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ITEM 1. FINANCIAL STATEMENTS

MAXLINEAR, INC.
CONSOLIDATED BALANCE SHEETS
(unaudited; in thousands, except par value amounts)

Assets

Current assets:

Cash and cash equivalents
Short-term restricted cash

Accounts receivable, net

Inventory

Prepaid expenses and other current assets
Total current assets

Long-term restricted cash

Property and equipment, net
Intangible assets, net

Goodwill

Deferred tax assets

Other long-term assets

Total assets

Liabilities and stockholders’ equity
Current liabilities:

Accounts payable

Deferred revenue and deferred profit
Accrued price protection liability
Accrued expenses and other current liabilities
Accrued compensation

Total current liabilities

Deferred rent

Long-term debt

Other long-term liabilities

Total liabilities

Commitments and contingencies

Stockholders’ equity:

Preferred stock, $0.0001 par value; 25,000 shares authorized, no shares issued or
outstanding

Common stock, $0.0001 par value; 550,000 shares authorized, 68,913 shares issued and
outstanding at September 30, 2018 and 550,000 shares authorized, 67,400 shares issued
and outstanding December 31, 2017, respectively

Additional paid-in capital

Accumulated other comprehensive income

Accumulated deficit

Total stockholders’ equity

Total liabilities and stockholders’ equity

See accompanying notes.

September 30, December 31,

2018

$ 67,185
349
58,633
41,757
6,329
174,253
709
19,413
261,813
238,330
42,691
4,935

$ 742,144

$ 11,906
14,418
27,480
12,660
66,464
4,539
270,470
8,277
349,750

7

485,149
1,179
(93,941
392,394

$ 742,144

2017

$71,872
1,476
66,099
53,434
8,423
201,304
1,064
22,658
315,045
237,992
39,878
6,921

$ 824,862

$ 16,939
4,362
21,571
20,306
13,208
76,386
4,885
347,609
8,558
437,438

7

455,497
1,039
(69,119 )
387,424

$ 824,862
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MAXLINEAR, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited; in thousands, except per share data)

Edgar Filing: MAXLINEAR INC - Form 10-Q

Three Months Ended Nine Months Ended

September 30, September 30,

2018 2017 2018 2017
Net revenue $85,010 $113,581 $297,370 $306,597
Cost of net revenue 41,134 61,739 134,496 150,727
Gross profit 43,876 51,842 162,874 155,870
Operating expenses:
Research and development 29,047 29,270 90,379 82,163
Selling, general and administrative 24,963 29,037 76,581 78,988
Impairment losses 2,198 2,000 2,198 2,000
Restructuring charges 236 2,178 2,101 8,724
Total operating expenses 56,444 62,485 171,259 171,875
Loss from operations (12,568 ) (10,643 ) (8,385 ) (16,005
Interest income 17 1 54 260
Interest expense (3,473 ) (4,133 ) (11,061 ) (6,334
Other income (expense), net 39 (668 ) 193 (1,430
Total interest and other income (expense), net (3,417 ) (4,800 ) (10,814 ) (7,504
Loss before income taxes (15,985 ) (15,443 ) (19,199 ) (23,509
Income tax provision (benefit) (2,050 ) (6,276 ) 7,311 (33,770

Net income (loss)
Net income (loss) per share:

$(13,935) $(9,167 ) $(26,510) $10,261

Basic $(0.20 ) $(0.14 ) $(0.39 ) $0.16
Diluted $(0.20 ) $(0.14 ) $(0.39 ) $0.15
Shares used to compute net income (loss) per share:

Basic 68,742 66,712 68,256 65,950
Diluted 68,742 66,712 68,256 69,491

See accompanying notes.
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MAXLINEAR, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(unaudited; in thousands)

Three Months Nine Months Ended

Ended September

30, September 30,

2018 2017 2018 2017
Net income (loss) $(13,935) $(9,167) $(26,510) $10,261
Other comprehensive income (loss), net of tax:
Unrealized gain (loss) on investments, net of tax of $0 for the three and nine_ o . (55 )
months ended September 30, 2018 and 2017
Less: Reclassification adjustments of unrealized gain (loss), net of tax of $0 o . 55

for the three and nine months ended September 30, 2018 and 2017
Unrealized gain on investments, net of tax — — — —
Foreign currency translation adjustments, net of tax benefit of $46 and $203

for the three and nine months ended September 30, 2018 and $13 and $68 (437 ) 463 (1,217 ) 1,387
for the three and nine months ended September 30, 2017, respectively
Unrealized gain (loss) on interest rate swap, net of tax benefit of $2 and tax
expense of $361 for the three months and nine months ended September 30,

2018, respectively and $0 for the three and nine months ended September @ ) — 1,357 o

30, 2017
Other comprehensive income (loss) (445 ) 463 140 1,387
Total comprehensive income (loss) $(14,380) $(8,704) $(26,370) $11,648

See accompanying notes.
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MAXLINEAR, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited; in thousands)

Operating Activities

Net income (loss)

Adjustments to reconcile net income (loss) to cash provided by operating activities:
Amortization and depreciation

Impairment losses

Provision for losses on accounts receivable
Accretion of investment discount

Amortization of inventory step-up

Amortization of debt issuance costs and discount
Stock-based compensation

Deferred income taxes

Loss on disposal of property and equipment
Loss on sale of available-for-sale securities
(Gain) loss on foreign currency

Excess tax benefits on stock-based awards
Impairment of leasehold improvements

Changes in operating assets and liabilities:
Accounts receivable

Inventory

Prepaid expenses and other assets

Accounts payable, accrued expenses and other current liabilities
Accrued compensation

Deferred revenue and deferred profit

Accrued price protection liability

Other long-term liabilities

Net cash provided by operating activities

Investing Activities

Purchases of property and equipment
Purchases of intangible assets

Cash used in acquisitions, net of cash acquired
Purchases of available-for-sale securities
Maturities of available-for-sale securities

Net cash used in investing activities

Financing Activities

Net proceeds from the issuance of debt

Repayment of debt

Repurchases of common stock

Net proceeds from issuance of common stock

Minimum tax withholding paid on behalf of employees for restricted stock units
Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash and cash equivalents

Nine Months Ended
September 30,
2018 2017

$(26,510) $10,261

59,902 46,502
2,198 2,000
— 133

— 60 )
— 15,842
861 476
23,722 24,898
(3,317 ) (48,417)
— 201

— 38

(541 ) 1,415
(1,208 ) (6,598 )
700 —
7,462 (13,869 )
11,677 (2,331 )
3,928 1,696
513 576
6,574 216
(138 ) 11,233
(7,153 ) 13,053
(154 ) (3,944 )
78,516 53,321
(6,413 ) (4,398 )
— (5,378 )
— (473,304
— (30,577 )
— 84,546
(6,413 ) (429,11))
— 416,846
(78,000 ) (50,000 )
— 334 )
4,107 9,092
(5,017 ) (9,825 )
(78,910 ) 365,779
638 1,211
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Decrease in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash at beginning of period
Cash, cash equivalents and restricted cash at end of period

Supplemental disclosures of cash flow information:
Cash paid for interest
Cash paid for income taxes

Supplemental disclosures of non-cash activities:

Issuance of restricted stock units to Physpeed continuing employees
Issuance of accrued share-based bonus plan

See accompanying notes.
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(6,169
74,412
$68,243

$10,716
$4,493

$—
$6,997

) (8,800 )

82,896
$74,096

$5,221
$8,918

$818
$3,314

10



Edgar Filing: MAXLINEAR INC - Form 10-Q

MAXLINEAR, INC.
Table of Contents NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

1. Organization and Summary of Significant Accounting Policies

Description of Business

MaxLinear, Inc. was incorporated in Delaware in September 2003. MaxLinear, Inc., together with its wholly owned
subsidiaries, collectively referred to as MaxLinear, or the Company, is a provider of radio-frequency, or RF,
high-performance analog, and mixed-signal communications system-on-chip solutions for the connected home, wired
and wireless infrastructure, and industrial and multi-market applications. MaxLinear's customers include electronics
distributors, module makers, original equipment manufacturers, or OEMs, and original design manufacturers, or
ODMs, who incorporate the Company’s products in a wide range of electronic devices, including cable DOCSIS
broadband modems and gateways, wireline connectivity devices for in-home networking applications, RF transceivers
and modems for wireless carrier access and backhaul infrastructure, fiber-optic modules for data center, metro, and
long-haul transport networks, video set-top boxes and gateways, hybrid analog and digital televisions, direct broadcast
satellite outdoor and indoor units, and power management and interface products used in these and a range of other
markets. The Company is a fabless integrated circuit design company whose products integrate all or a substantial
portion of a broadband communication system.

