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Part 1. Financial Information

Item 1. Condensed Consolidated Financial Statements

Applied Optoelectronics, Inc. and Subsidiaries

CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited, in thousands, except per share data)

March December
31,2015 31,2014

ASSETS

Current Assets

Cash and cash equivalents $9,909 $32,175
Restricted cash 1,048 509
Short-term investments 8,190 8,189
Accounts receivable - trade, net 29,962 31,589
Inventories 43,565 33,780
Notes receivable 651 980
Prepaid expenses and other current assets 7,814 6,017
Total current assets 101,139 113,239
Cash restricted for construction in progress 8,993

Property, plant and equipment, net 69,512 64,808
Land use rights, net 920 930
Intangible assets, net 3,828 3,833
Other assets, net 1,823 860
TOTAL ASSETS $186,215 $183,670

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities

Current portion of notes payable and long-term debt $18,721  $9,591
Accounts payable 25,301 30,799
Bank acceptance payable 1,445 1,271
Accrued liabilities 6,318 6,940
Total current liabilities 51,785 48,601
Notes payable and long-term debt, less current portion 18,773 19,057
Other long term liabilities 750 1,000
TOTAL LIABILITIES 71,308 68,658

Stockholders' equity (deficit):
Preferred Stock: 5,000 shares authorized; no shares issued and outstanding at March 31, 2015
and December 31, 2014, $0.001 par value
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Common Stock: 45,000 shares authorized; 14,893 shares issued and outstanding at March 31,
2015, $0.001 par value; 14,824 shares issued and outstanding at December 31, 2014, $0.001
par value

Additional paid-in capital 192,705 192,112
Accumulated other comprehensive gain 1,902 1,925
Accumulated deficit (79,715) (79,040 )
TOTAL STOCKHOLDERS' EQUITY 114,907 115,012
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $186,215 $183,670

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Applied Optoelectronics, Inc. and Subsidiaries
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited, in thousands, except share and per share data)

Three months ended Mar

31,

2015 2014
Revenue, net $30,234 $24.859
Cost of goods sold 20,183 16,206
Gross profit 10,051 8,653
Operating expenses
Research and development 4,805 3,546
Sales and marketing 1,559 1,333
General and administrative 5,003 3,554
Total operating expenses 11,367 8,433
Income (loss) from operations (1,316 ) 220
Other income (expense)
Interest income 74 79
Interest expense (125 ) (162 )
Other expense, net 692 27 )
Total other income (expense) 641 (110 )
Income (loss) before income taxes (675 ) 110
Income taxes - (25 )
Net income (loss) $(675 ) $85
Net income (loss) per share
Basic $(0.05 ) $0.01
Diluted $(0.05 ) $0.01
Weighted average shares used to compute net income (loss) per share
Basic 14,844,211 12,792,322
Diluted 14,844,211 13,787,580

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Applied Optoelectronics, Inc. and Subsidiaries
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(Unaudited, in thousands)

Three

months

ended March

31,

2015 2014
Net income (loss) $(675) $85
Foreign currency translation adjustment, net of tax (23 ) (279)
Comprehensive loss $(698) $(194)

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Applied Optoelectronics, Inc. and Subsidiaries

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited, in thousands)

Operating activities:
Net income (loss)

Adjustments to reconcile net income (loss) to net cash used in operating activities:

Provision for obsolete inventory

Depreciation and amortization

Loss on disposal of assets

Share-based compensation and warrant expense
Changes in operating assets and liabilities:
Accounts receivable

Bank acceptance receivable

Inventory

Other current assets

Accounts payable

Accrued liabilities

Net cash used in operating activities

Investing activities:

Purchase of short-term investments

Change in restricted cash for construction in progress
Purchase of property, plant and equipment
Proceeds from disposal of equipment

Deposits and deferred charges

Purchase of intangible assets

Net cash used in investing activities

Financing activities:

Proceeds from issuance of notes payable and long-term debt
Principal payments of long-term debt and notes payable
Proceeds from line of credit borrowings
Repayments of line of credit borrowings
Proceeds from bank acceptance payable
Repayments of bank acceptance payable
Repayments of notes payable

Increase in restricted cash

Exercise of stock options

Proceeds from common stock offering, net

Net cash provided by financing activities

Effect of exchange rate changes on cash

Net increase (decrease) in cash

Three months ended

March 31,
2015 2014
$675 ) $85

565 272
2,034 1,239
10 (1 )
516 489
1,643 (1,829 )
326 -
(10,543) (4,822 )
(1,764 ) (46 )
(5,263 ) 4,298
47 ) (406 )
(13,798) (721 )
G1r ) -
(8,993 )_ -
(6,333 ) (5,647 )
- 12

96 ) @ )
(94 ) (3,065 )
(16,407) (8,708 )
- 3,150
G ) 26 )
25,091 5,788
(16,253)  (14,954)
1,267 2,307
(1,086 ) (1,940 )
250 ) (250 )
537 ) (73 )
77 107

- 45,671
8,215 39,780
276 ) 54
(22,266) 30,405
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Cash and cash equivalents at beginning of period 32,175
Cash and cash equivalents at end of period $9,909
Supplemental disclosure of cash flow information:

Cash paid for:

Interest $136
Income taxes $75
Non-cash investing and financing activities:

Purchase of intangible assets with notes payable $-

22,006
$52,411

$164
$26

$3,000

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Applied Optoelectronics, Inc. and Subsidiaries
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Note 1. Description of Business

Business Overview

Applied Optoelectronics, Inc., or AOI, was originally incorporated in Texas in February of 1997 and then converted to
a Delaware corporation in March of 2013. AOI together with its wholly-owned subsidiaries are collectively referred to
as the Company. The Company is a leading, vertically integrated provider of fiber-optic networking products,
primarily for three networking end-markets: cable television, fiber-to-the-home and internet data centers. The
Company designs and manufactures a wide range of optical communications products at varying levels of integration,
from components, subassemblies and modules to complete turn-key equipment.

The Company has manufacturing and research and development facilities in all three of its locations, located in the
U.S., Taiwan and China. At its corporate headquarters and manufacturing facilities in Sugar Land, Texas, the
Company primarily manufactures lasers and laser components and performs research and development activities for
laser component products. The Company operates a division in Taipei, Taiwan that primarily manufactures
transceivers for both the data center and fiber-to-the-home (“FTTH”) markets and performs research and development
activities for the transceiver products. The Company operates in Ningbo, China through its wholly-owned subsidiary
Prime World International Holdings, Ltd. (incorporated in the British Virgin Islands), the sole parent of Global
Technology, Inc. (incorporated in the People’s Republic of China). Through Global Technology, the Company
primarily manufactures Cable TV Broadband (“CATV”) systems and equipment and performs research and
development activities for the CATV products.

Interim Financial Statements

The condensed consolidated financial statements of the Company, as of March 31, 2015 and December 31, 2014 and

for the three months ended March 31, 2015 and March 31, 2014, have been prepared in accordance with the

instructions on Form 10-Q pursuant to the rules and regulations of the Securities and Exchange Commission (“SEC”). In
accordance with those rules and regulations, the Company has omitted certain information and notes normally

provided in the Company’s annual consolidated financial statements. In the opinion of management, the condensed
consolidated financial statements contain all adjustments, except as otherwise noted, necessary for the fair

11
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presentation of the Company’s financial position and results of operations for the periods presented. The year-end
condensed balance sheet data was derived from audited financial statements, but does not include all disclosures

required by U.S. generally accepted accounting principles (“GAAP”). These condensed consolidated financial
statements should be read in conjunction with the Consolidated Financial Statements and Notes thereto included in the
Company’s Annual Report on Form 10-K (“Annual Report”) for the fiscal year ended December 31, 2014. The results of
operations for the three months ended March 31, 2015 are not necessarily indicative of the results expected for the

entire fiscal year. All significant intercompany accounts and transactions have been eliminated.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the amounts reported. Actual results could differ from those estimates in the consolidated
financial statements and accompanying notes. Significant estimates and assumptions that impact these financial
statements and the accompanying notes relate to, among other things, allowance for doubtful accounts, valuation
allowances for deferred tax assets, inventory reserve, share-based compensation expense, estimated useful lives of
property and equipment, and taxes.

Note 2. Significant Accounting Policies

There have been no changes in the Company’s significant accounting policies for the three months ended March 31,
2015, as compared to the significant accounting policies described in its Annual Report.

Recent accounting pronouncements

In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update ("ASU") No.
2014-09, Revenue from Contracts with Customers (“ASU 2014-09”). The standard provides companies with a single
model for use in accounting for revenue arising from contracts with customers and supersedes current revenue
recognition guidance, including industry-specific revenue guidance. The core principle of the model is to recognize
revenue when control of the goods or services transfers to the customer, as opposed to recognizing revenue when the
risks and rewards transfer to the customer under the existing revenue guidance. ASU 2014-09 is effective for annual
reporting periods beginning after December 15, 2016. Early adoption is not permitted. The guidance permits
companies to either apply the requirements retrospectively to all prior periods presented, or apply the requirements in
the year of adoption, through a cumulative adjustment. The Company is in the process of evaluating the impact of
adoption on its consolidated financial statements.

