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(Exact name of registrant as specified in its charter)

DELAWARE 77-0584301
(State or other jurisdiction of (L.R.S. Employer
incorporation or organization) Identification No.)
2150 GOLD STREET

P.0. BOX 2150

ALVISO, CALIFORNIA 95002
(Address of principal executive offices) (Zip Code)

REGISTRANT S TELEPHONE NUMBER, INCLUDING AREA CODE: (408) 262-6599

Former name, former address and former fiscal year if

changed since last report.

Former address: N/A

Former Fiscal Year: N/A

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15 (d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act): Yes x No ~

There were 33,434,311 shares of the registrant s common shares issued and outstanding as of January 31, 2005.
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PART I: FINANCIAL INFORMATION

ITEM 1: FINANCIAL STATEMENTS

GENESIS MICROCHIP INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(amounts in thousands, except per share amounts)

December 31, March 31,

2004 2004
(unaudited)
ASSETS
Current assets:
Cash and cash equivalents $ 39,362 $ 19,241
Short-term investments 91,957 98,981
Accounts receivable trade, net of allowance for doubtful accounts of $ 536 at December 31 and $422 at March
31 26,428 28,325
Inventories 16,438 18,503
Other 5,902 6,472
Total current assets 180,087 171,522
Property and equipment 17,132 17,257
Acquired intangibles 19,659 26,731
Goodwill 189,997 189,152
Deferred income taxes 7,570 3,402
Other 3,581 2,662
Total assets $ 418,026 $410,726
LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable $ 7,647 $ 9,848
Accrued liabilities 13,728 11,503
Income taxes payable 3,147 2,520
Total current liabilities 24,522 23,871
Stockholders equity:
Capital stock:
Preferred stock:
Authorized - 5,000 preferred shares, $0.001 par value Issued and outstanding - none at December 31 or March
31
Common stock:
Authorized - 100,000 common shares, $0.001 par value Issued and outstanding - 33,250 shares at December 31
and 32,653 shares at March 31 33 32
Additional paid-in capital 402,919 395,837
Cumulative other comprehensive loss 94) 94)
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Deferred stock-based compensation (664) (2,833)
Deficit (8,690) (6,087)
Total stockholders equity 393,504 386,855
Total liabilities and stockholders equity $ 418,026 $410,726

See accompanying notes to condensed consolidated financial statements.
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GENESIS MICROCHIP INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(amounts in thousands, except per share amounts)

(unaudited)

Three Months Ended
December 31

Nine Months Ended
December 31

2004 2003 2004 2003
Revenues $48,286 $56,498 $151,210 $ 158,548
Cost of revenues (1) 26,609 34,146 87,116 94,013
Gross profit 21,677 22,352 64,094 64,535
Operating expenses:
Research and development (2) 7,928 7,417 24,677 22,522
Selling, general and administrative (3) 14,625 9,515 36,571 28,826
Provision for costs associated with patent litigation 989 3,529 2,356 9,583
Amortization of acquired intangibles 2,654 2,654 7,962 7,962
Total operating expenses 26,196 23,115 71,566 68,893
Loss from operations 4,519) (763) (7,472) (4,358)
Interest income 534 314 1,253 786
Gain on sale of investment 663 663
Earnings (loss) before income taxes (3,985) 214 (6,219) (2,909)
Provision for (recovery of) income taxes (2,985) 35 (3,616) (643)
Net earnings (loss) $(1,0000 $ 179 $ (2,603) $ (2,266)
Earnings (loss) per share:
Basic and diluted $ (003 $ 001 $ (008 $ (0.07)
Weighted average number of common shares outstanding:
Basic 33,151 31,948 32,969 31,655
Diluted 33,151 33,201 32,969 31,655
(1) Amount excludes amortization of acquired developed technology included in
amortization of acquired intangibles $ 1,925 $ 1,925 $ 5775 $ 5,775
(2) Amount includes stock-based compensation expense $ 408 $ 723 $ 1,605 $ 2162
(3) Amount includes stock-based compensation expense $ 2057 $ 207 $ 2457 $ 608

See accompanying notes to condensed consolidated financial statements.
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GENESIS MICROCHIP INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(amounts in thousands)

