outslanding wasrul as of December 31, 2017,

Common Stock

The C ompany was sudhorized to1sae 75,000,000 shares of comm on stock wath $0.0001 par vahue per share
&5 of December 31, 201 7. The shares of common stock isnued and outstanding was 16,752,171 excluding 289 334
legally issued shares subject to repurchase related 1o the sasly exercise of ophons to purchase common stock a2 of
December 31,2017,

The Company has reserved the following number of shares of common stock for fubuse issuances:

Decenber3L
oy
Cutstanding stock awards 1,593 568
Shares avadable for future 1smusnce under the 2017
Stock Incentive Flan 3,933,640

Total common stock ressrved for fuhore issuances 592?&”

7. 5%ck Award Plan
Stock Incentive Plan

In April 2012, the Company adoptad the 201 2 Stock Oplion Plan (2012 Plar"y. The 2012 Plan provides for
the granting of stock.-based wwardsto employees, d'reu:l.-:-rs, andd consultants under terms and provisions establshed
by the Compamy’s board of directors. Under the terms of the 2012 Plan, options may be granted st an exercise price
nok less than fuir market value. For employess holding more than 10% of the voling rights of all classes of stock, the
exercise prices for incentve and nondatitlory Sock opbons mus be ot least | 10% of the Far market value of the
common sock on the gard date, a5 determined by the Company’ s board of directors. The lerms of options ganted
under the 2012 Plan may not excesd ten years

Im Avgzust 2017, the Company adopted the 2017 Stock Option Plan (2017 Plan™). The Company™s
stockholders approved the 2017 Planin September 2007 and it became effective immedintely prior to the cloang of

the Company’s1PO. In comechon with the adoption of the 2017 Plan no sdditionsl awards and no shaves of
comemon sock reman available For fubure s smuance under the 2012 Plan and sharesreserved g not izsued urder the
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2012 Plam as of the effective date of the 2017 Plan were inchuded in the number of shares ressrved for 1ssuance
umder the 2017 Plen. The Company has réserved 3 933 649 shares of 1ts common stock for issuance under the 2017
Plan, including {453,649 shares restrved bt not issued under the 2012 Plan as of the effective date of the 2017
Plan. In addition, shares auibyect Lo awards under the 2012 Plan that are forfeited or termanated will be added Lo the
2017 Plam, The mumber of shares that have been sghonzed for issusnce under the 2017 Plan will be autom abcally
increased on the frst day of each fiscal year begnrang on Januery |, 2018 and ending onand inclhuding) Jamuary 1,
2027, im an amount squal to the lesser of (1) 4% of the cdstanding shares of our common stock on the 1ast day of
the immedately preceding fiscal year, or (2) another amount determined by the Company's board of drectors. The
2017 Plan provides for the granting of incentive dock oplions, or 1305, within the m esnaing of Section 422 of the
Code o employees and the ganhing of nonsatilory dock optons, or N30s, 1o employess, non-employes directios
advizors and consuitants The 2017 Plan &lso provides for the grants of restricted fock, stock apprecigionrights, or
SAR s stock unit and cash-based swards to employees, non employes directors, advisors and conmultants.

The Company has various vesting agreem ents with employe es. Ophions granted generally vost over a five-year
period and generally axe exercisable up to 10 years

Early Exercise of Stock Options

Certain employess and directors have exercised option grants prior to vesting The umvesied shares are subject
to & repuschase right held by the Comparey of the ori@nal purchase price. The proceeds indbally are recorded as
lighalaty rel ated to ealy exercised fock ophons and reclassified to adcditional pad in captal asthe repurchase nghl
lapses. The Comparey ismued 46,667 and 302,083 wivested shases of comm on gock upon early exercise for the year
srded Deacember 31, 2017 and 2016, respectively, For total exercizs procesds of $46,000 and $1 132 000, respsctively.
For the year ended December 31, 2017 and 2016, the Company repurchased 45 666 and 37, 167 shares, respectively,
of unvested common stock related to sardy exercised slock options af the onginal purchass price due to termination
of employees Asof December 31, 2007 and 2016, 289,334 and 606,833 shares, respechvely, held by employees
and nonem ployvess were abject to repurchase al an aggre gute price of $0.2 million and $0.2 million, respectivey.