12
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Note 3. Fair Value of Financial Instruments

The following table presents a summary of the Company’s financial instruments measured at fair value on a recurring
basis for the periods indicated (in thousands):

As of March 31, 2015 As of December 31, 2014

(Level (Level (Level (Level (Level (Level

1 2) 3) Total 1 2) 3) Total
Assets:
Cash and cash equivalents $9,909 $- $ — $9909 $32,175 $- $ - $32,175
Restricted cash 10,041 — - 10,041 509 — — 509
Short term investments 8,190 - - 8,190 8,189 — — 8,189
Notes receivable - 651 - 651 - 980 - 980
Total assets $28,140 $651 $ — $28,791 $40,873 $980 $ — $41,853
Liabilities:
Bank acceptance payable - 1,445 - 1,445 - 1,271 — 1,271
Total liabilities $- $1,445 $ - $1445 $- $1,271 ' $ - $1,271

The carrying value amounts of accounts receivable, prepaid expenses and other current assets, borrowings from our
credit facility, accounts payable, accrued expenses and other current liabilities approximate fair value because of the
short-term maturity of these instruments.

Note 4. Earnings Per Share

Basic net income (loss) per share has been computed using the weighted-average number of shares of common stock
outstanding during the period. Diluted net income (loss) per share has been computed using the weighted-average
number of shares of common stock and dilutive potential common shares from stock options, restricted stock
units/awards and warrants outstanding during the period. In periods with net losses, normally dilutive shares become
anti-dilutive, and therefore for those periods basic and dilutive earnings per share are the same.

The following table sets forth the computation of the basic and diluted net loss per share for the periods indicated (in
thousands, except per share amounts):

Three months
ended March 31,

13
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2015 2014
Numerator:
Net income (loss) $675 ) $85
Denominator:
Weighted average shares used to compute net income (loss) per share
Basic 14,844 12,792
Effective of dilutive options and warrants - 996
Diluted 14,844 13,788
Net income (loss) per share
Basic $(0.05 ) $0.01
Diluted $(0.05 ) $0.01

14
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The following potentially dilutive securities were excluded from the computation of diluted net income (loss) per
share as their effect would have been anti-dilutive (in thousands):

Three
months
ended
March 31,
2015 2014
Employee stock options 412 -
Restricted stock units/awards 4 -
416 —

Note 5. Inventory

Inventories consist of the following for the periods indicated (in thousands):

g/iarch December
2015 31,2014

Raw materials $16,615 $ 16,243

Work in process 20,964 13,379

Finished goods 5,986 4,158
$43,565 $33,780

The lower of cost or market adjustment expensed for inventory for the three months ended March 31, 2015 and 2014
was $0.6 million and $0.3 million, respectively.

Note 6. Property, Plant & Equipment

Property, plant and equipment consisted of the following for the periods indicated (in thousands):

March  December
31,2015 31,2014
Land improvements $103 $103
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Building and improvements 25,056 16,196
Machinery and equipment 65,384 61,529
Furniture and fixtures 1,974 1,938
Computer equipment and software 5,372 4,712
Transportation equipment 272 270

98,161 84,748
Less accumulated depreciation and amortization  (35,519) (32,412 )
62,642 52,336

Construction in progress 5,769 11,371
Land 1,101 1,101
Property, plant and equipment, net $69,512  $64,808

For the three months ended March 31, 2015 and 2014, depreciation expense of property, plant and equipment was
$1.9 million and $1.2 million, respectively.

Note 7. Intangible Assets

Intangible assets consisted of the following for the periods indicated (in thousands):

March 31, 2015

Gross Accumulated Intangible

Amountamortization assets, net
Patents $5,062 $ (1,239 ) $ 3,823
Trademarks 14 9 ) 5
Total intangible assets 5,076 (1,248 ) 3,828

16
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December 31, 2014

Gross Accumulated Intangible

Amountamortization assets, net
Patents $4,968 $ (1,141 ) $ 3,827
Trademarks 14 (8 ) 6
Total intangible assets 4,982 (1,149 ) 3,833

For the three months ended March 31, 2015 and 2014, amortization expense for intangible assets, included in general
and administrative expenses on the income statement, was $100,000 and $69,000, respectively. The remaining
weighted average amortization period for intangible assets is approximately 10 years.

In 2014 the Company acquired an intangible asset from an unrelated company in the form of a license to various
patents related to transceiver product technology. The weighted-average amortization period for the license is 10
years.

Note 8. Notes Payable and Long-Term Debt

Notes payable and long-term debt consisted of the following for the periods indicated (in thousands):

March  December
31,2015 31,2014
Revolving line of credit with a U.S. bank up to $15,000 with interest at LIBOR plus 2.75%,
. 15,000 15,000
maturing July 15, 2017

Term loan with a U.S. bank with monthly payments of principal and interest at LIBOR plus

2.75%, maturing July 31, 2019 4,906 3,000
Revolving line of credit with a Taiwan bank up to $3,000 with interest based on the bank’s 2769 B
corporate interest rate index+ 1.5%, or 2.40% maturing on November 15, 2015 ’
Revolving line of credit with a Taiwan bank up to $4,000 with interest at LIBOR plus 1.2%
. 3,642 3,605
maturing on February 6, 2016
Revolving line of credit with a Taiwan bank up to $3,000 with interest at LIBOR plus 1.7%
. 2,351 -
maturing on February 6, 2016
Revolving line of credit with a Taiwan bank up to $4,000 with interest at Taiwan Time
Deposit Interest Rate Index plus 0.41% or LIBOR plus 1.28% maturing on November 27, 3,572 3,536
2015
Note payable to a finance company due in monthly installments with 4.95% interest, maturing
255 443
July 30, 2015
Revolving line of credit with a China bank up to $3,200 with interest ranged from 0.76% to ) 557 1.064
1.66%, which mature in April and May 2015 ’ ’
2,442 -

17
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Revolving line of credit with a China bank up to $7,200 with interest at 108% of China Prime
rate, or 5.79%, maturing March 17, 2016

Total

Less current portion

Long term portion

Bank Acceptance Notes Payable

Bank acceptance notes issued to vendors with a zero percent interest rate, a 30% guarantee
deposit of $434, and maturity dates ranging from April 2015 to September 2015

10

37,494 28,648
(18,721) (9,591
$18,773  $19,057

1,445 1,271

)

18
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The current portion of long-term debt is the amount payable within one year of the balance sheet date of March 31,
2015. The one-month LIBOR rate was 0.15% on March 31, 2015.

Maturities of notes payable and long-term debt are as follows for the future one-year periods ending March 31 (in
thousands):

2016 18,721
2017 16,132
2018 1,132
2019

thereafter 1,509
Total

outstanding 337,494

The loan and security agreement in the U.S. with East West Bank included a $15.0 million revolving line of credit
which matures on July 15, 2017. Also included with the same bank is a term loan of up to $5.0 million with monthly
payments of principal and interest that matures on July 31, 2019. The interest rate on these loans is the LIBOR
Borrowing Rate plus 2.75%. As of March 31, 2015, $15.0 million was outstanding under the revolving line of credit
and $4.9 million was outstanding under the term loan.

On January 26, 2015, the Company entered into a construction loan agreement with East West Bank for up to $22.0
million dollars to finance the construction of its campus expansion plan in Sugar Land, Texas. The loan will have a
fifteen month draw down period with monthly interest payments commencing on February 26, 2015 and ending April
26, 2016. Thereafter, the entire outstanding principal balance shall be converted to a sixty-nine month term loan with
principal and interest payments due monthly amortized over three hundred months. The first principal and interest
payment is due on May 26, 2016 and will continue the same day of each month thereafter. The final principal and
interest payment is due on January 26, 2022 and will include all unpaid principal and all accrued and unpaid interest.
The Company may pay without penalty all or a portion of the amount owed earlier than due. Under the loan
agreement, the loan bears interest, at an annual rate based on the one-month LIBOR Borrowing Rate plus 2.75%. As
of March 31, there were no amounts outstanding under this loan agreement.

The loan and security agreements with East West Bank require the Company to maintain certain financial covenants,
including a minimum current ratio and minimum annual EBITDA. As of March 31, 2015, the Company was in
compliance with all covenants contained in these agreements.

On January 6, 2015, the Company’s Taiwan location entered into a Credit Facility with CTBC Bank Co. Ltd. in Taipei,
Taiwan for 90 million New Taiwan dollar ($3.0 million USD), one year revolving credit facility. Its obligations under
the Credit Facility are unsecured. Borrowings under the Credit Facility will bear interest at a rate based on the Bank’s
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corporate interest rate index plus 1.5%, adjusted monthly. As of the execution of the Credit Facility the Bank’s
corporate interest rate swap index is 0.91%. As of March 31, 2015, $2.8 million was outstanding under this credit
facility.

On March 9, 2015, the Company’s Taiwan location renewed its $4.0 million, one year revolving credit facility
agreement, originally dated December 31, 2013, with E. Sun Commercial Bank. Its obligations under the credit
facility are secured by our $4.0 million cash deposit in a one-year CD with such bank and mature on February 6, 2016.
The revolving line of credit bears interest at a rate equal to 1.78% for New Taiwan dollar borrowings and LIBOR plus
2.0% and a 0.10% service fee for U.S. dollar borrowings. As of March 31, 2015, $3.6 million was outstanding under
this credit facility.

On March 9, 2015, the Company’s Taiwan location entered into an additional credit facility agreement with E. Sun
Commercial Bank for a $3.0 million, one year revolving, unsecured credit facility, maturing on February 6, 2016.
Borrowings under this credit facility will bear interest at a rate not less than the LIBOR borrowing rate plus 1.7%,
divided by 0.946, and will also incur a 0.5% service fee. As of March 31, 2015, there are $2.4 million outstanding
under this credit facility.