Basis of Presentation and Principles of Consolidation

The accompanying unaudited consolidated financial statements include the accounts of MaxLinear, Inc. and its wholly
owned subsidiaries and have been prepared in accordance with accounting principles generally accepted in the United
States of America, or GAAP, for interim financial information and with the instructions to Form 10-Q and Article 10
of Regulation S-X. Accordingly, they do not include all of the information and disclosures required by GAAP for
complete financial statements. All intercompany transactions and investments have been eliminated in consolidation.
In the opinion of management, the Company’s unaudited consolidated interim financial statements contain
adjustments, including normal recurring accruals necessary to present fairly the Company’s consolidated financial
position, results of operations, comprehensive income (loss) and cash flows.

The consolidated balance sheet as of December 31, 2017 was derived from the Company’s audited consolidated
financial statements at that date. The accompanying unaudited consolidated interim financial statements should be
read in conjunction with the audited consolidated financial statements and related notes thereto for the year ended
December 31, 2017 included in the Company’s Annual Report on Form 10-K filed by the Company with the Securities
and Exchange Commission, or the SEC, on February 20, 2018, or the Annual Report. Interim results for the three and
nine months ended September 30, 2018 are not necessarily indicative of the results that may be expected for the fiscal
year ending December 31, 2018.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the amounts reported in the unaudited consolidated financial statements and accompanying
notes to unaudited consolidated financial statements. Actual results could differ from those estimates.

Summary of Significant Accounting Policies

Refer to the Company’s Annual Report for a summary of significant accounting policies. On January 1, 2018, the
Company adopted Financial Accounting Standards Board, or FASB, Accounting Standards Codification Topic 606,
Revenue from Contracts with Customers, or ASC 606, and accordingly, modified its policy on revenue recognition as
stated below. The primary impact of adopting ASC 606 for the Company was to accelerate the timing of the
Company’s revenue and related cost recognition on products sold via some of its distributors, which changed from
recognition upon the sale to the distributors' end customers, or the sell-through method, to recognition upon the
Company's sale to the distributor, or the sell-in method. The Company is now also required to estimate the effects of
pricing credits to its distributors from contractual price protection and unit rebate provisions, as well as stock rotation
rights and record such estimated credits upon the Company's sale to the distributor.

11
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There have been no other material changes to our significant accounting policies during the nine months ended
September 30, 2018.

8
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Table of Contents NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

Revenue Recognition

Substantially all of the Company's revenue is generated from sales of the Company’s integrated circuits to electronics
distributors, module makers, OEMs, and ODMs under individual customer purchase orders, some of which have
underlying master sales agreements that specify terms governing the product sales. Effective January 1, 2018, the
Company adopted ASC 606 and recognizes revenue at the point in time when control of the products is transferred to
the customer at the estimated net consideration for which collection is probable, taking into account the customer's
rights to price protection, other pricing credits, unit rebates, and rights to return unsold product. Transfer of control
occurs either when products are shipped to or received by the distributor or direct customer, based on the terms of the
specific agreement with the customer, if the Company has a present right to payment and transfer of legal title and the
risks and rewards of ownership to the customer has occurred. For most of the Company's product sales, transfer of
control occurs upon shipment to the distributor or direct customer. In assessing whether collection of consideration
from a customer is probable, the Company considers the customer's ability and intention to pay that amount of
consideration when it is due. Payment of invoices is due as specified in the underlying customer agreement, typically
30 days from the invoice date, which occurs on the date of transfer of control of the products to the customer. Since
payment terms are less than a year, the Company has elected the practical expedient and does not assess whether a
customer contract has a significant financing component.

A five-step approach is applied in the recognition of revenue under ASC 606: (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 Company satisfies
a performance obligation. The Company applied ASC 606 to its customer contracts that were not completed before
the January 1, 2018 adoption date. Customer purchase orders plus the underlying master sales agreements are
considered to be contracts with the customer for purposes of applying the five-step approach under ASC 606.

Pricing adjustments and estimates of returns under contractual stock rotation rights are treated as variable
consideration for purposes of determining the transaction price, and are estimated at the time control transfers using
the expected value method based on the Company's analysis of actual price adjustment claims by distributors and
historical product return rates, and then reassessed at the end of each reporting period. The Company also considers
whether any variable consideration is constrained, since such amounts for which it is probable that a significant
reversal will occur when the contingency is subsequently resolved are required to be excluded from revenues. Price
adjustments are finalized at the time the products are sold through to the end customer and the distributor or end
customer submits a claim to reduce the sale price to a pre-approved net price. Stock rotation allowances are capped at
a fixed percentage of the Company's sales to a distributor for a period of time, up to six months, as specified in the
individual distributor contract. If the Company's current estimates of such credits and rights are materially inaccurate,
it may result in adjustments that affect future revenues and gross profits. Returns under the Company's general
assurance warranty of products for a period of one to three years have not been material and warranty-related services
are not considered a separate performance obligation under the customer contracts. Most of the Company's customers
resell our product as part of their product and thus are tax-exempt; however, to the extent the Company collects and
remits taxes on product sales from customers, it has elected to exclude from the measurement of transaction price such
taxes.

Each distinct promise to transfer products is considered to be an identified performance obligation for which revenue
is recognized upon transfer of control of the products to the customer. Although customers may place orders for
products to be delivered on multiple dates that may be in different quarterly reporting periods, all of the orders are
scheduled within 1 year from the order date. The Company has opted to not disclose the portion of revenues allocated
to partially unsatisfied performance obligations, which represent products to be shipped within 12 months under open
customer purchase orders, at the end of the current reporting period as allowed under ASC 606. The Company has
also elected to record sales commissions when incurred, pursuant to the practical expedient under ASC 340, as the
period over which the sales commission asset that would have been recognized is less than one year.

13
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Customer contract liabilities consist of obligations to deliver rebates to customers in the form of units of products
which are included in accrued expenses and other current liabilities in the consolidated balance sheets. Other
obligations to customers consist of estimates of price protection rights offered to the Company's end customers, which
are included in accrued price protection liability in the consolidated balance sheets, as well as price adjustments
expected to be claimed by the distributor upon sell-through of the products to their customers, and amounts expected
to be returned by distributors under stock rotation rights, which are included in accrued expenses and other current
liabilities in the consolidated balance sheets. The Company also records a right of return asset, consisting of amounts
representing the products the Company expects to receive from customers in returns, which is included in inventory in
the consolidated balance sheets, and is typically settled within six months of transfer of control to the customer, or the
period over which stock rotation rights are based. Upon lapse of the time

9
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period for stock rotations, or the contractual end to price protection and rebate programs, which is approximately one
to two years, and when the Company believes unclaimed amounts are no longer subject to payment and will not be
paid, any remaining asset or liability is derecognized by an offsetting entry to cost of net revenue and net revenue. For
additional disclosures regarding contract liabilities and other obligations to customers, see Note 12.

The Company assesses customer accounts receivable and contract assets for impairment in accordance with ASC
310-10-35.

The following tables present the amounts by which each financial statement line item was affected as a result of
applying ASC 606:

Three Months Ended Nine Months Ended September
September 30, 2018 30, 2018

Amounts Amounts

under Impact of As under Impact of As
Legacy Adoption reported Legacy  Adoption reported
GAAP GAAP

(in thousands, except per share amounts)
Consolidated statements of operations:

Net revenue $85,106 $ (96 ) $85,010 $286,475 $10,895 $297,370
Cost of net revenue 41,182 (48 ) 41,134 130,782 3,714 134,496
Gross profit 43,924 (48 ) 43,876 155,693 7,181 162,874
Loss from operations (12,520 ) (48 ) (12,568 ) (15,566 ) 7,181 (8,385 )
Loss before income taxes (15,937 ) (48 ) (15,985) (26,380 ) 7,181 (19,199 )
Income tax provision (benefit) (2,040 ) (10 ) (2,050 ) 5,803 1,508 7,311
Net loss (13,897 ) (38 ) (13,935 ) (32,183 ) 5,673 (26,510 )
Basic loss per share 020 ) — (0.20 ) (0.47 ) 0.08 (0.39 )
Diluted loss per share 020 ) — (0.20 ) (0.47 ) 0.08 (0.39 )
September 30, 2018
Amounts

under Impact of As
Legacy Adoption reported
GAAP
(in thousands)

Consolidated balance sheet:

Accounts receivable $58,633 § — $58,633
Inventory 41,561 196 41,757
Total current assets 174,057 196 174,253
Total assets 741,948 196 742,144
Deferred revenue and deferred profit 15,240 (15,249 —
Accrued expenses and other current liabilities 19,351 8,129 27,480
Total current liabilities 73,575 (7,111) 66,464
Total liabilities 356,861 (7,111) 349,750
Accumulated deficit (101,248 7,307 (93,941)
Total stockholders' equity 385,087 7,307 392,394
Total liabilities and stockholders' equity 741,948 196 742,144

The impacts of adopting ASC 606 as shown above were primarily related to the acceleration of the timing of the
Company’s revenue and related cost recognition on products sold via some of its distributors, which changed from sale
to the distributors' end customers, or the sell-through method, to recognition upon the Company's sale to the
distributor, or the sell-in method.