(unaudited)
Nine Months Ended
December 31
2004 2003
Cash flows from (used in) operating activities:
Net loss $ (2,603) $ (2,266)
Adjustments to reconcile net loss to cash used in operating activities:
Depreciation and amortization 5,281 3,569
Amortization of acquired intangibles 7,962 7,962
Non-cash stock-based compensation 4,062 2,770
Deferred income taxes (4,168) (3,074)
Gain on sale of investment (663)
Other 104 1)
Change in operating assets and liabilities:
Accounts receivable trade 1,897 (621)
Inventories 2,065 (12,510)
Other current assets 570 (322)
Accounts payable (2,201) 15,841
Accrued liabilities 2,225 (5,679)
Income taxes payable 627 1,753
Net cash from operating activities 15,821 6,759
Cash flows from investing activities:
Purchase of short-term investments (174,683) (68,477)
Proceeds on sales and maturities of short-term investments 181,707
Additions to property and equipment (4,396) (6,991)
Other (3,518) 2,852
Net cash used in investing activities (890) (72,616)
Cash flows from financing activities:
Proceeds from issue of common stock 5,190 8,569
Net cash provided by financing activities 5,190 8,569
Increase (decrease) in cash and cash equivalents 20,121 (57,288)
Cash and cash equivalents, beginning of period 19,241 113,138
Cash and cash equivalents, end of period $ 39,362 $ 55,850

See accompanying notes to condensed consolidated financial statements.
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GENESIS MICROCHIP INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

1. Basis of presentation

We have prepared the accompanying unaudited condensed consolidated financial statements in accordance with accounting principles generally
accepted in the United States ( GAAP ) and according to the rules and regulations of the Securities and Exchange Commission for interim
financial reporting. Consequently, they do not include all of the information and footnotes required by United States generally accepted
accounting principles for a complete set of annual financial statements. These condensed financial statements should be read in conjunction with
our financial statements and notes thereto for the year ended March 31, 2004 that are included in our most recent Annual Report on Form 10-K
filed with the Securities and Exchange Commission. We believe that the accompanying financial statements reflect all adjustments, consisting
solely of normal, recurring adjustments, that are necessary for a fair presentation of the results for the interim periods presented. The results of
operations for the period ended December 31, 2004 are not necessarily indicative of the results to be expected for the full fiscal year or for any
other period.

2. Stock-based compensation

We have elected to follow Accounting Principles Board Opinion No. 25 ( APB 25 ), Accounting for Stock Issued to Employees and related
interpretations, in accounting for employee stock options. Under APB 25, deferred stock-based compensation is recorded at the option grant date
in an amount equal to the excess, if any, of the market value of a share of common stock over the exercise price of the option. Deferred
stock-based compensation is amortized on a straight-line basis over the vesting period of the individual options, generally two to four years.

We apply the fair value method of Statement of Financial Accounting Standards No. 123 ( SFAS 123 ), Accounting for Stock-Based
Compensation for valuing options granted to non-employees. Stock compensation expense resulting from the issuance of options to
non-employees is recognized as services are performed and the options are earned. The issuance of shares for consideration that is less than the
market value of the shares results in compensation expense equal to the excess of the market value of the shares over the fair value of the
consideration received.

In December 2002, the Financial Accounting Standards Board ( FASB ) issued Statement of Financial Accounting Standards No. 148 ( SFAS

148 ), Accounting for Stock-Based Compensation Transition and Disclosure, an amendment of FASB Statement No. 123 . This Statement amends
SFAS 123 to provide alternative methods of transition for a voluntary change to the fair value method of accounting for stock-based employee
compensation. In addition, SFAS 148 amends the disclosure requirements of SFAS 123 to require prominent disclosures in both annual and

interim financial statements.

SFAS 123, as amended, requires the disclosure of pro forma net income and earnings per share as if we adopted the fair value method for all
stock option grants as of the beginning of its 1996 fiscal year. Under SFAS 123, the fair value of stock-based awards to employees is calculated
through the use of option pricing models, even though such models were developed to estimate the fair value of freely tradable, fully transferable
options without vesting restrictions, which significantly differ from Genesis stock option awards. These models also require subjective
assumptions, including future stock price volatility and expected time to exercise, which greatly affect the calculated values.
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Genesis calculations were made using the Black-Scholes option-pricing model using a dividend yield of 0% and the assumptions noted in the
following tables.