On March 25, 2015, the Company’s Taiwan location renewed its $4.0 million, one year revolving credit facility
agreement, originally dated December 31, 2013, with Mega International Commercial Bank. Obligations under the
credit facility are secured by a $4.0 million cash deposit in a one-year CD with such bank and mature on November
27, 2015. Borrowings under this credit facility will bear interest at a rate not less than the LIBOR borrowing rate plus
1.0%, divided by 0.946 for U.S. dollar borrowings, New Taiwan dollar borrowings interest will bear at a rate equal to
the Bank’s base lending rate plus 0.76% and all other currency borrowings interest will bear at a rate equal to the
Bank’s base lending rate plus 1.0% divided by 0.946. The current Bank base lending rate is 2.875%. As of March 31,
2015, $3.6 million was outstanding under this credit facility.

The Company’s Taiwan location had an outstanding note payable balance of $0.3 million with a financing company
that matures on July 31, 2015.

11
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As of March 31, 2015, the Company’s China subsidiary had credit facilities with China Construction Bank totaling
$10.4 million, one line is U.S. currency based and the other is RMB currency based. As of March 31, 2015, the
Company had a U.S. currency based loan of $2.6 million outstanding under various notes with three-month terms,
maturing from April 2015 to May 2015. There was $2.4 million outstanding under the RMB currency based credit
facility as of March 31, 2015, with a maturity date of March 17, 2016.

As of March 31, 2015, the Company had $32.1 million of unused borrowing capacity.

Note 9. Accrued Liabilities

Accrued liabilities consisted of the following for the periods indicated (in thousands):

March
31, December

o1 312014

Accrued payroll $3,160 $ 3,662
Accrued employee benefits 415 808

Accrued income taxes - 52
Accrued state and local taxes 150 330
Advance payments 761 528
Accrued product warranty 230 247
Accrued other 1,602 1,313

$6,318 $ 6,940

Note 10. Other Income and Expense

Other income and expense consisted of the following for the periods indicated (in thousands):

Three

months

ended

March 31,

2015 2014
Unrealized foreign exchange gain (loss) $43  $(185)
Realized foreign exchange gain (loss) 319 66
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Government subsidy income 199 80

Other non-operating gain (loss) 141 11

Gain (loss) on disposal of assets (10) 1
$692 $(27 )

Note 11. Share-Based Compensation

Equity Plans

The Company’s board of directors and stockholders approved the following equity plans:

-the 1998 Share Incentive Plan
-the 2000 Share Incentive Plan
-the 2004 Share Incentive Plan
-the 2006 Share Incentive Plan
-the 2013 Equity Incentive Plan (“2013 Plan”)

The Company issues stock options to employees, consultants and non-employee directors. Stock option awards
generally vest over a four year period and have a maximum term of ten years. Stock options under these plans have
been granted with an exercise price equal to the fair market value on the date of the grant. Nonqualified and Incentive
Stock Options, restrictive stock awards (“RSAs”) and restrictive stock units (“RSUs”) may be granted from these plans.
Prior to the Company’s initial public offering, the fair market value of the Company’s stock had been historically
determined by the board of directors and from time to time with the assistance of third party valuation specialists.

12
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Stock Options

Options have been granted to the Company’s employees under the five incentive plans and generally become
exercisable as to 25% of the shares on the first anniversary date following the date of grant and semi-annually
thereafter. All options expire ten years after the date of grant.

The following is a summary of option activity:

Weighted Weighted Weighted

Number Average Average Avera.ge' Aggf‘eg.ate
of . . Remaining Intrinsic
Exercise Fair
shares . Contractual Value
Price Value .
Life
Outstanding, December 31, 2014 1,423 8.96 448 - 3,486
Exercised (11 ) 7.05 3.59 - 50
Forfeited (16 ) 9.93 5.32 - 22
Outstanding, March 31, 2015 1,396 $ 8.96 $ 447 7.852 $ 6,869
Exercisable, March 31, 2015 687 $ 8.20 $ 3.69 7.357 $ 3,905
Vested and expected to vest 1,326 $ 8.91 $ 443 7.823 $ 6,592

As of March 31, 2015, there was approximately $3.2 million of unrecognized stock option expense, net of estimated
forfeitures, which is expected to be recognized over 2.37 years.

Restricted Stock Units/Awards

The following is a summary of RSU/RSA activity:

Number Weighted Aggregate
Average .
of . Intrinsic
Fair
shares Value
Value
Outstanding at December 31, 2014 21 18.22 238
Granted 123 8.94 1,105
Exercised/Released 1 3.59 16
Cancelled/Forfeited (2 ) 8.94 -
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Outstanding at March 31, 2015 143 $ 10.31 $ 1,992
Exercisable, March 31, 2015 17 $1820 $ 231
Vested and expected to vest 137 $ 10.35 $ 1,908

As of March 31, 2015 was $1.0 million of unrecognized compensation expense related to these RSU’s and RSA’s. This
expense is expected to be recognized over 3.81 years.

Share-Based Compensation

Employee share-based compensation expenses recognized for the periods indicated (in thousands):

Three
months
ended
March 31,
2015 2014
Share-Based compensation - by expense type
Cost of sales $16 $25
Research and development 53 25
Sales and marketing 50 23
General and administrative 397 416
$516 $489

13
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Three
months
ended
March 31,
2015 2014
Share-Based compensation - by award type
Employee stock options $385 $414
Restricted stock units/awards 131 73
Warrants - 2
$516 $489

Note 12. Stockholders’ Equity

Common Stock

The Company has authorized the issuance of up to 45,000,000 shares of common stock, all of which have been
designated voting common stock, under its Amended and Restated Certificate of Incorporation.

Convertible Preferred Stock

The Company has authorized the issuance of up to 5,000,000 shares of preferred stock under the Company’s Amended
and Restated Certificate of Incorporation.

Warrants

As of March 31, 2015 and December 31, 2014, the Company had no outstanding warrants to purchase common or
preferred stock, but approximately 30,000 outstanding as of March 31, 2014.

Public Offerings of Common Stock
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On September 25, 2013, our registration statement on Form S-1 for our initial public offering was declared effective
by the Securities and Exchange Commission. The offering commenced on September 26, and the Company sold

3.6 million shares of its common stock in its initial public offering at a price of $10.00 per share, providing proceeds
of $31.5 million, net of expenses and underwriting discounts and commissions. The Company’s initial public offering
closed on October 1, 2013.

On March 19, 2014, the Company sold 2.0 million shares of its common stock in a secondary offering at a price of
$24.25 per share, providing proceeds of $45.7 million, net of expenses and underwriting discounts and commissions.
The Company’s sale of 1.6 million shares in the secondary offering closed on March 25, 2014 and the Company’s sale
of an additional 0.4 million shares as a result of the underwriters’ exercise of their option to purchase additional shares
closed on March 28, 2014.

Note 13. Segment and Geographic Information

The Company operates in one reportable segment. The Company’s Chief Executive Officer, who is considered to be
the chief operating decision maker, manages the Company’s operations as a whole and reviews financial information
presented on a consolidated basis, accompanied by information about product revenue, for purposes of evaluating
financial performance and allocating resources.

The following tables set forth the Company’s revenue and asset information by geographic region. Revenue is
classified based on the location of where the product is manufactured. Long-lived assets in the tables below comprise
only property, plant, equipment and intangible assets (in thousands):

Three months

ended March 31,
2015 2014
Revenues:
United States $7,294  $5,137
Taiwan 18,341 14,340
China 4,599 5,382

$30,234 $24,859
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As of the period
ended

March December
31, 31,

2015 2014

Long-lived assets:

United States $19,074 $ 15,875

Taiwan 37,411 35,688

China 17,775 18,008
$74,260 $ 69,571

Note 14. Subsequent Events

On April 1, 2015, the Company’s Taiwan location entered into a comprehensive credit line agreement with the Taipei
branch of China Construction Bank, providing a revolving credit line of $10 million, maturing on April 1, 2016.
Borrowings under the credit line agreement are secured by a standby letter of credit issued by the China branch of the
bank under existing agreements between the bank and our China subsidiary. Borrowings under the credit line
agreement reduce the amounts available under the existing credit line between the bank and its China subsidiary and
cannot exceed 97% of the amount of the standby letter of credit issued by the China branch of the bank. Borrowings
under the credit line agreement will bear interest at a rate not less than LIBOR plus 1.5% for U.S. dollar borrowings
and at a rate of not less than Taiwan Interbank Offered Rate plus 0.9% for New Taiwan dollar borrowings.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with the unaudited condensed consolidated financial statements and the related notes thereto included
elsewhere in this Quarterly Report on Form 10-Q for the period ended March 31, 2015 and the audited consolidated
financial statements and notes thereto and management’s discussion and analysis of financial condition and results of
operations for the fiscal year ended December 31, 2014 included in our Annual Report on Form 10-K. References to

“Applied Optoelectronics” “we,” “our” and “us” are to Applied Optoelectronics, Inc. and its subsidiaries unless
otherwise specified or the context otherwise requires.

This Quarterly Report on Form 10-Q contains “forward-looking statements” that involve risks and uncertainties, as
well as assumptions that, if they never materialize or prove incorrect, could cause our results to differ materially from
those expressed or implied by such forward-looking statements. The statements contained in this Quarterly Report
that are not purely historical are forward-looking statements within the meaning of Section 27A of the Securities Act
of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. Terminology such as
“believe,” “may,” “might,” “objective,” “estimate,” “continue,” “anticipate,” “intend,” “should,” “plan,”
“expect,” “predict,” “potential,” “will” or the negative of these terms or other similar expressions is intended to
identify forward-looking statements.