15
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Revenues from sales through the Company’s distributors accounted for 46% and 41% of net revenue for the three
months ended September 30, 2018 and 2017, respectively. Revenues from sales through the Company’s distributors
accounted for 41% and 31% of net revenue for the nine months ended September 30, 2018 and 2017, respectively.

10
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Recently Adopted Accounting Pronouncements

In May 2014, the FASB, issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606), which
provides for new accounting guidance related to revenue recognition. This new standard replaced all prior U.S. GAAP
guidance on this topic and eliminated all industry-specific guidance. The new revenue recognition standard provides a
unified model to determine when and how revenue is recognized. The core principle is that a company should
recognize revenue to depict the transfer of promised goods or services to customers in an amount that reflects the
consideration for which the entity expects to be entitled in exchange for those goods or services. This guidance
became effective for the Company on January 1, 2018 and can be applied either retrospectively to each period
presented or as a cumulative-effect adjustment as of the date of adoption. The Company applied the guidance
prospectively with an adjustment to accumulated deficit for the cumulative effect of adoption. Adoption of the
amendments in this guidance accelerated the timing of the Company’s revenue and related cost recognition on products
sold via some distributors, which changed from the sell-through method to the sell-in method under this guidance. The
Company is also required to estimate the effects of pricing credits to its distributors from contractual price protection
and unit rebate provisions, as well as stock rotation rights. The Company has performed an assessment of the impact
of adopting this new accounting standard on its consolidated financial position and results of operations. The impact
of adoption of this new accounting standard for the year ending December 31, 2018 will vary depending on the level
of inventory remaining at December 31, 2018 at distributors for which the Company previously recognized revenue
on a sell-through basis, and therefore could have a material impact on the Company's revenues for the year ending
December 31, 2018. The impact to accumulated deficit as of January 1, 2018 was not material. As a result of applying
the guidance prospectively with an adjustment to accumulated deficit in the Company's consolidated financial
statements for the cumulative effect of adoption, revenues that would have been recognized on a sell-through basis for
the amount of deferred revenue and profit remaining as of the adoption date will not be recognized in earnings for any
period.

In January 2016, the FASB issued ASU No. 2016-01, Recognition and Measurement of Financial Assets and
Financial Liabilities. The amendments in this update include, among other things, a requirement to (1) measure equity
investments (except equity method investments) at fair value with changes in fair value recognized in net income,
with an option to measure equity investments that do not have readily determinable fair values at cost minus any
impairment plus or minus any changes resulting from observable price changes; previously changes in fair value were
recognized in other comprehensive income, and (2) separately present financial assets and liabilities by measurement
category and form of financial asset on the balance sheet or the accompanying notes to the financial statement. The
amendments in this update were effective for the Company beginning in the first quarter of fiscal year 2018. The
adoption of the amendments in this update did not have a material impact on the Company's consolidated financial
position and results of operations for the three and nine months ended September 30, 2018.

In March 2016, the FASB issued ASU No. 2016-08, Principal versus Agent Considerations (Reporting Revenue Gross
versus Net) to clarify the revenue recognition implementation guidance on principal versus agent considerations. The
amendments in this update clarify that when another party is involved in providing goods or services to a customer, an
entity that is the principal has obtained control of a good or service before it is transferred to a customer, and provides
indicators to assist an entity in determining whether it controls a specified good or service prior to the transfer to the
customer. An entity that is the principal recognizes revenue in the gross amount of consideration to which it expects to
be entitled in exchange for the specified good or service transferred to the customer, whereas an agent recognizes
revenue in the amount of any fee or commission to which it expects to be entitled in exchange for arranging for the
specified good or service to be provided by the other party. The amendments in this update were effective for the
Company beginning in the first quarter of fiscal year 2018, concurrent with and applied on the same basis as the new
revenue recognition standard. The adoption of the amendments in this update did not have a material impact on the

17
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Company's consolidated financial position and results of operations for the three and nine months ended September
30, 2018.

In August 2016, the FASB issued ASU No. 2016-15, Classification of Certain Cash Receipts and Cash Payments to
eliminate the diversity in practice regarding the presentation and classification of certain cash receipts and cash
payments, including, among other things, contingent consideration payments made following a business combination,
proceeds from the settlement of insurance claims in the statement of cash flows, and debt prepayment or debt
extinguishment costs. Cash payments not made soon after the acquisition date up to the amount of the contingent
consideration liability recognized at the acquisition date should be classified as financing activities and any excess
payments should be classified as operating activities, whereas cash payments made soon after the acquisition date to
settle the contingent consideration should be classified as investing activities and cash payments for debt prepayment
or debt extinguishment costs should be classified as financing activities. Cash proceeds received from settlement of
insurance claims should be classified on the basis of the nature of the related losses. The amendments in this update
should be applied using a retrospective transition method to each period

11
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presented, unless impracticable, and if impracticable, would be applied prospectively as of the earliest date
practicable. The amendments in this update were effective for the Company beginning in the first quarter of fiscal year
2018. The adoption of the amendments in this update did not have a material impact on the Company's consolidated
statements of cash flows for the three and nine months ended September 30, 2018.

In May 2017, the FASB issued ASU No. 2017-09, Compensation—Stock Compensation (Topic 718): Scope of
Modification Accounting to provide clarity and reduce both (1) diversity in practice and (2) cost and complexity when
applying the guidance in Topic 718, Compensation—Stock Compensation, to a change to the terms or conditions of a
share-based payment award. The amendments in this update require the Company to account for the effects of a
modification in a stock-based award unless the fair value, vesting conditions and classification of the modified award
is the same as those of the original award immediately before the original award is modified. If the modification does
not affect any of the inputs to the valuation technique that the entity uses to value the award, the entity is not required
to estimate the value immediately before and after the modification. The amendments in this update were effective for
the Company for fiscal years beginning with fiscal year 2018, including interim periods within those years, with early
adoption permitted in any interim period. The amendments in this update are applied prospectively to an award
modified on or after the adoption date. Since the Company has not had any modifications to stock-based awards that
do not affect the inputs into the Black Scholes fair value calculation, the adoption of this guidance did not have a
material impact on the Company's consolidated financial position and results of operations for the three and nine
months ended September 30, 2018.

On December 22, 2017, the U.S. government enacted comprehensive tax legislation commonly referred to as the Tax
Cuts and Jobs Act, or the Tax Act. The Tax Act makes broad and complex changes to the U.S. tax code. On December
22,2017, the U.S. Securities and Exchange Commission Staff, or SEC Staff, issued guidance in Staff Accounting
Bulletin No. 118, or SAB 118, to address certain fact patterns where the accounting for changes in tax laws or tax
rates under ASC Topic 740 is incomplete upon issuance of an entity's financial statements for the reporting period in
which the Tax Act is enacted. As permitted in SAB 118, in 2017, the Company took a measurement period approach
and reported certain provisional amounts, based on reasonable estimates, for certain tax effects in which the
accounting under ASC 740 is incomplete. Such provisional amounts are subject to adjustment during a limited
measurement period, not to extend one year beyond the tax law enactment date, until the accounting under ASC 740 is
complete. The Company also made required supplemental disclosures in the notes to the 2017 consolidated financial
statements to accompany the provisional amounts, including the reasons for the incomplete accounting, the additional
information or analysis that is needed, and other information relevant to why the Company was not able to complete
the accounting required under ASC 740 in a timely manner. For adjustments to previously reported provisional
amounts made in the three and nine months ended September 30, 2018, refer to Note 10. Additional adjustments to
such reported provisional amounts could result in a material adverse impact to the Company's consolidated financial
position and results of operations in 2018.