Three Months Ended Nine Months Ended
December 31 December 31
2004 2003 2004 2003

Stock Option Plans:
Risk-free interest rates 3.6% 2.5% 3.6% 2.5%
Volatility 102% 105% 102% 108%
Expected life in years 5 5 5 5
Employee Stock Purchase Plans:
Risk-free interest rates 2.6% 1.1% 2.6% 1.1%
Volatility 102% 108% 102% 108%
Expected life in years 1.25 1.25 1.25 1.25

The weighted average fair values of options granted during the three months ended December 31, 2004 and December 31, 2003 were $ 11.66
and $ 12.44 respectively. The weighted average fair values of options granted during the nine months ended December 31, 2004 and December
31, 2003 were $ 10.71 and $ 11.33 respectively.

Had compensation expense been determined based on the fair value of awards at the grant dates in accordance with the methodology prescribed
in SFAS 123, Genesis net loss and loss per share for the three and nine months ended December 31, 2004 and December 31, 2003 would
approximate the pro forma disclosure as follows (in thousands, except per share amounts):

Three Months Ended Nine Months Ended
December 31 December 31
2004 2003 2004 2003

Net earnings (loss) attributable to common stockholders:
As reported $(1,0000 $ 179 $ (2,603) $ (2,266)
Stock compensation, as reported 2,465 930 4,062 2,770
Stock compensation, under SFAS 123 (8,557) (5,712) (19,979) (17,146)
Pro forma $(7,092) $(4,603) $(18,520) $(16,642)
Basic earnings (loss) per share:
As reported $ (0.03) $ 0.01 $ (008 $ (0.07)
Pro forma $ 021) $ (0149 $ (0.56) $ (0.53)
Diluted earnings (loss) per share:
As reported $ (0.03) $ 0.01 $ (.08 $ (0.07)
Pro forma $ (021) $ (014 $ (0356) $ (0.53)
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The effects on pro forma disclosure of applying SFAS 123 are not likely to be representative of the effects on pro forma disclosure in future

years.

3. Earnings (loss) per share

Basic earnings (loss) per share is computed by dividing the net earnings (loss) in a period by the weighted average number of shares of common

stock outstanding during that period. Diluted (earnings) loss per share is calculated in order to give effect to all potential dilutive shares of
common stock issuable during the period on the exercise of outstanding options or warrants. The weighted average number of diluted shares
outstanding is calculated by assuming that any proceeds from potential shares of common stock, such as stock options, are used to repurchase

shares of common stock at the average market share price in the period.

Per share information calculated on this basis is as follows (in thousands, except for share amounts):

Numerator:
Net earnings (loss)

Denominator for basic and diluted earnings (loss) per share:
Weighted average common shares outstanding

Basic and diluted earnings (loss) per share:
As reported
Pro forma

Anti-dilutive potential common shares excluded from above calculation

Table of Contents

Three Months Ended Nine Months Ended
December 31 December 31
2004 2003 2004 2003
$ (1,000) $ 179 $ (2,603) $ (2,266)
33,151 31,948 32,969 31,655
$ (0.03) $ 001 $ (0.08) $ (0.07)
$ (0.03) $ 001 $ (0.08) $ (0.07)
8,573 6,231 8,073 5,019
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Had we been profitable during the three and nine months ended December 31, 2004 and the nine months ended December 31, 2003, the
weighted average number of shares outstanding for purposes of calculating diluted earnings per share would have been increased by (in

thousands):

Stock options

4. Segmented information

Market information

Three Months Ended  Nine Months Ended
December 31 December 31
2004 2003 2004 2003

1,430 1,232 1,195

Genesis operates and tracks its results in one operating segment. Genesis designs, develops and markets integrated circuits that process digital

video and graphic images.

Geographic information

Geographic revenue information is based on product shipment destination. Long-lived assets include property and equipment, acquired
intangible assets, and goodwill. Property and equipment information is based on the physical location of the asset while the intangible assets are

based on the location of the owning entity.