”» € < ”» € FIINTS

We have based these forward-looking statements largely on our current expectations and projections about future
events and industry and financial trends that we believe may affect our financial condition, results of operations,
business strategy and financial needs. Such forward-looking statements are subject to risks, uncertainties and other
important factors that could cause actual results and the timing of events to differ materially from future results
expressed or implied by such forward-looking statements. Factors that could cause or contribute to such differences
include, but are not limited to, those identified in “Part Il —Item 1A. Risk Factors” provided below, and those discussed
in other documents we file with the SEC. Furthermore, such forward-looking statements speak only as of the date of

this Quarterly Report. Except as required by law, we undertake no obligation to update any forward-looking

statements to reflect events or circumstances after the date of this Quarterly Report.

Overview

We are a leading, vertically integrated provider of fiber-optic networking products, primarily for three networking
end-markets: internet data center, cable television, or CATV, and fiber-to-the-home, or FTTH. We design and
manufacture a range of optical communications products at varying levels of integration, from components,
subassemblies and modules to complete turn-key equipment. In designing products for our customers, we begin with
the fundamental building blocks of lasers and laser components. From these foundational products, we design and
manufacture a wide range of products to meet our customers’ needs and specifications, and such products differ from
each other by their end market, intended use and level of integration. We are primarily focused on the
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higher-performance segments within all three of our target markets, which increasingly demand faster connectivity
and innovation.

The three end markets we target are all driven by significant bandwidth demand fueled by the growth of
network-connected devices, video traffic, cloud computing and online social networking. To address this increased
bandwidth demand, CATYV and telecommunications service providers are competing directly against each other by
providing bundles of voice, video and data services to their subscribers and investing to enhance the capacity,
reliability and capability of their networks. The trend of rising bandwidth consumption also impacts the internet data
center market, as reflected in the shift to higher speed server connections. As a result of these trends, fiber-optic
networking technology is becoming essential in all three of our target markets, as it is often the only economic way to
deliver the desired bandwidth.

Our vertically integrated manufacturing model provides us several advantages, including rapid product development,
fast response times to customer requests and control over product quality and manufacturing costs. We design,
manufacture and integrate our own analog and digital lasers using a proprietary Molecular Beam Epitaxy, or MBE,
fabrication process, which we believe is unique in our industry. We manufacture the majority of the laser chips and
optical components that are used in our products. The lasers we manufacture are proven to be reliable over time and
highly tolerant of changes in temperature and humidity, making them well-suited to the CATV and FTTH markets
where networking equipment is often installed outdoors.

We have three manufacturing sites: Sugar Land, Texas, Ningbo, China and Taipei, Taiwan. Our research and
development functions are partnered with our manufacturing locations. In our U.S. facility, we manufacture laser
chips (utilizing our MBE process), subassemblies and components. The subassemblies are used in the manufacture of
components by our other manufacturing facilities or sold to third parties as modules. We manufacture our laser chips
only within our U.S. facility, where our laser design team is located. In our Taiwan location, we manufacture optical
components, such as our butterfly lasers, which incorporate laser chips, subassemblies and components manufactured
within our U.S. facility. In addition, in our Taiwan location, we manufacture transceivers for the internet data center,
FTTH, and other markets. In our China facility, we take advantage of lower labor costs and manufacture certain more
labor intensive components and optical equipment systems, such as optical subassemblies for the internet data center
market, CATV transmitters (at the headend) and CATV outdoor equipment (at the node). Each facility conducts
testing on the components, modules or subsystems it manufactures and each facility is certified to ISO 9001:2008.
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Our sales model focuses on direct engagement and close coordination with our customers to determine product design,
qualifications, and performance through coordination of our sales, product engineering and manufacturing teams. Our
strategy is to use our direct sales force to sell to key accounts within our markets, increasing product penetration
within those customers while also growing our overall customer base in certain international and domestic markets.
We have direct sales personnel in each of our U.S., Taiwan and China locations focusing on a direct and local
interaction with our CATV, FTTH and internet data center customers. Throughout our sales cycle, we work closely
with our customers to achieve design wins that we believe provide long-lasting relationships and promotes higher
customer retention.

We have grown our revenue at a 31.7% CAGR between 2009 and 2014, including 66.3% growth year-over-year from
2013 to 2014. Our revenue growth in 2014 was driven primarily by increasing revenue from our internet data center
customers. Growth in the first three months of 2015 has been driven primarily by increasing revenue from our internet
data center and CATV customers.

Our principal executive offices are located at 13115 Jess Pirtle Blvd., Sugar Land, TX 77478, and our telephone
number is (281) 295-1800.

Results of Operations

The following table set forth our consolidated results of operations for the periods presented and as a percentage of
our revenue for those periods.

Three months

ended March 31,

2015 2014
Revenue, net 100.0% 100.0%
Cost of goods sold 66.8%  65.2%
Gross profit 332%  34.8%
Operating expenses
Research and development 159%  14.3%
Sales and marketing 5.2% 5.4%
General and administrative 16.5%  14.3%
Total operating expenses 37.6%  33.9%
Income (loss) from operations -4.4% 0.9%
Other income (expense)
Interest income 0.2% 0.3%
Interest expense -0.4% -0.7%
Other expense, net 2.3% -0.1%
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Total other expense

Income (loss) before income taxes

Income taxes
Net income (loss)

Comparison of Financial Results

Revenue

We generate revenue through the sale of our products to equipment providers and network operators for the CATV,
FTTH and internet data center markets. We derive a significant portion of our revenue from our top ten customers,

2.1%
-2.2%
0.0%
-2.2%

-0.4%
0.4%
-0.1%
0.3%

and we anticipate that we will continue to do so for the foreseeable future. We also anticipate that our revenue derived

from the internet data center market will continue to increase as a percentage of our revenue as we further penetrate
and extend our products into this market. The following charts provide the revenue contribution from each of the

markets we served for the three months ended March 31, 2015 and 2014:

17

CATV
Data Center
FTTH
Other

Three months

ended March 31,

2015 2014
39.7%  39.2%
54.0%  46.6%
0.4% 8.9%
5.9% 5.3%
100.0% 100.0%
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Three months

ended March 31, Change

2015 2014 Amount %
CATV $12,014 $9,748 $2,266 23.2%
Data Center 16,316 11,575 4,741 41.0%
FTTH 122 2,216 (2,094) (94.5%)
Other 1,782 1,320 462 35.0%

Total Revenue $30,234 $24,859 $5,375 21.6%

Revenues in the internet data center market were driven primarily by increasing demand for our 40 gigabits per second
transceivers as our customers continued to upgrade their technology infrastructure. The decrease in revenue in our
FTTH market is due to decreased demand from our major FTTH customer. The increase in revenues in the CATV
market for the year was a result of continuing shipments of older products along with revenue derived from
newly-designed products that have begun to be sold in higher quantities by our customers.

For the three months ended March 31, 2015, our top ten customers represented 90.5% of our revenue.

Cost of goods sold and gross margin

Three months ended March 31,
2015 2014 Change
% of % of
Amount Revenue Amount Revenue Amount %
(in thousands, except percentages)
Cost of goods sold $20,183 66.8% $16,206 652% $3,977 24.5%
Gross margin 33.2% 34.8%

Cost of goods sold increased by $4.0 million, or 24.5%, from the three months ended March 31, 2014 to 2015,
primarily due to a 21.6% increase in sales over the prior year. Within our markets, we sell similar products in different
geographic regions at different prices, resulting in different gross margins among our products. The decrease in gross
margin was primarily the result of a product mix in our internet data center products.

Operating expenses

Three months ended March 31,
2015 2014 Change
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% of % of
Amount Revenue AmountRevenue Amount %
(in thousands, except percentages)

Research and development $4,805 159% $3,546 143% $1,259 35.5%
Sales and marketing
General and administrative
Total operating expenses

1,559 52% 1,333 5.4% 226 17.0%
5,003 16.5% 3,554 14.3% 1,449 40.8%
$11,367 37.6% $8,433 339% $2,934 34.8%
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Research and development expense

Research and development expense increased by $1.3 million, or 35.5%, from the three months ended March 31, 2014
compared to the three months ended March 31, 2015. This was primarily due to increases in personnel costs, rent and
utilities, R&D work orders and project costs related to WDM-PON products, 40G and 100G data center products and
other new product development, and increase in depreciation expense resulting from additional R&D equipment
investments.

Sales and marketing expense

Sales and marketing expense increased by $0.2 million, or 17.0%, from the three months ended March 31, 2014
compared to the three months ended March 31, 2015. This was due to an increase in personnel costs from additional
sales and marketing staff to better serve our customers, expenses for a new sales incentive program and an increase in
sales commissions directly related to our revenue growth.

General and administrative expense

General and administrative expense increased by $1.4 million, or 40.8%, from the three months ended March 31, 2014
compared to the three months ended March 31, 2015. This was primarily due to an increase in payroll and benefits,
share-based compensation expense and professional fees as well as non-recurring expenses related to the relocation of
our Taiwan plant.

Other income (expense), net

Three months ended March 31,

2015 2014 Change
% of % of

AmounfRevenue AmounfRevenue Amounfo

(in thousands, except percentages)

Interest income $74 0.2% $79 0.3% $G5 ) 63% )
Interest expense (125) ©04% ) 162) 0.7% ) 37 22.8% )
Other income (expense), net 692 2.3% 27 ) 0.1% ) 719 (2663.0%)

Total Other income (expense), net $641  2.1% $(110) (0.4% ) $751 (682.7% )
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Interest income decreased over the same prior year periods due to lower cash and investment balances.

Interest expense decreased overall for the periods due to the benefit of lower interest rates as well as lower loan
balances.