In February 2018, the FASB issued ASU No. 2018-02, Reclassification of Certain Tax Effects from Accumulated
Other Comprehensive Income. The amendments in this update allow a reclassification from accumulated other
comprehensive income to retained earnings for stranded tax effects resulting from the Tax Act. The amendments in
this update are effective for the Company beginning in fiscal 2019, including interim periods. Early adoption is
permitted. The amendments should be applied either in the period of adoption or retrospectively to each period or
periods in which the effect of the change in the U.S. federal corporate income tax rate in the Tax Act is recognized.
The Company elected to early adopt this guidance in the three months ended March 31, 2018. The adoption of this
guidance did not have a material impact on the Company's consolidated financial position and results of operations for
the three and nine months ended September 30, 2018.
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In March 2018, the FASB issued ASU No. 2018-05, Income Taxes (Topic 740): Amendments to SEC Paragraphs
Pursuant to SEC Staff Accounting Bulletin No. 118. The amendments in this update amend the SEC paragraphs
included in Topic 740 to be consistent with the guidance in SAB 118, which the Company adopted in the three months
ended December 31, 2017, as described above.

In June 2018, the FASB issued ASU No. 2018-07, Compensation—Stock Compensation (Topic 718): Improvements to
Nonemployee Share-Based Payment Accounting, to expand the scope of Topic 718 to include share-based payment
transactions for acquiring goods and services from nonemployees. As a result, the accounting for share-based payment
awards to nonemployees and employees will be substantially aligned by eliminating the need to measure nonemployee
share-based awards at fair value on the earlier of performance commitment date or date performance is complete. Both
employee and nonemployee share-based awards are now measured at grant-date fair value. The amendments in this
update are effective for the Company beginning with fiscal year 2019, including interim periods, with early adoption
permitted, but no earlier than the

12
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Company's adoption of Topic 606. The Company elected to early adopt the amendments in this update as of July 1,
2018, with the cumulative effect of the change recorded against accumulated deficit as of July 1, 2018. As the
Company's nonemployee share-based awards are not significant, such adoption did not have a material impact on the
Company's consolidated accumulated deficit as of July 1, 2018.

Recently Issued Accounting Pronouncements

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842). The amendments in this update require a
lessee to recognize in the statement of financial position a liability to make lease payments (the lease liability) and a
right-of-use asset representing its right to use the underlying asset for the lease term for all leases with terms greater
than twelve months. For leases less than twelve months, an entity is permitted to make an accounting policy election
by class of underlying asset not to recognize lease assets and lease liabilities. If a lessee makes this election, it should
recognize lease expense for such leases generally on a straight-line basis over the lease term. The Company intends to
make this election. Also, in July 2018, the FASB issued ASU No. 2018-11, Leases (Topic 842): Targeted
Improvements, to provide an additional transition method. An entity can now elect not to present comparative
financial information under Topic 842 if it recognizes a cumulative-effect adjustment to retained earnings upon
adoption. The Company also intends to make this election. The amendments in these update are effective for the
Company for fiscal years beginning with fiscal year 2019, including interim periods within those years, with early
adoption permitted. The Company has performed a preliminary assessment of the impact of the adoption of the
amendments in these updates on the Company's consolidated financial position and results of operations for the
Company's leases, which primarily consist of facility leases. Based on that assessment, the Company has determined
that the right-of-use asset and lease liability, which is measured at the present value of future lease payments, are
expected to have a material impact on the Company's consolidated financial position. In addition, through the
adoption date, the Company will complete its inventory of its leases and finalize its assessment of the impact of the
adoption of Topic 842.

In January 2017, the FASB issued ASU No. 2017-04, Intangibles—Goodwill and Other (Topic 350): Simplifying the
Test for Goodwill Impairment, to simplify the subsequent measurement of goodwill by eliminating Step 2 from the
goodwill impairment test. An entity no longer will determine goodwill impairment by calculating the implied fair
value of goodwill by assigning the fair value of a reporting unit to all of its assets and liabilities as if the reporting unit
had been acquired in a business combination. Instead, under the amendments in this update, an entity should perform
its annual, or interim, goodwill impairment test by comparing the fair value of a reporting unit with its carrying
amount. The Board also eliminated the requirements for any reporting unit with a zero or negative carrying amount to
perform a qualitative assessment and, if it fails that qualitative test, to perform Step 2 of the goodwill impairment test.
The amendments in this update are effective for the Company beginning with fiscal year 2020, including interim
periods, with early adoption permitted for interim or annual goodwill impairment tests performed on testing dates after
January 1, 2017. The adoption of the amendments in this update is not expected to have a material impact on the
Company's consolidated financial position and results of operations.

In July 2018, the FASB issued ASU No. 2018-09, Codification Improvements, to clarify the Codification and prevent
unintended application of the guidance. An amendment to ASC 718-740, Compensation—Stock Compensation—Income
Taxes, clarifies that excess tax benefits should be recognized in the period in which the amount of the deduction is
determined. The transition and effective date guidance is based on the facts and circumstances of each amendment.

The amendment identified above will be effective for the Company beginning with fiscal year 2019. The adoption of

the amendments in this update is not expected to have a material impact on the Company's consolidated financial
position and results of operations.
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In July 2018, the FASB issued ASU No. 2018-10, Codification Improvements to Topic 842, Leases, to clarify on how
to apply certain aspects of the new lease accounting standard. The amendments in this update, among other things,
better articulates the requirement for a lessee's reassessment of lease classification as of the effective date of a
modification, clarifies that a change to an index or rate for variable lease payments does not constitute a resolution of
a contingency that would result in the remeasurement of lease payments, and requires entities that apply Topic 842
retrospectively to each reporting period and do not adopt the practical expedients to write off any prior unamortized
initial direct costs that do not meet the definition under Topic 842 to equity. The amendments in this update have the
same effective date and transition requirements as the new lease standard summarized above. The Company is
currently in the process of evaluating the impact of adoption of Topic 842 on the Company’s consolidated financial
position and results of operations as stated above.

In August 2018, the FASB issued ASU No. 2018-13, Fair Value Measurement (Topic 820): Disclosure Framework—
Changes to the Disclosure Requirements for Fair Value Measurement, to improve the fair value measurement
reporting of financial instruments. The amendments in this update require, among other things, added disclosure of the
range and weighted

13
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average of significant unobservable inputs used to develop Level 3 fair value measurements. The amendments in this
update eliminate, among other things, disclosure of the reasons for and amounts of transfers between Level 1 and
Level 2 for assets and liabilities that are measured at fair value on a recurring basis and an entity's valuation processes
for Level 3 fair value measurements. The amendments in this update will be effective for the Company beginning with
fiscal year 2020, with early adoption permitted. Retrospective application is required for all amendments in this
update except the added disclosures, which should be applied prospectively. The adoption of the amendments in this
update is not expected to have a material impact on the Company's consolidated financial position and results of
operations.

In August 2018, the FASB issued ASU No. 2018-15, Intangibles- Goodwill and Other—Internal-Use Software (Subtopic
350-40): Customer's Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement That is a
Service Contract, to provide additional guidance on the accounting for costs of implementing cloud computing
arrangements that are service contracts. The amendments in this update require the capitalization of implementation
costs during the application development stage of such hosting arrangements and amortization of the expense over the
term of the arrangement including any option to extend reasonably certain to be exercised or option to terminate
reasonably certain not to be exercised. Capitalized implementation costs and amortization thereof are also required to
be classified in the same line item in the statements of financial position, operations and cash flows associated with
the hosting service fees. The amendments in this update will be effective for the Company beginning with fiscal year
2020, with early adoption permitted. Entities may select retrospective or prospective application to all implementation
costs incurred after the adoption date. The adoption of the amendments in this update is not expected to have a
material impact on the Company's consolidated financial position and results of operations.

2. Net Income (Loss) Per Share

Basic earnings per share, or EPS, is calculated by dividing net income (loss) by the weighted-average number of
common shares outstanding for the period, without consideration for common stock equivalents. Diluted EPS is
computed by dividing net income by the weighted-average number of common shares outstanding for the period and
the weighted-average number of dilutive common stock equivalents outstanding for the period determined using the
treasury-stock method. For purposes of this calculation, common stock options, restricted stock units and restricted
stock awards are considered to be common stock equivalents and are only included in the calculation of diluted EPS
when their effect is dilutive. In periods in which the Company has a net loss, dilutive common stock equivalents are
excluded from the calculation of diluted EPS.