Genesis invoices its customers in U.S. dollars. Revenues from unaffiliated customers by geographic region were as follows (in thousands):

United States
China

Japan

South Korea
Taiwan

Table of Contents

Three Months Ended Nine Months Ended
December 31 December 31
2004 2003 2004 2003

$ 2,518 § 3,731
16,089 25,861
3,744 4,116
12,757 11,838
7,141 5,696

$ 6,679 §$ 11,210
53,764 59,149
10,909 11,698
36,725 38,751
22,390 20,473

14



Edgar Filing: GENESIS MICROCHIP INC /DE - Form 10-Q

Rest of world

Net long-lived assets by country of location were as follows (in thousands):

United States
Rest of world

Table of Contents

6,037 5,256 20,743 17,267
$48,286 $56,498 $151,210 $ 158,548
December 31, March 31,
2004 2004
$ 218,537 $ 226,849
8,251 6,291
$ 226,788 $233,140
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Customer concentration information

The following table shows the percentage of our revenues in each period that was derived from customers who individually accounted for more
than 10% of revenues in that period:

Three Months Ended Nine Months Ended
December 31 December 31
2004 2003 2004 2003

Customer A 16% 12%
Customer B 13% 11% 15%
Customer C 12% 10% 11%
Customer D 12%
Customer E 11% 10%

The following table shows customers accounting for more than 10% of accounts receivable trade at December 31, 2004 and March 31, 2004:

December 31, March 31,
2004 2004

Customer 1 16% 13%
Customer 2 15% 14%
Customer 3 10%

Customer 4 10%

Customer 5 17%
Customer 6 11%

Supplier arrangements

Genesis subcontracts portions of its semiconductor manufacturing from several suppliers and no single product is fabricated by more than one
supplier. Should our wafer supplier or any of Genesis packaging or testing subcontractors cease to be available, management believes that this
would have a material adverse effect on Genesis business, financial condition and results of operations. Genesis has no guarantee of minimum
capacity from its suppliers and is not liable for minimum purchase commitments.

5. Inventories

Inventories consist of the following (in thousands):
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Finished goods
Work-in-process

Less: Inventory reserve

December 31, March 31,
2004 2004
$ 9,958 $ 13,438
9,524 8,308
19,482 21,746
(3,044) (3,243)
$ 16,438 $ 18,503

The following table presents a roll forward of the inventory obsolescence reserve for the indicated periods (in thousands):

Balance at beginning of period
Charged to cost of revenues
Charge offs

Balance at end of period

6. Product warranty

Three Months Ended Nine Months Ended
December 31 December 31
2004 2003 2004 2003

$3,758  $4,117
(296) (203)
(418) (275)

$3,243  $3,630
511 284
(710) (275)

$ 3,044 $ 3,639

$3,044 $3,639

Genesis product warranty reserve is included in accrued liabilities and reflects management s best estimate of probable liability under its product

warranties. Management estimates the reserve based on known product failures (if any), historical experience, and other currently available

evidence.

Table of Contents
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The following table presents a roll forward of the product warranty reserve for the indicated periods (in thousands):

Three Months Ended Nine Months Ended
December 31 December 31
2004 2003 2004 2003
Balance at beginning of period $ 200 $ 500 $ 200 $ 500
Provision 18 94 135 530
Charge offs (11) 94) (128) (530)
Balance at end of period $ 207 $ 500 $ 207 $ 500

7. Contingent liabilities

Silicon Image Litigation

In April 2001, Silicon Image, Inc. ( Silicon Image ) filed a patent infringement lawsuit against Genesis in the United States District Court for the
Eastern District of Virginia ( District Court ) and simultaneously filed a complaint before the United States International Trade Commission

( ITC ). The complaint and suit alleged that certain Genesis products that contain digital receivers infringe various Silicon Image patent claims.
Silicon Image seeks an injunction to halt the sale, manufacture and use of Genesis s DVI receiver products and unspecified monetary damages. In
December 2001, Silicon Image formally moved to withdraw its complaint before the ITC and those proceedings have terminated.

In July 2003, the District Court issued a memorandum opinion, followed by a final judgment in August 2003 and an amended final judgment in
December 2003. In its opinion, the District Court ruled that Genesis and Silicon Image have settled their disputes based on a Memorandum of
Understanding, or MOU, signed on December 18, 2002. The District Court s opinion states that the MOU is a binding settlement agreement and
that Genesis will pay Silicon Image a monetary settlement, license fee and running royalties on all DVI and HDMI products. We recorded a
provision for costs associated with this patent litigation in the year ended March 31, 2003; a portion of which was paid in escrow to the court in
August 2003 and an additional confidential amount was paid to the court as a bond in March 2004. The payments to the court have been
accounted for as reductions of the related liability.