Other income (expense), net decreased by $0.7 million from the three months ended March 31, 2014 compared to the
three months ended March 31, 2015 due to unrealized foreign exchange gain resulting from the appreciation of Asia
currencies against the U.S. dollar compared to the same prior year period. We qualify as a high-tech enterprise in
China, as determined by the Chinese government, and are paid subsidies from time to time by the Chinese government
to foster local high-tech manufacturing. We received $0.1 million more subsidy in the three months ended March 31,
2015 as compared to the same period in 2014.

Provision for income taxes

Three months ended
March 31,
20152014 Change
(in thousands, except
percentages)

Provision (benefit) for income taxes $ —$25 (25) (100.0%)

Our income tax expense for the three months ended March 31, 2014 consists of U.S. alternative minimum tax
recorded during the periods. Due to historic losses in the U.S., our net deferred tax assets are fully offset by a deferred
tax valuation allowance.
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Liquidity and Capital Resources

From inception until our initial public offering, we financed our operations through private sales of equity securities,
cash generated from operations and from various lending arrangements. On October 1, 2013, we completed our initial
public offering, in which we issued and sold 3.6 million shares of our common stock at a public offering price of
$10.00 per share, providing proceeds of $31.5 million, net of underwriting discounts and commissions and offering
expenses. On March 25, 2014, we completed a secondary offering, in which we issued and sold 1.6 million shares of
our common stock at an offering price of $24.25 per share, and on March 28, 2014, we sold an additional 0.4 million
shares as a result of the underwriters’ exercise of their option to purchase additional shares, providing proceeds of
$45.7 million, net of underwriting discounts and commissions and offering expenses. As of March 31, 2015, our cash,
cash equivalents, restricted cash and short-term investments totaled $28.1 million. Cash and cash equivalents are held
for working capital purposes and are invested primarily in money market or time deposit funds. We do not enter into
investments for trading or speculative purposes.

The table below sets forth selected cash flow data for the periods presented (in thousands):

Three months

ended March 31,
2015 2014
Net cash used in operating activities $(13,798) $(971 )
Net cash used in investing activities (16,407) (8,708)
Net cash provided by financing activities 8,215 40,030

Effect of exchange rates on cash and cash equivalents (276 ) 54
Net increase (decrease) in cash and cash equivalents $(22,266) $30,405

Operating activities

For the three months ended March 31, 2015, net cash used in operating activities was $14.0 million. During the three
months ended March 31, 2015, we recorded a net loss of $0.7 million. The net loss incorporated non-cash charges,
including depreciation and amortization of $2.0 million, share-based compensation expenses of $0.5 million and
non-cash increases to our inventory reserve account of $0.6 million. Cash used in operating activities primarily related
to an increase in inventory related to sales orders, a decrease in accounts payable to our vendors and an increase in
prepaid and other current assets.

For the three months ended March 31, 2014, net cash used in operating activities was $1.0 million. During the three
months ended March 31, 2014, we recorded a $0.1 million net income. The net income incorporated non-cash
charges, including depreciation and amortization of $1.2 million, share-based compensation expenses of $0.5 million
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and non-cash increases to our inventory reserve account of $0.3 million. Cash used in operating activities primarily
related to an increase in accounts payable and an increase in accrued liabilities.

Investing activities

For the three months ended March 31, 2015, net cash used in investing activities was $6.0 million for the purchase of
additional machinery and equipment, for investment in construction of our U.S. plant expansion, offset by a decrease
in deferred charges.

For the three months ended March 31, 2014, net cash used in investing activities was $8.7 million for the purchase of
additional machinery and equipment and the payment for intellectual property licenses to support new product
development efforts and manufacturing activities.

Financing activities

Our financing activities consisted primarily of proceeds from the issuance of common stock and activity associated
with our various lending arrangements.

For the three months ended March 31, 2015, our financing activities used $0.8 million in cash. We repaid $8.9 million
in net borrowings associated with our bank loans and increased restricted cash of $9.5 million related to our U.S. plant
expansion project and bank loan requirements.

For the three months ended March 31, 2014, our financing activities provided $40.0 million in cash. We received
$45.7 million in net proceeds from a secondary offering of common stock. This increase was offset by the repayment
of $5.7 million in net borrowings associated with our bank loans.
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Loans and commitments

We have lending arrangements with several financial institutions, including a revolving line of credit and a term loan
with East West Bank in the U.S., lines of credit and financing agreements for our Taiwan location and several lines of
credit arrangements for our China subsidiary. As of March 31, 2015, we had $32.1 million of unused borrowing
capacity.

As of March 31, 2015, our loan and security agreement in the U.S. with East West Bank included a $15.0 million
revolving line of credit which matures on July 15, 2017. Also included with the same bank is a term loan of up to $5.0
million with monthly payments of principal and interest that matures on July 31, 2019. The interest rate on these loans
is the LIBOR Borrowing Rate plus 2.75%. As of March 31, 2015, we had $15.0 million outstanding under the
revolving line of credit and $4.9 million outstanding under the term loan.

On January 26, 2015, we entered into a construction loan agreement with East West Bank for up to $22.0 million
dollars to finance the construction of our campus expansion plan in Sugar Land, Texas. The loan will have a fifteen
month draw down period with monthly interest payments commencing on February 26, 2015 and ending April 26,
2016. Thereafter, the entire outstanding principal balance shall be converted to a sixty-nine month term loan with
principal and interest payments due monthly amortized over three hundred months. The first principal and interest
payment is due on May 26, 2016 and will continue the same day of each month thereafter. The final principal and
interest payment is due on January 26, 2022 and will include all unpaid principal and all accrued and unpaid interest.
We may pay without penalty all or a portion of the amount owed earlier than due. Under the loan agreement, the loan
bears interest, at an annual rate based on the one-month LIBOR Borrowing Rate plus 2.75%. As of March 31, there
were no amounts outstanding under this loan agreement.

Our loan and security agreements with East West Bank require us to maintain certain financial covenants, including a
minimum current ratio and minimum annual EBITDA. As of March 31, 2015, we were in compliance with all
covenants contained in these agreements.

On January 6, 2015, our Taiwan location entered into a Credit Facility with CTBC Bank Co. Ltd. in Taipei, Taiwan
for 90.0 million New Taiwan dollar ($3.0 million USD), one year revolving credit facility. Our obligations under the
Credit Facility are unsecured. Borrowings under the Credit Facility will bear interest at a rate based on the Bank’s
corporate interest rate index plus 1.5%, adjusted monthly. As of the execution of the Credit Facility the Bank’s
corporate interest rate swap index is 0.91%. As of March 31, 2015, $2.8 million was outstanding under this credit
facility.
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On March 9, 2015, our Taiwan location renewed its $4.0 million, one year revolving credit facility agreement,
originally dated December 31, 2013, with E. Sun Commercial Bank. Our obligations under the credit facility are
secured by our $4.0 million cash deposit in a one-year CD with such bank and mature on February 6, 2016. The
revolving line of credit bears interest at a rate equal to 1.78% for New Taiwan Dollar borrowings and LIBOR plus
2.0% and a 0.10% service fee for U.S. dollar borrowings. As of March 31, 2015, $3.6 million was outstanding under
this credit facility.

On March 9, 2015, our Taiwan location entered into an additional credit facility agreement with E. Sun Commercial
Bank for a $3.0 million, one year revolving, unsecured credit facility, maturing on February 6, 2016. Borrowings
under this credit facility will bear interest at a rate not less than the LIBOR borrowing rate plus 1.7%, divided by
0.946, and will also incur a 0.5% service fee. As of March 31, 2015, there are $2.4 million outstanding under this
credit facility.

On March 25, 2015, our Taiwan location renewed its $4.0 million, one year revolving credit facility agreement,
originally dated December 31, 2013, with Mega International Commercial Bank. Our obligations under the credit
facility are secured by our $4.0 million cash deposit in a one-year CD with such bank and mature on November 27,
2015. Borrowings under this credit facility will bear interest at a rate not less than the LIBOR borrowing rate plus
1.0%, divided by 0.946 for U.S. dollar borrowings, New Taiwan dollar borrowings interest will bear at a rate equal to
the Bank’s base lending rate plus 0.76% and all other currency borrowings interest will bear at a rate equal to the
Bank’s base lending rate plus 1.0% divided by 0.946. The current Bank base lending rate is 2.875%. As of March 31,
2015, $3.6 million was outstanding under this credit facility.

On April 1, 2015, our Taiwan location entered into a comprehensive credit line agreement with the Taipei branch of
China Construction Bank, providing a revolving credit line of $10 million, maturing on April 1, 2016. Borrowings
under the credit line agreement are secured by a standby letter of credit issued by the China branch of the bank under
existing agreements between the bank and our China subsidiary. Borrowings under the credit line agreement reduce
the amounts available under of the existing credit line between the bank and our China subsidiary and cannot exceed
97% of the amount of the standby letter of credit issued by the China branch of the bank. Borrowings under the credit
line agreement will bear interest at a rate not less than LIBOR plus 1.5% for US dollar borrowings and at a rate of not
less than Taiwan Interbank Offered Rate plus 0.9% for New Taiwan dollar borrowings.
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Our Taiwan location had an outstanding note payable balance of $0.3 million with a financing company that matures
on July 31, 2015.

As of March 31, 2015, our China subsidiary had credit facilities with China Construction Bank totaling $10.4 million,
one line is U.S. currency based and the other is RMB currency based. As of March 31, 2015, we had a U.S. currency
based loan of $2.6 million outstanding under various notes with three-month terms, maturing from April 2015 to May
2015. There was $2.4 million outstanding under the RMB currency based credit facility as of March 31, 2015, with a
maturity date of March 17, 2016.