The table below presents the computation of basic and diluted EPS:

Three Months Nine Months
Ended September  Ended September
30, 30,

2018 2017 2018 2017
(in thousands, except per share amounts)

Numerator:

Net income (loss) $(13,935) $(9,167) $(26,510) $10,261
Denominator:

Weighted average common shares outstanding—basic 68,742 66,712 68,256 65,950
Dilutive common stock equivalents — — — 3,541

Weighted average common shares outstanding—diluted8,742 66,712 68,256 69,491

Net income (loss) per share:

Basic $(0.20 ) $(0.14 ) $(0.39 ) $0.16

Diluted $(0.20 ) $(0.14 ) $(0.39 ) $0.15

For the three months ended September 30, 2018 and 2017, the Company incurred a net loss and accordingly excluded
common stock equivalents for outstanding stock-based awards, which represented all potentially dilutive securities, of
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3.8 million and 4.5 million, respectively, from the calculation of diluted net loss per share due to their anti-dilutive
nature.

For the nine months ended September 30, 2018, the Company also incurred a net loss and accordingly excluded 3.7
million common stock equivalents for outstanding stock-based awards, which represented all potentially dilutive
securities, from the calculation of diluted net loss per share as the impact was anti-dilutive. For the nine months ended
September 30, 2017, the Company excluded 1.1 million of common stock equivalents for outstanding stock-based
awards from the calculation of diluted net income per share due to their anti-dilutive nature.
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3. Business Combinations
Acquisition of Exar Corporation

On May 12, 2017, pursuant to the March 28, 2017 Agreement and Plan of Merger, Eagle Acquisition Corporation, a
Delaware corporation and wholly-owned subsidiary of MaxLinear, merged with and into Exar Corporation, or Exar,
with Exar surviving as a wholly owned subsidiary of MaxLinear. Under this Agreement and Plan of Merger, the
Company agreed to acquire all of Exar's outstanding common stock for $13.00 per share in cash. MaxLinear also
assumed certain of Exar's stock-based awards in the merger. MaxLinear paid aggregate cash consideration of $688.1
million including $12.7 million of cash paid to settle certain stock-based awards that were not assumed by MaxLinear
in the merger. The Company funded the transaction with cash from the balance sheet of the combined companies,
including $235.8 million of cash from Exar, and the net proceeds of approximately $416.8 million from $425.0
million of new transaction debt (Note 8). The Company also assumed a purchase agreement that includes an
indemnification obligation from Exar related to a November 9, 2016 business unit divestiture by Exar (Note 13).

In the nine months ended September 30, 2018, the Company made updates to estimates of certain tax-related assets
acquired and liabilities assumed with a corresponding net increase to goodwill of $0.3 million related to this
acquisition (Note 5). The Company has completed its purchase price allocation accounting associated with this
acquisition.

Acquisition of Certain Assets and Assumption of Certain Liabilities of the G.hn business of Marvell Semiconductor,
Inc.

On April 4, 2017, the Company consummated the transactions contemplated by a share and asset acquisition
agreement with Marvell Semiconductor, Inc., or Marvell, to purchase certain assets and assume certain liabilities of
Marvell’s G.hn business, including its Spain legal entity, for aggregate cash consideration of $21.0 million. The
Company also hired certain employees of the G.hn business outside of Spain and assumed employment obligations of
the Spanish entity acquired, which is now a subsidiary of MaxLinear. The acquired assets and assumed liabilities,
together with the employees who joined MaxLinear and its subsidiaries as a result of the transaction, represent a
business as defined in ASC 805, Business Combinations. The Company has integrated the acquired assets and
employees into its existing business.

4. Restructuring Activity

From time to time, the Company approves and implements restructuring plans as a result of acquisitions, internal
resource alignment, and cost saving measures. Such restructuring plans include vacating certain leased facilities,
terminating employees, and cancellation of contracts.

The following table presents the activity related to the restructuring plans, which is included in restructuring charges

in the consolidated statements of operations:
Three Months Nine Months
Ended Ended
September 30, September 30,
2018 2017 2018 2017
(in thousands)

Employee separation expenses $440 $1,689 $711 $7,685

Lease related charges (credits) (315 ) 351 1,279 901

Other 111 138 111 138
$236 $2,178 $2,101 $8,724
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Included in employee separation expenses for the three and nine months ended September 30, 2017 is $0.4 million
and $4.9 million of incremental stock-based compensation from the acceleration of certain stock-based awards we
assumed from Exar due to change in control provisions upon termination or diminution of authority of former Exar
executives and other severance-related charges of $1.3 million and $2.8 million for the three and nine months ended
September 30, 2017, respectively.

Lease related charges for the three months ended September 30, 2018 related to adjustments to the net present value of
the remaining lease obligation on the cease-use date from exiting certain facilities. Lease related charges for the nine
months ended September 30, 2018 primarily related to exiting certain facilities, including impairment of leasehold
improvements of $0.7 million. Total sublease income related to leased facilities the Company ceased using was
approximately $0.6 million and
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$1.7 million for the three and nine months ended September 30, 2018, respectively. Sublease income for such
facilities was approximately $0.5 million and $1.6 million for the three and nine months ended September 30, 2017,
respectively.
The following table presents a roll-forward of the Company's restructuring liability for the nine months ended
September 30, 2018. The restructuring liability is included in accrued expenses and other current liabilities in the
consolidated balance sheets.

Employleease

Separatielated Other Total

Expens€harges

(in thousands)
Balance as of December 31,2017 $239 $2,693 $107 $3,039

Restructuring charges 711 1,279 111 2,101
Cash payments (720 ) (1,456 ) (6 ) (2,182)
Non-cash items 93 ) (855 ) (106) (1,054)

Balance as of September 30, 2018 $137 $1,661 $106 $1,904
5. Goodwill and Intangible Assets
Goodwill

Goodwill arises from the acquisition method of accounting for business combinations and represents the excess of the
purchase price over the fair value of the net assets and other identifiable intangible assets acquired. The fair values of
net tangible assets and intangible assets acquired are based upon preliminary valuations and the Company's estimates
and assumptions are subject to change within the measurement period (potentially up to one year from the acquisition
date). During the nine months ended September 30, 2018, the Company adjusted its allocation of purchase price for
the acquisition of Exar related to updates to estimates of certain tax-related assets acquired and liabilities assumed
with a corresponding net increase in goodwill of $0.3 million.

The following table presents the changes in the carrying amount of goodwill:
Carrying
Amount
(in
thousands)
Balance as of December 31, 2017 $237,992
Adjustments 338
Balance as of September 30, 2018 $ 238,330

The Company performs an annual goodwill impairment assessment on October 31st each year, using a two-step
quantitative assessment. Step one is the identification of potential impairment. This involves comparing the fair value
of each reporting unit, which the Company has determined to be the entity itself, with its carrying amount, including
goodwill. If the fair value of a reporting unit exceeds the carrying amount, the goodwill of the reporting unit is
considered not impaired and the second step of the impairment test is unnecessary. If the carrying amount of a
reporting unit exceeds its fair value, the second step of the impairment test is performed to measure the amount of
impairment loss, if any.

In addition to its annual review, the Company performs a test of impairment when indicators of impairment are
present. During the nine months ended September 30, 2018 and 2017, no indications of impairment of the Company's
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goodwill balances were identified and, as a result, no goodwill impairment was recognized.
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Acquired Intangibles

Finite-lived Intangible Assets

The following table sets forth the Company’s finite-lived intangible assets resulting from business acquisitions and
other purchases, which continue to be amortized:

September 30, 2018 December 31, 2017
Weighted Gross Net Gross Net
Average _ Carrying Accurr?ula‘ted Carrying Carrying AccumulaFed Carrying
Useful Life Amortization Amortization
] Amount Amount Amount Amount
(in Years)
(in thousands)
Licensed technology 3.7 $2,070  $(995 ) $1,075  $2,070  $ (575 ) $1,495
Developed technology 6.9 238,961 (65,755 ) 173,206 241,561 (39,252 ) 202,309
Trademarks and trade names 6.1 13,800 (3,687 ) 10,113 13,800 (1,992 ) 11,808
Customer relationships 4.6 121,100 (48,400 ) 72,700 121,100 (26,661 ) 94,439
Non-compete covenants 3.0 1,100 (781 ) 319 1,100 (506 ) 594
6.1 $377,031 $(119,618 ) $257,413 $379,631 $ (68,986 ) $310,645

The following table sets forth amortization expense associated with finite-lived intangible assets, which is included in
the consolidated statements of operations as follows:
Three Months Nine Months
Ended September Ended September
30, 30,
2018 2017 2018 2017
(in thousands) (in thousands)
Cost of net revenue $8,979 $7.907 $26,935 $16,851
Research and development 33 137 117 412
Selling, general and administrative 7,994 9,924 23,982 20,067
$17,006 $17,968 $51,034 $37,330

Amortization of finite-lived intangible assets in cost of net revenue in the consolidated statements of operations results
primarily from acquired developed technology.