Stock Options
The Canpany”s stock oplion achivaty is summared as follow s

Wenzhied -
Average
Weighded-  Renaining A
Ao adkah b Terued and Emere i Tarm Vahae
for Cramt  Chutrtanding Pric= (Ymrs) (o thovumands)
As of Drecamber 31, 2016 2017983 1545667 %  0E1 v - 3,216
Authorzed 2,500,000 —
Grantsd (583,500 583,500 % 199
Exercised (1) — (506,433 § 034
Cenceled P166 | (49,1667 F 041
Ag of Decamber 31, 2017 3,983,649 1,573,568 % 178 24 % 24,556
Options vested and sxpected to ved as of
December 31, 2017 L573 368 § 178 B4 % 24538
Oplions vested and exercisable as of
December 31, 2017 337920 % 142 79 % 57114

(1) Includes vesting of early-exercised options
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The stock options cutstanding and exercisable by exercise price at December 31, 2017, are agfollows:

Options Ouatrianding Optione Veried and Exencisable
Weighied.-
o Wackehded - Wizhied-
Renaining Arerage Piumher Mverage
Humdser Contras ual Exereim Vbl aurd Ewere e
Exercise Price Ohaistanding Lie (Vears) Price Exercisable Price
$0.10 14,167 56 % 0.10 - % —
$0.16 128,750 61 % 0.16 72333 % 016
$037 317,584 T4 3% 037 64500 3§ 037
$097 263,833 22 5 097 G6ER2E % 0e7
$2.51 169,401 87 3 251 95626 % 251
$229 52,000 92 % 289 - % _—
§293 372,833 o4 § 293 49133 § 283
$3.18 155,000 96 % 318 7500 % 318
1,573 568 24 3 1.78 357920 % 1.42

The aggregate irdrinac value of options ex ercised for the year ended December 31, 2017 and 2016 was$1 2
milbon and $0.2 milbion, respectively

Raogiriciod Stock Unils
The Company”s resnicted stock unit activity is sammanzed asfalows

Weaphded- Ay evame
Girarnd Dade Fakr
Tnovdbeer of Shares Vabue

As of December 31, 2016 30000 % 129

Grarted 0,000 % 19.42

Releassd (30,000 % 129
Camceled -

Agof Decamber 31, 2017 20000 % 19.42

Restricted slock unils are converted into shares of the Compary’s common stock upon vesting on & one-for-
one bags. Resdncted stock unit ewards generally vest over afive-year period and are subject to the grantee’s
contimeed service with the Company.

8. Stock Based Comp ensation
The following table pumm anzes the dstabution of stock-based compensation expernss (in thoussnds) :

Year Ended
Dqlﬂ-:l!.,_
S| ) S || T || - N
C ot of revenns i 31 % 15 % 7
Research and development 273 102 73
Selling general and admirisirative 1,144 i T 24
Total ! lldd-ﬁ i ) i 164
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The Company records stock-based compensation using the Black-3 choles option pricing model The
C ompany recogmizes such cosls as compensalion expense on & staight- Bne bags over the requate service penod
The Comparsy’s valustion sssumptions are & follows

Fair valua of common stock — Given the sbeence of a public trading merket prior to our [P0, the Company’s
Board of Directors consdered numerous objective and subjective factors to determine the fazr vahue of the
C ompany’s common stock which includsd, but were not hmited to (1) contem poraneous indep endent third-party
valustons of the C ompary's common stock; (i2) the rights sand preferences of the Company’ s preferred stock
relative to commeon stock; (iit) the lack of marketability of common stock; (1v) developmentsin the busness, and
() the Likelihood of aclueving a ligudity ewerd, such as anretial public offering or sale of the compary, gven
prevading matket conditions.