In January 2004, Genesis filed a notice of appeal to the United States Court of Appeals for the Federal Circuit. On January 28, 2005, the Court of
Appeals found that the district court s order was not final, and dismissed the appeal for lack of jurisdiction. The case has returned to the District
Court for further adjudication.

The future financial impact arising from any appeal or other legal actions related to the dispute is not yet determinable and no other provision
has been made in our consolidated financial statements for any future costs associated with this claim.
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MRT, Trumpion and Mstar Litigation

In March 2002, Genesis filed a patent infringement lawsuit against Media Reality Technologies, Inc. ( MRT ), SmartASIC Inc., and Trumpion
Microelectronics, Inc. ( Trumpion ) in the United States District Court for the Northern District of California. The complaint alleges that the
defendants display controllers infringe various claims of a Genesis U.S. patent. Genesis is seeking monetary damages and a permanent
injunction that bars the defendants from making, using, importing, offering to sell, or selling the allegedly infringing products in the United
States. In January 2003, Genesis announced a settlement of its litigation against SmartASIC Inc.; the litigation with respect to the other
defendants has not been settled. MRT has asserted counterclaims against Genesis, alleging trade secret misappropriation, interference with
economic advantage, and unfair practices and competition. Genesis intends to vigorously defend against these claims. A summary judgment
hearing is currently scheduled for June 2005.

Genesis previously filed a similar patent infringement complaint against MRT, Trumpion and Mstar Semiconductor, Inc. ( Mstar ) in the U.S.
International Trade Commission ( ITC ). In August 2004, the ITC determined that Mstar, MRT and Trumpion infringe Genesis s patent, and
issued an exclusion order preventing the importation of Mstar, MRT and Trumpion s display controllers into the United States, as well as LCD
monitors and boards containing these products.
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In December 2004, Mstar filed an appeal of the exclusion order and related ITC rulings to the Federal Circuit Court of Appeals. MRT and
Trumpion did not appeal.

In response to a complaint filed by MRT, the Taiwan Fair Trade Commission investigated Genesis s alleged violation of the Taiwan Fair Trade
Law; however, in December 2004, the Taiwan Fair Trade Commission found that Genesis did not commit any such violation.

The future financial impact of these claims is not yet determinable and no provision has been made in our consolidated financial statements for
any future costs or settlements associated with these claims.

Securities Class Action Litigation

In November 2002, a putative securities class action captioned Kuehbeck v. Genesis Microchip et al., Civil Action No. 02-CV-05344, was filed
against Genesis, former Chief Executive Officer Amnon Fisher, and former Interim Chief Executive Officer Eric Erdman, and amended in July
2003 to include Executive Vice President Anders Frisk (collectively the Individual Defendants ) in the United States District Court for the
Northern District of California. The complaint alleges violations of Section 10(b) of the Securities and Exchange Act of 1934 (the Exchange
Act ) and Rule 10b-5 promulgated thereunder against Genesis and the Individual Defendants, and violations of Section 20(a) of the Exchange
Act against the Individual Defendants. The complaint seeks unspecified damages on behalf of a purported class of purchasers of Genesis s
common stock between April 29, 2002 and June 14, 2002. The parties are currently awaiting a ruling on Genesis s motion to dismiss the case.
Genesis believes that it has meritorious defenses to this lawsuit and will continue to defend the litigation vigorously. The future financial impact
of this claim is not yet determinable and no provision has been made in our consolidated financial statements for any future costs associated with
this claim.

An unfavorable resolution of any of these lawsuits could have a material adverse effect on Genesis s business, results of operations or financial
condition.

We are not a party to any other material legal proceedings.

8. Recent Accounting Pronouncement

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123 (revised 2004), Share-Based Payment ( SFAS 123R ).
SFAS 123R is a revision to SFAS 123, Accounting for Stock Based Compensation and supersedes APB 25, Accounting for Stock Issued to
Employees , and its related implementation guidance. SFAS 123R establishes standards for the accounting for transactions in which an entity
exchanges its equity instruments for goods or services. It also addresses transactions in which an entity incurs liabilities in exchange for goods or
services that are based on the fair value of the entity s equity instruments or that may be settled by the issuance of those equity instruments. SFAS
123R focuses primarily on accounting for transactions in which an entity obtains employee services in share-based payment transactions.
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SFAS 123R does not change the accounting guidance for share-based payment transactions with parties other than employees provided in SFAS
123 as originally issued and EITF Issue No. 96-18, Accounting for Equity Instruments That Are Issued to Other Than Employees for Acquiring,
or in Conjunction with Selling, Goods or Services. SFAS 123R does not address the accounting for employee share ownership plans, which are
subject to AICPA Statement of Position 93-6, Employers Accounting for Employee Stock Ownership Plans.