The following table sets forth the activity during the nine months ended September 30, 2018 related to finite-lived
intangible assets resulting from amortization and impairment losses:
Carrying
Amount
(in
thousands)
Balance as of December 31, 2017 $310,645
Amortization (51,034 )
Impairment losses (2,198 )
Balance as of September 30, 2018 $257,413

The Company regularly reviews the carrying amount of its long-lived assets subject to depreciation and amortization,
as well as the related useful lives, to determine whether indicators of impairment may exist that warrant adjustments to
carrying values or estimated useful lives. An impairment loss is recognized when the sum of the expected future
undiscounted net cash flows is less than the carrying amount of the asset. Should impairment exist, the impairment
loss is measured based on the excess of the carrying amount of the asset over the asset’s fair value. Impairment losses
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related to finite-lived intangible assets for the three and nine months ended September 30, 2018 were $2.2 million and
related to developed technology acquired from Exar.
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The following table presents future amortization of the Company’s finite-lived intangible assets at September 30, 2018:

Amount

(in

thousands)
2018 (3 months) $ 16,913
2019 56,819
2020 55,954
2021 55,171
2022 37,641
Thereafter 34,915
Total $257,413

Indefinite-lived Intangible Assets
As of September 30, 2018 and December 31, 2017, total indefinite-lived intangible assets, which consist of acquired
in-process research and development, were $4.4 million.

The Company performs its annual assessment of indefinite-lived intangible assets on October 31 each year or more
frequently if events or changes in circumstances indicate that the asset might be impaired utilizing a qualitative test as
a precursor to the quantitative test comparing the fair value of the assets with their carrying amount. Based on the
qualitative test, if it is more likely than not that indicators of impairment exists, the Company proceeds to perform a
quantitative analysis. During the nine months ended September 30, 2018, no indicators of impairment were identified
and, as a result, no IPR&D impairment losses were recorded. In the nine months ended September 30, 2017, the
Company recognized IPR&D impairment losses of $2.0 million related to a single IPR&D project of Exar, which was
abandoned.

6. Financial Instruments
The composition of financial instruments is as follows:

ggptem}ﬁrecember
2018 31, 2017

(in thousands)
Assets
Interest rate swap $2,452 $ 734
The fair value of the Company’s financial instrument is the amount that would be received in an asset sale or paid to
transfer a liability in an orderly transaction between unaffiliated market participants and is recorded using a
hierarchical disclosure framework based upon the level of subjectivity of the inputs used in measuring assets and
liabilities. The levels are described below:
Level 1: Quoted prices (unadjusted) in active markets that are accessible at the measurement date for assets or
liabilities.
Level 2: Observable prices that are based on inputs not quoted on active markets, but corroborated by market data.
Level 3: Unobservable inputs are used when little or no market data is available.
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The Company classifies its financial instrument within Level 2 of the fair value hierarchy on the basis of models
utilizing market observable inputs. The interest rate swap has been valued on the basis of valuations provided by
third-party pricing services, as derived from standard valuation or pricing models. The pricing services may use
market-based observable inputs for the interest rate swap over the term of the swap, including one month
LIBOR-based yield curves and have been classified as Level 2. The Company reviews Level 2 inputs and fair value
for reasonableness and the values may be further validated by comparison to independent pricing sources. In addition,
the Company reviews third-party pricing provider models, key inputs and assumptions and understands the pricing
processes at its third-party providers in determining the overall reasonableness of the fair value of its Level 2 financial
instruments. The Company also considers the risk of nonperformance by assessing the swap counterparty's credit risk
in the estimate of fair value of the interest rate swap. As of September 30, 2018 and December 31, 2017, the Company
has not made any adjustments to the valuations obtained from its third-party pricing providers.
The following table presents a summary of the Company’s financial instruments that were measured at fair value on a
recurring basis and the related level of the fair value hierarchy:

Fair Value Measurements

Quoted Prices

" Sionificant
Act v‘%{ Significant
ther
agﬁgts Unobservable
servable
forI uts Inputs
Ide%t“ %LAjsets (Level 3)
(Le e‘f
1)
(in thousands)

Interest rate swap, September 30, 2018 $2,452 $ —$ 2,452 $ —
Interest rate swap, December 31,2017 $734 $-$ 734 $ —

Balance

The following table summarizes activity for the interest rate swap:
Nine Months Ended
September 3eptember 30,
2018 2017
(in thousands)

Interest rate swap asset

Beginning balance $ 734 $ —
Unrealized gain included in other comprehensive income 1,718 —
Ending balance $ 2,452 $ —

There were no transfers between Level 1, Level 2 or Level 3 financial instruments in the nine months ended
September 30, 2018 and 2017.
Financial Instruments Not Recorded at Fair Value on a Recurring Basis

Some of the Company’s financial instruments are not measured at fair value on a recurring basis but are recorded at
amounts that approximate fair value due to their liquid or short-term nature. Such financial assets and financial
liabilities include: cash and cash equivalents, restricted cash, net receivables, certain other assets, accounts payable,
accrued price protection liability, accrued expenses, accrued compensation costs, and other current liabilities.

The Company’s long-term debt is not recorded at fair value on a recurring basis, but is measured at fair value for
disclosure purposes (Note 8).
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7. Balance Sheet Details
Cash, cash equivalents and restricted cash consist of the following:

ggf) tembelSecember

2018 31,2017

(in thousands)
Cash and cash equivalents $67,185 $71,872
Short-term restricted cash 349 1,476
Long-term restricted cash 709 1,064

Total cash, cash equivalents and restricted cash $68,243 $ 74,412

As of September 30, 2018 and December 31, 2017, the Company has restricted cash of $1.1 million and $2.5 million,
respectively. The cash is restricted in connection with guarantees for certain import duties and office leases.
Inventory consists of the following:

ggptembef)ecember
2018 31,2017

(in thousands)
Work-in-process $20,992 $ 21,823
Finished goods 20,765 31,611
$41,757 $53,434
Property and equipment, net consists of the following:
Useful Life SeptemberDecember
(in Years) 30,2018 31,2017
(in thousands)

Furniture and fixtures 5 $2.085 $2,105
Machinery and equipment 3-5 34,550 33,462
Masks and production equipment 2 12,631 11,470
Software 3 5,686 4,695
Leasehold improvements 1-5 16,096 14,340
Construction in progress N/A 593 639
71,641 66,711
Less accumulated depreciation and amortization (52,228 ) (44,053 )

$19,413 $22,658

Depreciation expense for the three months ended September 30, 2018 and 2017 was $2.8 million and $3.4 million,
respectively. Depreciation expense for the nine months ended September 30, 2018 and 2017 was $8.9 million and $9.2
million, respectively.
Deferred revenue and deferred profit consist of the following:
Seenemeber
3031,
202817
(in
thousands)
Deferred revenue—rebates $-3$156
Deferred revenue—distributor transactions —5,341
Deferred cost of net revenue—distributor transactions— (1,135 )
$-$4,362
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() Due to the adoption of ASC 606 using the modified retrospective method, prior period amounts have not been
adjusted to reflect the change to recognize certain distributor sales upon sale to the distributor, or the sell-in method,
from recognition upon
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the Company's sale to the distributors’ end customers, or the sell-through method, which required the deferral of
revenue and profit on such distributor sales.
Accrued price protection liability consists of the following activity:
Nine Months
Ended September
30,
2018 2017
(in thousands)
Beginning balance $21,571 $15,176
Charged as a reduction of revenue 25,848 36,256
Reversal of unclaimed rebates 2,412 ) (70 )

Payments (30,589 ) (23,133)
Ending balance $14,418 $28,229
Accrued expenses and other current liabilities consist of the following:
SeptembeDecember
30, 31,
2018  2017M
(in thousands)
Accrued technology license payments $4,500 $4,500
Accrued professional fees 1,342 1,497
Accrued engineering and production costs 696 2,378
Accrued restructuring 1,904 3,039
Accrued royalty 943 1,206
Accrued leases—other 1,178 1,105
Accrued customer credits 1,253 2,667
Income tax liability 6,828 —
Customer contract liabilities 151 —

Accrued obligations to customers for price adjustments 6,158 —

Accrued obligations to customers for stock rotation rights 1,020 —

Other 1,507 3914
$27,480 $20,306

() Due to the adoption of ASC 606 using the modified retrospective method, prior period amounts have not been

adjusted to include customer contract liabilities and accrued obligations to customers for price adjustments and stock
rotation rights, which are now required to be estimated and disclosed at the time of sale.
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8. Debt and Interest Rate Swap

Debt

The carrying amount of the Company's long-term debt consists of the following:
September IDecember 31,
2018 2017
(in thousands)

Principal $277,000 $ 355,000

Less:

Unamortized debt discount (1,705 ) (1,930 )

Unamortized debt issuance costs (4,825 ) (5,461 )
Net carrying amount of long-term debt 270,470 347,609
Less: current portion of long-term debt — —
Long-term debt, non-current portion ~ $270,470 $ 347,609
On May 12, 2017, the Company entered into a credit agreement with certain lenders and a collateral agent in
connection with the acquisition of Exar (Note 3). The credit agreement provides for an initial secured term B loan
facility, or the “Initial Term Loan,” in an aggregate principal amount of $425.0 million. The credit agreement permits
the Company to request incremental loans in an aggregate principal amount not to exceed the sum of $160.0 million
(subject to adjustments for any voluntary prepayments), plus an unlimited amount that is subject to pro forma
compliance with certain secured leverage ratio and total leverage ratio tests. Incremental loans are subject to certain
additional conditions, including obtaining additional commitments from the lenders then party to the credit agreement
or new lenders.