Subsequernt to ;x [PO, the far valus of the Compary”s common stock was the per share closing price for our
JO'5 asreported onthe Mothers market of the T okyo Stock Exchange on the date of grant

Risk{roa interest rate — The Company bases the nsk-free interest rate uged in the Black-Scholes opticn-
pricing model on the implied vield svailable on U 3. T reasury zeso.coupon issus 8 with sn equivalent expected term
of the awards for each award group.

Expected term — The expected term represents the penod that the Company” s dock-based awards ae
expected o be outstandng To detemnine the expectad Lerm, we gener ally apply the amplified spproach in which
the expected temmn of an award is presumed to be the mid-point between the vesting date and the expiration date of
the award &2 we do not have sufficient historical exercige dats to provide a reasonshle basis for an estimate of
expected larm.

Volatildy — As the Company does not have & long bading history to determine the volalality of its common
stock, the C ompany determmes valatility based on the Maoneal sock volatibties of & group of publicly listed
puadsline companies over & period equal to the expeciad temm g of the awards,

Dividend yield — The Company has never declared or pad any cash dvidends and does not currendly plan to
pava cash dvidend m the foresteable Pdure. Consequently, the C ompany used an expected dividend yeld of 2era

Ensployaa Stock Awards

The following table summ anzes the welghied-average assumplions used in the Black-Scholes option-pncmg
mode to determine fair value of sock ewards

Voar Evded
Diecenvber 31,
R | i A— | S— | —

Expected term (in years) 628 6.19 630
Risk- free interest rate 201% 1.13% 1 67%
Expected volstility 3% 519 469
Diwidend rate 0% 0% 0%
Fair value of common stock 3 514 % 235 3 (1.

The weighted-average grant date fair value for employee stock awards for the year ended December 31, 2017,
2016 and 2015 was 3371, §1 36 and $0.53, respectively. The rem aning unrecoguzed dock-based compensation
sxpense relaled to non-vested awards was$2 3 mallion and $0 2 mallion as of December 31, 2017 and 20146,
respectively, and will be recoguized over & weighted-sverage remairung penod of approcimatsly 3.7 md 3.7 veaws
respectively.
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Non-Employes Stock Awands

The following table summ arizes the weightsd average assumptions used in the Black-Scholes option-pricing
mods to determine fair value of stock swards

Vear Ended
- Th] W16 s
Expected tarm (in yeass) 10.00 10.00 1000
Rigk-free mtered rote 2.30% 202% 2099
Expected volatlity 53% 3% 0%
Drividerd rate 0% 0% 9%
Fair value of common stock 5 1440 % 262 § 0g4

The weighted sverage grarg dabe fasir valus for non-employes sock awads for the year ended December 31,
2017,2016 end 2015 was $7.34, $2.16 and 30 53, respectively. N on employes stock awards are revalued sl each
repotting date and the relating stock-based compensali on expenss ie recogmzed ag awards vest. Nom-emplogyres
stock-based compensation sxpenss for unvested awards fluctzats asthe fair value of our JOS, represented by
common stock, fludustes The remaining unrecograzed stock-based compensation expense relsted to non-vested
awards was $0.3 million and $0 .2 million asof December 31, 2017 and 2014, respectively, and wall be recogrized
over & weighted-average remaring period of epprozim abely 1 9 and 40 vears, respactively,

9. Net Income Per Share

For the penods presented poor 1o the Canpany’ 5 1PO, baae and dduled nel income per common shase are
presented in conformaty with the two class method required for particapating securities, Prior to the closing of the
Company’s IPO, ol astanding shares of ile Series Seed, Series A and Senez B convverlible preferred shares, which
were paticipating secunties, were corrverted to common stock on & one-to- one basis, The common Sock issed for
the conwersion of 10,742,500 preferred shares wers included in the caloulstion of the weighted average shares
outsanding 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 (am ounds in thoussnds,
except per share data):