A customary business practice in China is for customers to exchange accounts receivable with notes receivable issued
by their bank. From time to time we accept notes receivable from certain of our customers in China. These notes
receivable are non-interest bearing and are generally due within nine months, and such notes receivable may be
redeemed with the issuing bank prior to maturity at a discount. Historically, we have collected on the notes receivable
in full at the time of maturity.

Frequently, we also direct our banking partners to issue bank acceptance notes payable to our suppliers in China in
exchange for accounts payable. Our China subsidiary’s banks issue the notes to vendors and issue payment to vendors
upon redemption. We owe the payable balance to the issuing bank. The notes payable are non-interest bearing and are
generally due within nine months of issuance. As a condition of the notes payable lending arrangements, we are
required to keep a compensating balance at the issuing banks that is a percentage of the total notes payable balance
until the notes payable are paid by our China subsidiary. These balances are classified as restricted cash on our
consolidated balance sheets. As of March 31, 2015, our restricted cash related to these bank acceptance notes totaled
$0.4 million, and our outstanding bank acceptance notes payable was $1.4 million.

Future liquidity needs

We believe that our existing cash and cash equivalents, and cash flows from our operating activities, will be sufficient
to meet our anticipated cash needs for the next 12 months. Our future capital requirements will depend on many
factors including our growth rate, the timing and extent of spending to support our research and development efforts,
the expansion of our sales and marketing activities, the introduction of new and enhanced products, the expansion of
our manufacturing capacity and the continuing market acceptance of our products. In the event that additional
liquidity is required to meet our long-term investments, we may need to explore additional sources of liquidity by
additional bank credit facilities or raising capital through additional equity or debt financing. The sale of additional
equity or debt security could result in additional dilution to our stockholders, and its terms and prices may not be
acceptable to us. If we are unable to raise additional capital when desired, our business, operating results and financial
condition would be adversely affected.
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Contractual Obligations and Commitments

The following summarizes our contractual obligations as of March 31, 2015 (in thousands):

Payments due by period
Less More
Total than 1 1-3 3-5 than 5
Years Years
Year Years
Bank acceptance payable and long-term debt™)  $38,939 $20,166 $17,358 $1,415
Operating leases® 14,225 916 2,583 991 9,735
Total commitments $53,164 $21,082 $19,941 $2,406 $9,735

We have several loan and security agreements in China, Taiwan and the U.S. that provide various credit facilities,
(1)including lines of credit, term loans and bank acceptance notes. The amount presented in the table represents the
principal portion of the obligations.
(2)We have entered into various non-cancellable operating lease agreements for our offices in Taiwan and the U.S.

Off-Balance Sheet Arrangements

For the three months ended March 31, 2015, we did not, and we do not currently, have any off-balance sheet
arrangements.
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Critical Accounting Policies and Estimates

In our annual report on Form 10-K for the year ended December 31, 2014, we identified our most critical accounting
policies. In preparing the financial statements, we make assumptions, estimates and judgments that affect the amounts
reported. We periodically evaluate our estimates and judgments that are most critical in nature which are related to
revenue recognition under long-term construction contracts; allowance for doubtful accounts; inventory reserves;
impairment of long-lived assets (excluding goodwill and other indefinite-lived intangible assets); goodwill and other
indefinite-lived intangible assets; purchase price allocation of acquisitions; service and product warranties; and
income taxes. Our estimates are based on historical experience and on our future expectations that we believe are
reasonable. The combination of these factors forms the basis for making judgments about the carrying values of assets
and liabilities that are not readily apparent from other sources. Actual results are likely to differ from our current
estimates and those differences may be material.

JOBS Act

The Jumpstart Our Business Startups Act of 2012, or JOBS Act, contains provisions that, among other things, reduce
certain reporting requirements for qualifying public companies. As defined in the JOBS Act, a public company whose
initial public offering of common equity securities occurred after December 8, 2011 and whose annual gross revenues
are less than $1.0 billion will, in general, qualify as an “emerging growth company” until the earliest of:

_the last day of its fiscal year following the fifth anniversary of the date of its initial public offering of common equity
securities;

-the last day of its fiscal year in which it has annual gross revenue of $1.0 billion or more;

‘the date on which it has, during the previous three-year period, issued more than $1.0 billion in non-convertible debt;
and

the date on which it is deemed to be a “large accelerated filer,” which will occur at such time as the company (a) has
an aggregate worldwide market value of common equity securities held by non-affiliates of $700 million or more as
-of the last business day of its most recently completed second fiscal quarter, (b) has been required to file annual and
quarterly reports under the Exchange Act for a period of at least 12 months and (c) has filed at least one annual
report pursuant to the Securities Act of 1934, as amended.

Under this definition, we are an “emerging growth company” and could remain one until as late as December 31, 2018.
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As an “emerging growth company” we have chosen to rely on such exemptions and are therefore not required to, among
other things, (i) provide an auditor’s attestation report on our system of internal controls over financial reporting
pursuant to Section 404 of the Sarbanes-Oxley Act, (ii) provide all of the compensation disclosure that may be

required of non-emerging growth public companies under the Dodd-Frank Wall Street Reform and Consumer
Protection Act, (iii) comply with any requirement that may be adopted by the Public Company Accounting Oversight
Board, or PCAOB, regarding mandatory audit firm rotation or a supplement to the auditor’s report providing additional
information about the audit and the financial statements (auditor discussion and analysis) and (iv) disclose certain
executive compensation-related items such as the correlation between executive compensation and performance and
comparisons of the Chief Executive Officer’s compensation to median employee compensation.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

Market Risks

Market risk represents the risk of loss that may impact our financial statements through adverse changes in interest
rates, foreign exchange rates and inflation. Our market risk exposure results primarily from fluctuations in foreign
exchange rates. We manage our exposure to these market risks through our regular operating and financing activities.
We have not historically attempted to reduce our market risks through hedging instruments; we may, however, do so
in the future.

Interest Rate Fluctuation Risk

Our cash equivalents consisted primarily of money market funds, and interest and non-interest bearing bank deposits.
Our primary objective is to maintain the security of our principal balances and ensure liquidity. We attempt to
maximize the return on these balances without significantly increasing risk, but have little opportunity to do so given
the short-term nature of our investments and current interest rate environments. We do not anticipate any material
effect on our cash balances or investment portfolio due to fluctuations in interest rates.
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We are exposed to market risk due to the possibility of changing interest rates associated with certain debt
instruments. As of March 31, 2015, our U.S. debt bears a variable rate of interest that is based on LIBOR. The debt
subject to variable rates is subject to fluctuation in the LIBOR. As of March 31, 2015, the interest on our China debt
varied based on when each term loan is drawn. Once drawn the interest remains fixed for the term of that draw. As of
March 31, 2015, we had not hedged our interest rate risk.

With respect to our interest expense for the three months ended March 31, 2015, an increase of 1.0% in each of our
interest rates would have resulted in an increase of $0.4 million in our interest expense for such period.

Foreign Exchange Rates

We operate on an international basis with a portion of our revenue and expenses being incurred in currencies other
than the U.S. dollar. Fluctuations in the value of these foreign currencies in which we conduct our business relative to
the U.S. dollar affects our results and will cause U.S. dollar translation of such currencies to vary from one period to
another. We cannot predict the effect of exchange rate fluctuations upon our future operating results. The effect on our
results of operations from currency fluctuations is reduced, because we have revenue and expenses in each of these
foreign currencies. We maintain certain assets, including certain bank accounts, accounts receivables, land and
building, in RMB and the NT dollar, which are sensitive to foreign currency exchange rate fluctuations. Certain of our
current and long-term liabilities are denominated in these currencies. Additionally, the value of the RMB against the
U.S. dollar and other currencies fluctuates and is affected by, among other things, changes in political and economic
conditions in China. Under China’s current exchange rate regime, the RMB may appreciate or depreciate significantly
in value against the U.S. dollar in the medium to long term.

We use the U.S. dollar as our functional and reporting currency for our financial statements. All transactions in
currencies other than the U.S. dollar during the year are re-measured at the exchange rates prevailing on the respective
relevant dates of such transactions. Monetary assets and liabilities existing at the balance sheet date denominated in
currencies other than the U.S. dollar are re-measured at the exchange rates prevailing on such date. Exchange
differences are recorded in our consolidated income statement. The financial records of our China subsidiary and our
Taiwan location are maintained in their respective local currencies, the RMB and the NT dollar, which are the
functional currencies for our China subsidiary and our Taiwan location, respectively. Assets and liabilities are
translated at the exchange rates at the balance sheet date, equity accounts are translated at historical exchange rates
and revenues, expenses, gains and losses are translated using the average rate for the then current period using a
monthly average. Translation adjustments are reported as cumulative translation adjustments and are shown as a
separate component of accumulated other comprehensive income in our statement of stockholders’ equity (deficit) and
comprehensive income. Transaction gains and losses are recognized in our statements of operations in other income
(expense).
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During the three months ended March 31, 2015, 4.1% of our revenue was denominated in RMB and no revenue was
denominated in NT dollars. In the three months ended March 31, 2015, 15.8% of our operating expenses were
denominated in RMB and 33.3% of our operating expenses were denominated in NT dollars. Accordingly,
fluctuations in exchange rates directly affect our cost of goods sold and net income, and have a significant impact on
our operating margins. If exchange rates for RMB and NT dollars for U.S. dollars were 1% higher during the three
months ended March 31, 2015, our operating expenses would have been higher by $0.1 million.

As of March 31, 2015, we held the U.S. dollar equivalent of approximately $10.2 million in RMB and $0.8 million in
NT dollars, including cash and cash equivalents. With respect to our cash and cash equivalents as of March 31, 2015,
a 1.0% change in the exchange rates between the RMB and the U.S. dollar or the NT dollar and the U.S. dollar would
result in an immaterial change in our total cash and cash equivalents.