A public entity will initially measure the cost of employee services received in exchange for an award of liability instruments based on its
current fair value; the fair value of that award will be re-measured subsequently at each reporting date through the settlement date. Changes in
fair value during the requisite service period will be recognized as compensation cost over that period.
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The grant-date fair value of employee share options and similar instruments will be estimated using the option-pricing models adjusted for the
unique characteristics of those instruments (unless observable market prices for the same or similar instruments are available).

Excess tax benefits, as defined by SFAS 123R, will be recognized as an addition to paid-in-capital. Cash retained as a result of those excess tax
benefits will be presented in the statement of cash flows as financing cash inflows. The write-off of deferred tax assets relating to unrealized tax
benefits associated with recognized compensation cost will be recognized as income tax expense unless there are excess tax benefits from
previous awards remaining in paid-in capital to which it can be offset.

The notes to the financial statements of public entities will disclose information to assist users of financial information to understand the nature
of share-based payment transactions and the effects of those transactions on the financial statements.

We have not made a final determination on the valuation model, methodology, or other impacts of implementing FAS 123R on our financial
statements. For an illustration of the effect of using a fair-value based method of accounting for share-based payment transactions on our recent
results of operations, see Note 2. The effective date will be as of the beginning of the first interim or annual reporting period that begins after
June 15, 2005. Management intends to comply with SFAS 123R at the scheduled effective date for the relevant financial statements.

ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following contains 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, including statements regarding anticipated revenues, gross margins, operating
expenses, amortization of intangibles and stock-based compensation, liquidity, business strategy, demand for our products, average selling
prices, regional market growth, future competition and repatriation under the American Jobs Creation Act of 2004. Words such as

anticipates,  expects, intends, plans, believes, seeks, estimates and similar expressions identify such forward-looking
statements. These forward-looking statements are subject to risks and uncertainties that could cause actual results to differ materially from
those indicated in the forward-looking statements. Factors which could cause actual results to differ materially include those set forth in the
following discussion, and, in particular, the risks discussed below under the subheading Risk Factors and in other documents we file with the
Securities and Exchange Commission. Unless required by law, we undertake no obligation to update publicly any forward-looking statements.

We begin Management s Discussion and Analysis of Financial Condition and Results of Operations (MD&A) with a general discussion of our
target markets, the nature of our products, and some of the business issues we are facing as a company. Next, we address the Critical Accounting
Policies and Estimates that we believe are important to understanding the assumptions and judgments incorporated in our reported financial
results. We then discuss our Results of Operations for the three and nine months ended December 31, 2004 compared to the three and nine
months ended December 31, 2003 as viewed through the eyes of Management. Lastly, we provide an analysis of changes in our balance sheet
and cash flows, and discuss our financial commitments. This MD&A should be read in conjunction with the other sections of this Quarterly
report on Form 10-Q.

OVERVIEW

Our Markets
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We develop and market image-processing solutions. We design, develop and market integrated circuits that receive and process digital video and
graphic images. We also supply reference boards and designs that incorporate our software and
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proprietary integrated circuits, or chips. Our products are primarily used in liquid crystal displays ( LCDs ). These displays are used in desktop
monitor applications, and LCD TVs. In addition, our products may be used in other types of display devices, including plasma TVs, projection
TVs and CRT TVs.

We generate the majority of our revenue by selling our image-processing solutions to the manufacturers of LCD monitors and television sets.
We outsource the manufacturing of our products to large semiconductor manufacturers, thereby eliminating the need for capital-intensive plant
and equipment. Our targeted long-term gross profit percentage is approximately 40%. Our most significant cash operating expense is labor, with
our workforce employed in research and development of new products and technologies and in marketing, sales, customer support, and
distribution of our products.