Year Ended
., Decenvher 31,
T 2016 mE
Humeralor.
Basc:
Het income $ 3757 % 3481 % 4057
Het income allocable to prefemed
stockholders 1,936 2627 3,170
Net income alloeable to comm on stockholders 1,321 254 287
Drihuted:
H e incoms AT 3,481 4057
Net ineome allocable to preferred
sockholders 1,823 2477 3002
Het meome allocable to comm on
sockholders 1,934 1,004 1035
Crenominator:
Basc shares
Weighted-average shases outstanding in
compuling bas e net income per chare
allocable to common stockholdsrs 7,145 641 3,493 046 3,007,311
Diluted shares
Effect of potentially diluive securities
Stock options{1) 910,628 264 441 T66 235
Weighted-average shares used in computing
diluted net income per common shae
allocable to common stockholders 2,056,329 4,358,387 3,774,146
Hetincome per common share;
Base £ 025 % 024 % 030
Dilugad 3 024 % 023 % 028

(1) Including early-ex ercised options

The potentially didutive sscwrities outstarding relsted to stock ophons as of December 31, 2017, 2016 and
2015 that were excluded from the computation of diluted net incom ¢ per common share for the penods presented as
thear effect would have been antiddutove was 7,000, 56,000 and 32 000 shares, respectively.

10, Imcome Taxes
The com ponents of income befores income taxes are a8 follows(in thoussnds):

Year Ended
Decemher 31,
017 F11; G
Diomestic $ 6141 % san 3 3838
Foreign 131 i 1
Income before incom & taxes 3 6,272 % 5363 % 3820
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The com ponents of the provision for infome taxes are as follows (in thowsandsd):
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Year Ended
Decenber 31,
2017 W6 WIS
Current
Federal 1 0ie % 2034 % 638
Foregn 35 40 1
Stals 1 1 1
T otal Cazrent 2,145 2,075 66l
Dreferred - st 370 (1937 {£297
Provigon for ingome taxes % 2515 § 1,82 % {168)

The effective tax rate differs from the spplicables U3, statutory faderal income tax rate asfollows

Year Ended
017 208 =15
U.5. statutory federal taxes at stabutory rate 34.00% 3400% 3400%
State taxes- net of federal benefit oo 001 0ol
Research and development benefit (175 23N (403}
Permanent item = and cther 094 255 0355
Change m valustion sllowance 178 112 3480
Tax rate change 506 — —
Effective tax rate 40 E’% 35&% (433!%
The com ponents of net deferred tax asssts and lisbilities are s follows:
Vear Endad
Deceniber 31,
2017 mlE -1 B

Deferred tax assets:

N ot operating loss camyforerards % 25 % 71 % T

Research and other credits 309 211 151

Acerasls 243 464 192

Intangibles 323 574 623

Other 140 a7 50

Total deferred tax assets 1,100 1,417 1,087

Dreferred ta Liabibkitias:

Propesty and souipment - net (53 (113 (367

Total deferred tax liahilities (54 113y (363

V aluation all owanes (294d) [y {222)
Deferred tax assels - net 5 652 § I,IJ'E_E 3 SE

In assegsing the realimabdlity of deferred te assets, m magement considers whether it is more Kkely than not
that some portion or all of its defemed tax assets wall be realized. The utimate realzation of defemed bax assets is
dependent upon the generation of future taxable incom e dunng periods in which tem porary differences become
deductible or inchidable in taxable income. Management considers projected fudure tax shie incom ¢ and tax planning
strategies in malang this ases eoment Based on the level of current period tavabls income and it2 expected recirnng
profitabelity, Managem ent believesit i m ore likely than not the Comparsy will reslize benefits of deductible
dafferences and thus has not recor ded a fdl wabostion allowance.

Tax reform HR.1, orgnally known asthe Tax Cruts and Jobe &ct CAct), was snacted on D ecember 22,
2017_The Act containg several key provisions that may have significant financial stalement effects inchuding the
remensrement of deferred taxes and the recognition of liatelities for taxes on mandatory repatriation and certain
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other foreignincome. The Act reduces the corporate tax raie to 21%, effective Janusry 1, 2018, ASC 740 requires
comparzes 1o recograze the effect of Lax law changesin the period of enactment, the effects must be recoguzed by
comparies’ December 2017 financial statem erds even though the effeclave date for most provisons is January 1,
0138

Subgequert to the enactment of the Act, the Seouties and Ex change C ommasaonissued Staff Accoumbing
BullebnMo, 118 ("3AB 112%. SAB 118 sddresses the spplicaion of ASC 740 m stushions when & regastrant does
net have the necessary wmform stion available, prepared, or snalyzed in reasonshle deta] to complete the accounting
for certan incom e tay effects of the Act and permits the recording of provisionsl amounts relahing to the impact of
the Act during & measuement penod which iz not to extend beyond one year from the Acl enactm erd date.