During the three months ended March 31, 2015 and 2014, we recognized a $0.4 million foreign currency transaction
gain.

Inflation

We believe that the relatively low rate of inflation in the U.S. over the past few years has not had a significant impact
on our sales or operating results or on the prices of raw materials. However, an increase in the rate of inflation in the
future may have an adverse effect on our levels of gross profit if material prices rise and if sales prices for our
products do not proportionately increase. Changes in the proportion of our operations in China or Taiwan may result
in the rate of inflation having a more significant impact on our operating results in the future.
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Item 4. Controls and Procedures

The term “disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act,
means controls and other procedures of a company that are designed to ensure that information required to be
disclosed by a company in the reports that it files or submits under the Exchange Act is recorded, processed,
summarized and reported, within the time periods specified in the SEC’s rules and forms. Disclosure controls and
procedures include, without limitation, controls and procedures designed to ensure that information required to be
disclosed by a company in the reports that it files or submits under the Exchange Act is accumulated and
communicated to the company’s management, including its principal executive and principal financial officers, as
appropriate to allow timely decisions regarding required disclosure.

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the
effectiveness of our disclosure controls and procedures as of March 31, 2015, the end of the period covered by this
Quarterly Report on Form 10-Q. Based upon such evaluation, our Chief Executive Officer and Chief Financial Officer
have concluded that our disclosure controls and procedures were effective as of such date.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting during the three month period covered by this
Quarterly Report on Form 10-Q, which were identified in connection with management’s evaluation required by the
Rules 13a-15(d) and 15d-15(d) under the Exchange Act that occurred during our last fiscal quarter that has materially
affected, or is reasonably likely to materially affect, our internal control over financial reporting.
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Part I1. Other Information

Item 1. Legal Proceedings

As of March 31, 2015, we were not involved in any material pending legal proceedings.

Item 1A. Risk Factors

Investing in our common stock involves a high degree of risk. You should carefully consider the following risk factors
and all other information contained in this Quarterly Report on Form 10-Q, including our condensed consolidated
financial statements and related notes. If any of the following risks actually occur, we may be unable to conduct our
business as currently planned and our financial condition and results of operations could be seriously harmed. In
addition, the trading price of our common stock could decline due to the occurrence of any of these risks and you may
lose all or part of your investment.

Risks Inherent in Our Business

We are dependent on our key customers for a significant portion of our revenue and the loss of, or a significant
reduction in orders from, any of our key customers would adversely impact our revenue and results of operations.

We generate much of our revenue from a limited number of customers. In 2014, 2013 and 2012 and the three months
ended March 31, 2015, our top ten customers represented 87.2%, 76.9%, 77.6% and 90.5% of our revenue,
respectively. In 2014, Amazon represented 45.8% of our revenue, Cisco Systems, Inc. represented 8.9% of our
revenue and a leading internet service provider represented 6.7% of our total revenue. As a result, the loss of, or a
significant reduction in orders from any of our key customers would materially and adversely affect our revenue and
results of operations. We typically do not have long-term contracts with our customers and instead rely on recurring
purchase orders. If our key customers do not continue to purchase our existing products or fail to purchase additional
products from us, our revenue would decline and our results of operations would be adversely affected.

Adverse events affecting our key customers could also negatively affect our ability to retain their business and obtain
new purchase orders, which could adversely affect our revenue and results of operations. For example, in recent years,
there has been consolidation among various network equipment manufacturers and this trend is expected to continue.
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We are unable to predict the impact that industry consolidation would have on our existing or potential customers. We
may not be able to offset any potential decline in revenue arising from the consolidation of our existing customers
with revenue from new customers or additional revenue from the merged company.

If our customers do not qualify our products for use on a timely basis, our results of operations may suffer.

Prior to the sale of new products, our customers typically require us to obtain their approval and qualify our products
for use in their applications. Additionally, new customers often audit our manufacturing facilities and perform other
evaluations during this process. The qualification process involves product sampling and reliability testing and
collaboration with our product management and engineering teams in the design and manufacturing stages. If we are
unable to accurately predict the amount of time required to qualify our products with customers, or are unable to
qualify our products with certain customers at all, then our ability to generate revenue could be delayed or our revenue
would be lower than expected and we may not be able to recover the costs associated with the qualification process or
with our product development efforts, which would have an adverse effect on our results of operations.

In addition, due to rapid technological changes in our markets, a customer may cancel or modify a design project
before we have qualified our product or begun volume manufacturing of a qualified product. It is unlikely that we
would be able to recover the expenses for cancelled or unutilized custom design projects. Some of these unrecoverable
expenses for cancelled or unutilized custom design projects may be significant. It is difficult to predict with any
certainty whether our customers will delay or terminate product qualification or the frequency with which customers
will cancel or modify their projects, but any such delay, cancellation or modification would have a negative effect on
our results of operations.

Our ability to successfully qualify and scale capacity for new technologies and products is important to our ability to
grow our business and market presence, and we may invest a significant amount to scale our capacity to meet
potential demand from customers for our new technologies and products. If we are unable to qualify and sell any of
our new products in volume, on time, or at all, our results of operations may be adversely affected.
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Customer demand is difficult to forecast accurately and, as a result, we may be unable to match production with
customer demand.

We make planning and spending decisions, including determining the levels of business that we will seek and accept,
production schedules, component procurement commitments, personnel needs and other resource requirements, based
on our estimates of product demand and customer requirements. Our products are typically purchased pursuant to
individual purchase orders. While our customers may provide us with their demand forecasts, they are typically not
contractually committed to buy any quantity of products beyond firm purchase orders. Furthermore, many of our
customers may increase, decrease, cancel or delay purchase orders already in place without significant penalty. The
short-term nature of commitments by our customers and the possibility of unexpected changes in demand for their
products reduce our ability to accurately estimate future customer requirements. On occasion, customers may require
rapid increases in production, which can strain our resources, cause our manufacturing to be negatively impacted by
materials shortages, necessitate more onerous procurement commitments and reduce our gross margin. We may not
have sufficient capacity at any given time to meet the volume demands of our customers, or one or more of our
suppliers may not have sufficient capacity at any given time to meet our volume demands. If any of our major
customers decrease, stop or delay purchasing our products for any reason, we will likely have excess manufacturing
capacity or inventory and our business and results of operations would be harmed.

We are subject to the cyclical nature of the markets in which we compete and any future downturn will likely
reduce demand for our products and revenue.

In each of our target markets, including the CATV market, our sales depend on the aggregate capital expenditures of
service providers as they build out and upgrade their network infrastructure. These markets are highly cyclical and
characterized by constant and rapid technological change, price erosion, evolving standards and wide fluctuations in
product supply and demand. In the past, these markets have experienced significant downturns, often connected with,
or in anticipation of, the maturation of product cycles. These downturns have been characterized by diminished
product demand, production overcapacity, high inventory levels and accelerated erosion of average selling prices. Our
historical results of operations have been subject to these cyclical fluctuations, and we may experience substantial
period-to-period fluctuations in our future results of operations. Any future downturn in any of the markets in which
we compete could significantly reduce the demand for our products and therefore may result in a significant reduction
in our revenue. Our revenue and results of operations may be materially and adversely affected in the future due to
changes in demand from individual customers or cyclical changes in any of the markets utilizing our products. We
may not be able to accurately predict these cyclical fluctuations and the impact of these fluctuations may have on our
revenue and operating results.

We must continually develop successful new products and enhance existing products, and if we fail to do so or if
our release of new or enhanced products is delayed, our business may be harmed.
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The markets for our products are characterized by frequent new product introductions, changes in customer
requirements and evolving industry standards, all with an underlying pressure to reduce cost and meet stringent
reliability and qualification requirements. Our future performance will depend on our successful development,
introduction and market acceptance of new and enhanced products that address these challenges. If we are unable to
make our new or enhanced products commercially available on a timely basis, we may lose existing and potential
customers and our financial results would suffer.

In addition, due to the costs and length of research, development and manufacturing process cycles, we may not
recognize revenue from new products until long after such expenditures, if at all, and our margins may decrease if our
costs are higher than expected, adversely affecting our financial condition and results of operation.

Although the length of our product development cycle varies widely by product and customer, it may take 18 months
or longer before we receive our first order. As a result, we may incur significant expenses long before customers
accept and purchase our products.

Product development delays may result from numerous factors, including:

-modification of product specifications and customer requirements;

-unanticipated engineering complexities;

-difficulties in reallocating engineering resources and overcoming resource limitations; and
-rapidly changing technology or competitive product requirements.

The introduction of new products by us or our competitors could result in a slowdown in demand for our existing
products and could result in a write-down in the value of our inventory. We have in the past experienced a slowdown
in demand for existing products and delays in new product development, and such delays will likely occur in the
future. To the extent we experience product development delays for any reason or we fail to qualify our products and
obtain their approval for use, which we refer to as a design win, our competitive position would be adversely affected
and our ability to grow our revenue would be impaired.
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Furthermore, our ability to enter a market with new products in a timely manner can be critical to our success because
it is difficult to displace an existing supplier for a particular type of product once a customer has chosen a supplier,
even if a later-to-market product provides better performance or cost efficiency.

The development of new, technologically advanced products is a complex and uncertain process requiring frequent
innovation, highly-skilled engineering and development personnel and significant capital, as well as the accurate
anticipation of technological and market trends. We cannot assure you that we will be able to identify, develop,
manufacture, market or support new or enhanced products successfully or on a timely basis. Further, we cannot assure
you that our new products will gain market acceptance or that we will be able to respond effectively to product
introductions by competitors, technological changes or emerging industry standards. We also may not be able to
develop the underlying core technologies necessary to create new products and enhancements, license these
technologies from third parties, or remain competitive in our markets.