Loans under the credit agreement bear interest, at the Company’s option, at a rate equal to either (i) a base rate equal to
the highest of (x) the federal funds rate, plus 0.50%, (y) the prime rate then in effect and (z) an adjusted LIBOR rate
determined on the basis of a one- three- or six-month interest period, plus 1.0% or (ii) an adjusted LIBOR rate, subject
to a floor of 0.75%, in each case, plus an applicable margin of 2.50% in the case of LIBOR rate loans and 1.50% in
the case of base rate loans. Commencing on September 30, 2017, the Initial Term Loan will amortize in equal
quarterly installments equal to 0.25% of the original principal amount of the Initial Term Loan, with the balance
payable on the maturity date. The Initial Term Loan has a term of seven years and will mature on May 12, 2024, at
which time all outstanding principal and accrued and unpaid interest on the Initial Term Loan must be repaid. The
Company is also required to pay fees customary for a credit facility of this size and type.

The Company is required to make mandatory prepayments of the outstanding principal amount of term loans under
the credit agreement with the net cash proceeds from the disposition of certain assets and the receipt of insurance
proceeds upon certain casualty and condemnation events, in each case, to the extent not reinvested within a specified
time period, from excess cash flow beyond stated threshold amounts, and from the incurrence of certain indebtedness.
The Company has the right to prepay its term loans under the credit agreement, in whole or in part, at any time
without premium or penalty, subject to certain limitations and a 1.0% soft call premium applicable during the first six
months of the loan term. The Company exercised its right to prepay and made aggregate prepayments of principal of
$148.0 million from origination through September 30, 2018.

The Company’s obligations under the credit agreement are required to be guaranteed by certain of its domestic
subsidiaries meeting materiality thresholds set forth in the credit agreement. Such obligations, including the
guaranties, are secured by substantially all of the assets of the Company and the subsidiary guarantors pursuant to a
security agreement with the collateral agent.

The credit agreement contains customary affirmative and negative covenants, including covenants limiting the ability
of the Company and its restricted subsidiaries to, among other things, incur debt, grant liens, undergo certain
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fundamental changes, make investments, make certain restricted payments, and sell assets, in each case, subject to
limitations and exceptions. As of September 30, 2018, the Company was in compliance with such covenants. The
credit agreement also contains customary events of default that include, among other things, certain payment defaults,
cross defaults to other indebtedness, covenant defaults, change in control defaults, judgment defaults, and bankruptcy
and insolvency defaults. If an event of default exists, the lenders may require immediate payment of all obligations
under the credit agreement, and may
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exercise certain other rights and remedies provided for under the credit agreement, the other loan documents and
applicable law.

As of September 30, 2018 and December 31, 2017, the weighted average effective interest rate payable on the
long-term debt was approximately 4.6% and 4.1%, respectively.

The debt is carried at its principal amount, net of unamortized debt discount and issuance costs, and is not adjusted to
fair value each period. The issuance date fair value of the liability component of the debt in the amount of $398.5
million was determined using a discounted cash flow analysis, in which the projected interest and principal payments
were discounted back to the issuance date of the term loan at a market interest rate for nonconvertible debt of 4.6%,
which represents a Level 3 fair value measurement. The debt discount of $2.1 million and debt issuance costs of $6.0
million are being amortized to interest expense using the effective interest method from the issuance date through the
contractual maturity date of the term loan of May 12, 2024.

During the three and nine months ended September 30, 2018, the Company recognized total amortization of debt
discount and debt issuance costs of $0.3 million and $0.9 million, respectively, to interest expense. During the three
and nine months ended September 30, 2017, the Company recognized total amortization of debt discount and debt
issuance costs of $0.3 million and $0.5 million, respectively, to interest expense.

The approximate fair value of the term loan as of September 30, 2018 and December 31, 2017 was $265.8 million and
$360.0 million, respectively, which was estimated on the basis of inputs that are observable in the market and which is
considered a Level 2 measurement method in the fair value hierarchy.

As of September 30, 2018 and December 31, 2017, the remaining principal balance on the term loan was $277.0
million and $355.0 million, respectively. The remaining principal balance is due on May 12, 2024 at the maturity date
on the term loan.

Interest Rate Swap

In November 2017, the Company entered into a fixed-for-floating interest rate swap with an amortizing notional
amount to swap a substantial portion of variable rate LIBOR interest payments under its term loans for fixed interest
payments bearing an interest rate of 1.74685%. The Company's outstanding debt is still subject to a 2.5% fixed
applicable margin during the term of the loan. The interest rate swap is designated as a cash flow hedge of a portion of
floating rate interest payments on long-term debt and effectively fixes the interest rate on a substantial portion of the
Company’s long-term debt at approximately 4.25%. Accordingly, the Company applies cash flow hedge accounting to
the interest rate swap and it is recorded at fair value as an asset or liability and the effective portion of changes in the
fair value of the interest rate swap, as measured quarterly, are reported in other comprehensive income (loss). As of
September 30, 2018 and December 31, 2017, the fair value of the interest rate swap asset was $2.5 million and $0.7
million (Note 6), respectively, and is included in other long-term assets in the consolidated balance sheets. The
increase in fair value related to the interest rate swap asset included in other comprehensive income for the nine
months ended September 30, 2018 was $1.7 million. The decrease in fair value for the three months ended

September 30, 2018 included in other comprehensive income was $0.01 million. The interest rate swap expires

in October 2020 and the total $1.7 million of unrealized gain recorded in accumulated other comprehensive income

at September 30, 2018 is not expected to be recorded against interest expense over the next twelve months.

9. Stock-Based Compensation and Employee Benefit Plans

Employee Stock-Based Benefit Plans

At September 30, 2018, the Company had stock-based compensation awards outstanding under the following plans:
the 2004 Stock Plan, the 2010 Equity Incentive Plan, as amended, or 2010 Plan, the 2010 Employee Stock Purchase
Plan, or ESPP, and plans under which equity incentive awards were assumed in connection with the acquisitions of
Entropic in 2015 and Exar Corporation in 2017. Refer to the Company’s Annual Report for a summary of the
Company's stock-based compensation and equity plans as of December 31, 2017. There have been no material
changes to the terms of the Company's equity incentive plans during the nine months ended September 30, 2018. All
current stock awards are issued under the 2010 Plan and ESPP.
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As of September 30, 2018, the number of shares of common stock available for future issuance under the 2010 Plan
was 13,287,501 shares. As of September 30, 2018, the number of shares of common stock available for future
issuance under the ESPP was 2,254,806 shares.
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Stock-Based Compensation
The Company recognizes stock-based compensation in the consolidated statements of operations, based on the
department to which the related employee reports, as follows:

Three Months Nine Months

Ended Ended September

September 30, 30,

2018 2017 2018 2017

(in thousands) (in thousands)

Cost of net revenue $131 $93  $357  $231
Research and development 4,726 4,337 13,554 11,841
Selling, general and administrative 3,070 2,965 9,798 7,911
Restructuring — 401 — 4,915

$7,927 $7,796 $23,709 $24,898
The total unrecognized compensation cost related to unvested restricted stock units and restricted stock awards as of
September 30, 2018 was $60.6 million, and the weighted average period over which these equity awards are expected
to vest is 2.76 years. The total unrecognized compensation cost related to unvested stock options as of September 30,
2018 was $5.5 million, and the weighted average period over which these equity awards are expected to vest is 2.92
years.
Restricted Stock Units and Restricted Stock Awards
The Company calculates the fair value of restricted stock units based on the fair market value of the Company's
common stock on the grant date. Stock based compensation is recognized over the vesting period using the
straight-line method.
A summary of the Company’s restricted stock unit and restricted stock award activity is as follows:

gﬁ;lezer of Weighted-Average
(in Grant-Date Fair
thousands) Value per Share

Outstanding at December 31,2017 3,183 $ 20.13

Granted 2,362 19.42

Vested (1,342 ) 18.57

Canceled (488 ) 20.71

Outstanding at September 30, 2018 3,715 20.18

Employee Stock Purchase Rights and Stock Options

The Company uses the Black-Scholes valuation model to calculate the grant-date fair value of employee stock
purchase rights and stock options. Stock based compensation expense is recognized over the vesting period using the
straight-line method.