The Company has reflected the impact of the Act i its Fmancial statements as the law was enacted before e
end of the 2017 year. The Comparry edtimated that the reductionin the Corporate tax rabe o 21% reduced net
deferred tac assets by $0.3 million from $1.0 million to $0.7 milion The Company has estimated the lisbiities for
taxes on mandatory repatrision and ceriain other forei gnincom . The liahilities for taxes on mandalory repatnisfion
of forsgn income and tax es on other foreign income from its foreign subsidian es15 approxim ately 335 000 of which
$34,000 can be offeet with & foreign tax credit

Ag of December 31, 2017 and 2016, the Company had net operating loss camyforwards of §1 .2 mallion and
$1.2 million, respechvely, for Aae inccen & tax pumoses These net operaling loss carryforw ards will beginto expre
in 032 ifumised, As of December 31, 2017 and 201 6, the Company also had cedit carryforwards of 30,5 million
and $0 4 i dlbiow, respectively, for state incame lax purposss Thess eredits carryforwards have no expiration if
unused. As of December 31, 2017 and 2016, the Company did not hawe net operating loss carryforwasds or other
credits for federal incom e tax purposes Cusrent tax laws impose subslantial restrictions on the ublization of ret
operating losses and credit canyfonw ards in the event of an " ownership change”, as defined by the Inbernal Revenue
Code (IRCY, If there should be an ownesship change, the Comparsys akality 1o wilize it carrforwards could be
limnited.

Ag of December 31, 2017 and 2016, the Company had unrecograzed tax benefits of $0.2 million and $0 2
milbon respecively, due to research and development credits, The reversal of the uncertain tac bensfits would
impad the Comparye” s effectve tax rate

11. Selected Quarterly Financial Data (Unaud ited)

The Followang table fimm anzes the Com pany's watdited consalidated statements of operations by quarter
for the year ended December 31, 2017 and 2016, In the opardon of management, the accompanymng uraudited
corsnlidated daements of operations reflect all adjustenards, which ordy includs nomm dl recusring adjusiments,
necessary to present fuidy the Company’ sremits of operations in sccordance with G AAF and are not necessanly
indicative of the resultsto be expactsd for the full fiscal year or for any other futire anmial or interim penods.
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23,381 31,142
(2,642,053) (3,519,046)
5,620 6,272
(635,060) (708,736)
3,697 3,757
(417,761) (424,541)
0.25 0.25

(28) (28)

108/133



EDINETOOOO
OO000OO000OO00o0DO000DOo00oOo0gOonoOoo(E33426)
oOoOooodn

SEC
SEC
ASC605
2010 11 1
2009 10 FASB
VSOE TPE
2014 ASC606
2018
ASC 710-10-25
8
ASC718 — 2006
2006
ASC730
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2014 20.315
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NISA
2014 15.315
2037 12 31
2038 15

ETF
30%
10
176
NISA
NISA

2014 20.315
2037 12 31 15.315
2038 20 15
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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 14,

2018 with respect to the consolidated financial statements of Techpoint, Inc., included in the Annual
Securities Report for the year ended December 31, 2017 filed with Kanto Zaimu Kyoku in Japan.

/s/ BDO USA, LLP
San Jose, California

March 14, 2018
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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” ) as of
December 31, 2017 and 2016, the related consolidated statements of operations, stockholders’ equity, and
cash flows for each of the three years in the period ended December 31, 2017, 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 at
December 31, 2017 and 2016, and the results of its operations and its cash flows for each of the three years
in the period ended December 31, 2017, in conformity with accounting principles generally accepted in the
United States of America.

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 14, 2018
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