Our end target markets are LCD computer monitors and flat panel televisions. We also design products that serve both applications, the so-called
multimedia display applications, and it is difficult to distinguish between a monitor with television capability and a television with a PC input.
Both of these display devices could use the same Genesis chip. Similarly, we supply certain customers with chips originally designed for an
LCD computer monitor that the customer may use as entry-level flat panel television controllers. We assist customers in developing their
designs. Typically, a TV design will take more time and support than a monitor design from our software and field application engineers,
increasing our costs during a customer s pre-production period.

The growth in our target markets is limited by the industry s capacity to supply LCD panels or other digital displays. Furthermore, the availability
of LCD panels from time to time has been constrained, causing unexpected increases in the cost of LCD panels to our customers, thus resulting
in customers rapidly changing their demand expectations for our products. Our products usually represent less than two percent of the average
retail cost of a standard LCD TV today, while the cost of the LCD panel within a flat panel computer monitor or LCD TV represents the
majority of the cost of the finished product. Consequently, constraints on availability of LCD panels or increases in panel costs can result in
reduced demand for our products, and it is very difficult to accurately predict the availability or cost of LCD panels and well beyond our means
to control. Conversely, it is the increase in production volumes of larger size LCD panels in new fabrication facilities coming on line over the
next several years that is expected to result in lower-cost panels and hence lower average selling prices of the end product. While panel prices
have decreased significantly over the last few months, the impact of this price decline has not yet been fully reflected at the retail level.
However, we believe retail prices will continue to decline in the coming months and we expect this to lead to an increase in demand for display
controllers.

Our industry is very competitive and growth industries like ours tend to attract new entrants. The LCD computer monitor industry is highly
competitive. Our average selling prices of monitor display controllers, in spite of increased functionality have declined significantly over the
past two years. We expect the flat panel television industry will be as competitive over time. Our strategy is to maintain market leadership
through integration of new features and functions and by providing the highest image quality at a cost-effective price. We believe we are able to
deliver the desired feature-rich image quality through relationships with customers, patented technologies, effective chip design, software
capabilities, and customer support. While maintaining our leadership in image quality and product feature sets, we strive to maximize
profitability by reducing product cost through efficient chip design and driving costs down throughout our supply chain.

While we primarily market and sell our integrated circuits directly to manufacturers, we also sell finished systems, primarily to the high-end
home theatre market, under the Faroudja brand. These products are generally sold through specialty retail channels and represent a very small
portion of our overall revenue.

Average selling prices to distributors are typically less than average selling prices to direct customers for similar products. Sales to distributors
typically comprise less than 15% of revenue. Average selling prices and product margins of our products are typically highest during the initial
months following product introduction and decline over time and as volume increases.
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Part of our overall strategy is to develop intellectual property that is used in our integrated circuits. We have and will continue to defend our
intellectual property rights against those companies that may use our technology without the proper authorization. At times we may enter into
agreements that allow customers or other companies to license our patented technology.

Revenue Recognition

We recognize revenue from product sales to manufacturers upon shipment, except when risks and rewards of ownership are not transferred upon
shipment. In these cases, revenue is not recognized until physical delivery to the customers or their agents premises. For shipments to
distributors, we recognize revenue upon the distributors shipment to their end customers, except in certain circumstances where orders are
placed with non-cancelable/non-return terms. An example of this would be when last time orders are placed for products at the end of their life
cycle. In this situation, revenue would be recognized upon shipment. Reserves for sales returns and allowances are recorded at the time of
recognizing revenue. To date we have not experienced significant product returns.

Manufacturing and Supply

We generally need to place purchase orders for products before we receive purchase orders from our customers. This is because production lead
times for silicon wafers, from which our products are manufactured, can be as long as three months, while many of our customers place orders
only one month or less in advance of their requested delivery date. We have agreements with suppliers in Asia such that we are dependent on the
suppliers manufacturing yields. We continue to look at alternative sources of supply to reduce our reliance on key suppliers and reduce lead
times, though dual sourcing for specific products is more costly in terms of set-up and yields are typically lower as each manufacturing supplier
ramps up production. While we have frequent communication with significant customers to review their requirements, we are restricted in our
ability to react to fluctuations in demand for our products and this exposes us to the risk of having either too much or not enough of a particular
product. We regularly evaluate the carrying value of inventory held. For the three months ended December 31, 2004, we recorded reserves
totaling $153,000, where certain customers plan to transition to next generation products more quickly than previously anticipated. This has led
us to conclude that there will be insufficient future demand for certain on-hand inventory to support its carrying value as of December 31, 2004.