Employee Stock Purchase Rights

During the nine months ended September 30, 2018, there were 151,840 shares of common stock purchased under the
ESPP at a weighted average price of $16.14.

The fair values of employee stock purchase rights were estimated using the Black-Scholes option pricing model at
their respective grant date using the following assumptions:

Nine Months
Ended
September 30,
2018
Weighted-average grant date fair value per share $ 5.37
Risk-free interest rate 2.09 %
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The risk-free interest rate assumption was based on the United States Treasury’s rates for U.S. Treasury zero-coupon
bonds with maturities similar to those of the expected term of the award being valued. The assumed dividend yield
was based on the Company’s expectation of not paying dividends in the foreseeable future. The expected term is the
duration of the offering period for each grant date. In addition, the estimated volatility incorporates the historical
volatility over the expected term based on the Company's daily closing stock prices.

Stock Options
A summary of the Company’s stock options activity is as follows:
Number
of _ _ Aggregate
. Weighted-Avera§éeighted-Average Contractual Term Intrinsic
Options . . . .
(in Exercise Price (in years) Value (in
thousands) thousands)
Outstanding at December 31, 2017 3,069 $ 8095
Granted 335 18.40
Exercised (285 ) 7.76
Canceled (83 ) 16.69
Outstanding at September 30, 2018 3,036 $ 9.9 2.30 $ 30,982
Vested and expected to vest at
September 30, 2018 2,998 $ 9.79 2.26 $ 30,896
Exercisable at September 30, 2018 2,506 $ 832 1.52 $29,502

The fair values of stock options were estimated using the Black-Scholes option pricing model on the grant date using
the following assumptions:

Nine Months
Ended
September 30,
2018
Weighted-average grant date fair value per share $ 8.14
Risk-free interest rate 2.76 %
Dividend yield — %
Expected life (in years) 5.51
Volatility 44.30 %

The risk-free interest rate assumption was based on the United States Treasury’s rates for U.S. Treasury zero-coupon
bonds with maturities similar to those of the expected term of the award being valued. The assumed dividend yield
was based on the Company’s expectation of not paying dividends in the foreseeable future. The weighted-average
expected life of options was calculated using the simplified method as prescribed by guidance provided by the SEC.
This decision was based on the lack of historical data due to the Company’s limited number of stock option exercises
under the 2010 Equity Incentive Plan. In addition, the estimated volatility incorporates the historical volatility of the
Company.

The intrinsic value of stock options exercised was $0.1 million and $0.9 million in the three months ended
September 30, 2018 and 2017, respectively. The intrinsic value of stock options exercised was $4.0 million and $15.2
million in the nine months ended September 30, 2018 and 2017, respectively.

Cash received from exercise of stock options was $0.1 million and $1.1 million during the three months ended

September 30, 2018 and 2017, respectively. Cash received from exercise of stock options was $1.3 million and $7.1
million during the nine months ended September 30, 2018 and 2017, respectively.
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The tax benefit from stock options exercised was $1.2 million and $0.9 million during the three months ended
September 30, 2018 and 2017, respectively. The tax benefit from stock options exercised was $3.7 million and $11.2
million during the nine months ended September 30, 2018 and 2017, respectively.
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Employee Incentive Bonus

The Company settles a majority of bonus awards for its employees, including executives, in shares of common stock
under the 2010 Equity Incentive Plan. When bonus awards are settled in common stock issued under the 2010 Equity
Incentive Plan, the number of shares issuable to plan participants is determined based on the closing price of the
Company's common stock as determined in trading on the New York Stock Exchange on a date approved by the
Board of Directors. In connection with the Company's bonus programs, in February 2018, the Company issued 0.3
million freely-tradable shares of the Company's common stock in settlement of bonus awards to employees, including
executives, for the 2017 performance period. At September 30, 2018, the Company has an accrual of $6.5 million for
bonus awards for employees for year-to-date achievement in the 2018 performance period. The Company's
compensation committee retains discretion to effect payment in cash, stock, or a combination of cash and stock.

10. Income Taxes

The provision for income taxes primarily relates to projected federal, state, and foreign income taxes. To determine
the quarterly provision for income taxes, the Company uses an estimated annual effective tax rate, which is generally
based on expected annual income and statutory tax rates in the various jurisdictions in which the Company operates.
In addition, the tax effects of certain significant or unusual items are recognized discretely in the quarter during which
they occur and can be a source of variability in the effective tax rates from quarter to quarter.

The Company utilizes the asset and liability method of accounting for income taxes, under which deferred taxes are
determined based on temporary differences between the financial statement and tax basis of assets and liabilities using
tax rates expected to be in effect during the years in which the temporary differences reverse. The Company records a
valuation allowance to reduce its deferred taxes to the amount it believes is more likely than not to be realized. In
making such determination, the Company considers all available positive and negative evidence quarterly, including
scheduled reversals of deferred tax liabilities, projected future taxable income, tax planning strategies, and recent
financial performance. Forming a conclusion that a valuation allowance is not required is difficult when there is
negative evidence such as cumulative losses in recent years. Based upon the Company's review of all positive and
negative evidence, the Company released the valuation allowance against certain of its federal deferred tax assets
during the three months ended June 30, 2017. The Company continues to have a valuation allowance on its state
deferred taxes, certain of its federal deferred tax assets, and certain foreign deferred tax assets in jurisdictions where
the Company has cumulative losses or otherwise is not expected to utilize certain tax attributes. The Company does
not incur expense or benefit in certain tax free jurisdictions in which it operates.

The Company recorded an income tax benefit of $2.1 million in the three months ended September 30, 2018 and an
income tax benefit of $6.3 million for the three months ended September 30, 2017. The Company recorded an income
tax provision of $7.3 million for the nine months ended September 30, 2018 and an income tax benefit of $33.8
million for the nine months ended September 30, 2017.

The income tax provision in the nine months ended September 30, 2018 primarily relates to the mix of pre-tax income
among jurisdictions (including the effects of certain intercompany royalty payments), excess tax benefits related to
stock-based compensation, and release of uncertain tax positions under ASC 740-10.

The income tax benefit in the nine months ended September 30, 2017 primarily relates to the release of the federal
valuation allowance during the three months ended June 30, 2017.

Income tax positions must meet a more-likely-than-not threshold to be recognized. Income tax positions that
previously failed to meet the more-likely-than-not threshold are recognized in the first subsequent financial reporting
period in which that threshold is met. Previously recognized tax positions that no longer meet the more-likely-than-not
threshold are derecognized in the first financial reporting period in which that threshold is no longer met. The
Company records potential penalties and interest accrued related to unrecognized tax benefits within the consolidated
statements of income as income tax expense.
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During the nine months ended September 30, 2018, the Company’s unrecognized tax benefits increased by $0.5
million. The Company does not expect its unrecognized tax benefits to change significantly over the next 12 months.
Accrued interest and penalties associated with uncertain tax positions as of September 30, 2018 were approximately
$0.8 million and $0.2 million, respectively.

The Company is subject to federal and state income tax in the United States and is also subject to income tax in
various states and foreign tax jurisdictions. At September 30, 2018, the Company’s tax years for 2013, 2012, and 2009
and forward are
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subject to examination by federal, state, and foreign tax authorities, respectively. The Company is under a routine
compliance review by the Inland Revenue Authority of Singapore for its 2016 and 2017 tax years. In addition, the
Company is currently under examination by the California Franchise Tax Board for the 2014 and 2015 tax years. The
Company does not expect these examinations or reviews to have a material effect on the Company's consolidated
financial position or results of operations. However, certain of the Company's state tax attribute carryforwards, which
currently have a full valuation allowance, could be reduced.

In April 2017, the Company's subsidiary in Singapore began operating under certain tax incentives in Singapo