If the CATYV market does not continue to develop as we expect, or if there is any downturn in this market, our
business would be adversely affected.

Historically, we have generated much of our revenue from the CATV market. In 2014, 2013 and 2012, the CATV
market represented 36.3%, 60.4% and 78.6% of our revenue, respectively. In the CATV market, we are relying on
expected increasing demand for bandwidth-intensive services and applications such as on-demand television
programs, high-definition television channels, or HDTV, social media, peer-to-peer file sharing and online video
creation and viewing from network service providers. Without network and bandwidth growth, the need for our
products will not increase and may decline, adversely affecting our financial condition and results of operations.
Although demand for broadband access is increasing, network and bandwidth growth may be limited by several
factors, including an uncertain regulatory environment, high infrastructure costs to purchase and install equipment and
uncertainty as to which competing content delivery solution, such as telecommunications, wireless or satellite, will
gain the most widespread acceptance. CATV network operators may reduce or forego equipment purchases in
anticipation of the availability of next generation DOCSIS 3.1 solutions that are expected to be available soon, which
may adversely affect our sales. If the trend of outsourcing for the design and manufacture of CATV equipment does
not continue, or continues at a slower pace than currently expected, our customers’ demand for our design and
manufacturing services may not grow as quickly as expected. If expectations for the growth of the CATV market are
not realized, our financial condition or results of operations will be adversely affected. In addition, if the CATV
market is adversely impacted, whether due to competitive pressure from telecommunication service providers,
regulatory changes, or otherwise, our business would be adversely affected. We may not be able to offset any potential
decline in revenue from the CATV market with revenue from new customers in other markets.

We have limited operating history in the internet data center and FTTH markets, and our business could be
harmed if these markets do not develop as we expect.
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For 2014, we generated 49.4% and 10.4% of our revenue from the data center and FTTH markets, respectively. We
have only recently begun offering products to the FT'TH market. Our business in these markets is dependent on the
deployment of our optical components, modules and subassemblies. In the internet data center market, we are relying
on the emergence of new internet data center providers and their adoption of open internet data center architectures
that use a mix of systems and components from a variety of vendors, including non-traditional equipment vendors. In
the FTTH market, we are relying on increasing demand for bandwidth-intensive services and telecommunications
service providers’ acceptance and deployment of WDM-PON as a technology supporting 1 gigabit per second service
to the home. Without network and bandwidth growth and adoption of our solutions by operators in these markets, we
will not be able to sell our products in these markets in high volume or at our targeted margins, which would
adversely affect our financial condition and results of operations. For example, WDM-PON technology may not be
adopted by equipment and service providers in the FTTH market as rapidly as we expect or in the volumes we need to
achieve acceptable margins, and internet data centers may elect to use larger vendors that require internet data center
operators to purchase the optical modules for their systems from such larger vendors. Also, internet data centers may
not expand as much or as quickly as expected and any slowdown in expansion could adversely impact our business
and growth prospects. Network and bandwidth growth may be limited by several factors, including an uncertain
regulatory environment, high infrastructure costs to purchase and install equipment and uncertainty as to which
competing content delivery solution, such as CATV, will gain the most widespread acceptance. In addition, as we
enter new markets or expand our product offerings in existing markets, our margins may be adversely affected due to
competition in those markets and commoditization of competing products. If our expectations for the growth of these
markets are not realized, our financial condition or results of operations will be adversely affected.

If we encounter manufacturing problems, we may lose sales and damage our customer relationships.

We may experience delays, disruptions or quality control problems in our manufacturing operations. These and other
factors may cause less than acceptable yields at our wafer fabrication facility. Manufacturing yields depend on a
number of factors, including the quality of available raw materials, the degradation or change in equipment calibration
and the rate and timing of the introduction of new products. Changes in manufacturing processes required as a result
of changes in product specifications, changing customer needs and the introduction of new product lines may
significantly reduce our manufacturing yields, resulting in low or negative margins on those products. In addition, we
use an MBE fabrication process to make our lasers, rather than Metal Organic Chemical Vapor Deposition, or
MOCVD, the technique most commonly used in optical manufacturing by communications optics vendors, and our
Molecular Beam Epitaxy, or MBE, fabrication process relies on custom-manufactured equipment. If our MBE
fabrication facility in Sugar Land, Texas were to be damaged or destroyed for any reason, our manufacturing process
would be severely disrupted. Any such manufacturing problems would likely delay product shipments to our
customers, which would negatively affect our sales, competitive position and reputation. We may also experience
delays in production, typically in February, during the Chinese New Year holiday when our facilities in China and
Taiwan are closed.
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Increasing costs and shifts in product mix may adversely impact our gross margins.

Our gross margins on individual products and among products fluctuate over each product’s life cycle. Our overall
gross margins have fluctuated from period to period as a result of shifts in product mix, the introduction of new
products, decreases in average selling prices and our ability to reduce product costs, and these fluctuations are
expected to continue in the future. We may not be able to accurately predict our product mix from period to period,
and as a result we may not be able to forecast accurately our overall gross margins. The rate of increase in our costs
and expenses may exceed the rate of increase in our revenue, either of which would materially and adversely affect
our business, our results of operations and our financial condition.

Given the high fixed costs associated with our vertically integrated business, a reduction in demand for our
products will likely adversely impact our gross profits and our results of operations.

We have a high fixed cost base due to our vertically integrated business model, including the fact that 1,206 of our
employees as of December 31, 2014 were employed in manufacturing and research and development operations. We
may not be able to adjust these fixed costs quickly to adapt to rapidly changing market conditions. Our gross profit
and gross margin are greatly affected by our sales volume and volatility on a quarterly basis and the corresponding
absorption of fixed manufacturing overhead expenses. In addition, because we are a vertically integrated
manufacturer, insufficient demand for our products may subject us to the risk of high inventory carrying costs and
increased inventory obsolescence. Given our vertical integration, the rate at which we turn inventory has historically
been low when compared to our cost of sales. We do not expect this to change significantly in the future and believe
that we will have to maintain a relatively high level of inventory compared to our cost of sales. As a result, we
continue to expect to have a significant amount of working capital invested in inventory. We may be required to write
down inventory costs in the future and our high inventory costs may have an adverse effect on our gross profits and
our results of operations.

We have a history of losses and have a substantial accumulated deficit.

We have a history of losses and have a substantial accumulated deficit. In the years ended December 31, 2013 and
2012, we experienced net losses of $1.4 million and $0.9 million, respectively. In 2014, we experienced a profit of
$4.3 million. As of December 31, 2014 and 2013, our accumulated deficit was $79.0 million and $83.3 million,
respectively. These losses were due to expenditures made to expand our business, including expenditures for hiring
additional research and development, and sales and marketing personnel, and expenditures to expand and maintain our
manufacturing facilities and research and development operations. We expect to continue to make significant
expenditures related to our business, including expenditures for hiring additional research and development, and sales
and marketing personnel, and expenditures to maintain and expand our manufacturing facilities and research and
development operations. In addition, we have incurred significant additional time demands and legal, accounting and
other expenses since we became a public company in September 2013. Our management and other personnel devote a
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substantial amount of time to complying with the applicable rules and requirements of being a public company.

Our financial results may vary significantly from quarter-to-quarter due to a number of factors, which may lead to
volatility in our stock price.

Our quarterly revenue and operating results have varied in the past and will likely continue to vary significantly from
quarter to quarter. This variability may lead to volatility in our stock price as research analysts and investors respond
to these quarterly fluctuations. These fluctuations are due to numerous factors, including:

-the timing, size and mix of sales of our products;

fluctuations in demand for our products, including the increase, decrease, rescheduling or cancellation of significant
"customer orders;

our ability to design, manufacture and deliver products to our customers in a timely and cost-effective manner and
“that meet customer requirements;

-new product introductions and enhancements by us or our competitors;

-the gain or loss of key customers;

-the rate at which our present and potential customers and end users adopt our technologies;

-changes in our pricing and sales policies or the pricing and sales policies of our competitors;

-quality control or yield problems in our manufacturing operations;

-supply disruption for certain raw materials and components used in our products;

capacity constraints of our outside contract manufacturers for a portion of the manufacturing process for some of our
'products;

-length and variability of the sales cycles of our products;

-unanticipated increases in costs or expenses;

-the loss of key employees;

different capital expenditure and budget cycles for our customers, affecting the timing of their spending for our
'products;

-political stability in the areas of the world in which we operate;

-fluctuations in foreign currency exchange rates;

-changes in accounting rules;

-the evolving and unpredictable nature of the markets for products incorporating our solutions; and

-general economic conditions and changes in such conditions specific to our target markets.
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The foregoing factors are difficult to forecast, and these, as well as other factors, could materially adversely affect our
quarterly and annual operating results. In addition, a significant amount of our operating expenses is relatively fixed in
nature due to our internal manufacturing, research and development, sales and general administrative efforts. Any
failure to adjust spending quickly enough to compensate for a revenue shortfall could magnify the adverse impact of
such revenue shortfall on our results of operations. For these reasons, you should not rely on quarter-to-quarter
comparisons of our results of operations as an indicator of future performance. Moreover, our operating results may
not meet our announced guidance or the expectations of research analysts or investors, in which case the price of our
common stock could decrease significantly. There can be no assurance that we will be able to successfully address
these risks.

We face intense competition which could negatively impact our results of operations and market share.

The markets into which we sell o