Global Operations

We operate through subsidiaries and offices in several countries throughout the world. Our head office is located in Alviso (Silicon Valley),
California. Our research and development resources are located in the United States, Canada and India. The majority of our customers are
located in Asia, supported by our sales offices in China, Japan, South Korea and Taiwan. Our third party suppliers are located primarily in
Taiwan. Although virtually all of our revenues and costs of revenues are denominated in U.S. dollars, portions of our revenue and operating
expenses are denominated in foreign currencies. Accordingly, our operating results are affected by changes in the exchange rate between the
U.S. dollar and those currencies. Any future strengthening of those currencies against the U.S. dollar could negatively impact our operating
results by increasing our operating expenses as measured in U.S. dollars. We do not currently engage in any hedging or other transactions
intended to manage the risks relating to foreign currency exchange rate fluctuations, other than natural hedges that occur as a result of holding
both assets and liabilities denominated in foreign currencies. Our operating expenses are also affected by changes in the rate of inflation in the
various countries in which we operate.

Mergers and Acquisitions
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Technology companies often use mergers or acquisitions to accelerate development of products, to realize potential synergies or to enter new
markets. We have made significant acquisitions in the past, for example Sage Inc. in February 2002, resulting in the recording of significant
intangible assets on our balance sheet.
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For further details on earlier acquisitions, please refer to previously filed Annual and Quarterly Reports.

Critical Accounting Policies and Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires us to make estimates and
assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting periods. As described below, significant estimates are used
in determining the allowance for doubtful accounts, inventory obsolescence provision, deferred tax asset valuation, potential settlements and
costs associated with patent litigation and the useful lives of intangible assets. We evaluate our estimates on an on-going basis, including those
related to product returns, bad debts, inventories, investments, intangible assets, income taxes, warranty obligations and litigation and other
contingencies. We base our estimates on historical experience and on various other assumptions that are believed to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets and liabilities that are not readily
apparent from other sources. Actual results may differ from these estimates under different assumptions or conditions.

We believe the following critical accounting policies affect our more significant judgments and estimates used in the preparation of our financial
statements:

We record estimated reductions to revenue for customer returns based on historical experience. A customer has a right to return
products only if the product is faulty, although in certain circumstances we agree to accept returns if replacement orders are placed
for other products or to maintain our business relationship. If actual customer returns increase, we may be required to recognize
additional reductions to revenue.

We record the estimated future cost of replacing faulty product as an increase to cost of revenues. To date we have not experienced
significant returns related to quality. If returns increase as a result of changes in product quality, we may be required to recognize
additional warranty expense.

We maintain allowances for estimated losses resulting from the inability of our customers to make required payments. If the financial
condition of our customers were to deteriorate, resulting in an impairment of their ability to make payments, additional allowances
may be required. We have not suffered any significant loss in this area.

We provide for valuation reserves against our inventory for estimated obsolescence or unmarketable inventory equal to the difference
between the cost of inventory and the estimated market value based upon assumptions about future demand and market conditions. If
actual market conditions are less favorable than those we project, additional inventory valuation reserves may be required.

We provide for costs associated with settling litigation when we believe that we have a reasonable basis for estimating those costs. If
actual costs associated with settling litigation differ from our estimates, we may be required to recognize additional costs.

Goodwill, which represents the excess of cost over the fair value of net assets acquired in business combinations, is tested annually
for impairment, and is tested for impairment more frequently if events and circumstances indicate that the goodwill might be
impaired. The impairment tests are performed in accordance with FASB Statement of Financial Accounting Standards No. 142,
Goodwill and Other Intangible Assets . Accordingly, an impairment loss is recognized to the extent that the carrying amount of
goodwill exceeds its implied fair value. This determination is made at the reporting unit level. We have assigned all goodwill to a
single, enterprise-level reporting unit. The impairment test consists of two steps. First, we determine the fair value of the reporting
unit. The fair value is then compared to its carrying amount. Second, if the carrying amount of the reporting unit exceeds its fair
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goodwill. The implied fair value of goodwill is determined by allocating the fair value of the reporting unit in a manner similar to a purchase

price allocation in accordance with FASB Statement of Financial Accounting Standards No. 141, Business Combinations . The residual fair value
after this allocation is the implied fair value of the reporting unit goodwill. We perform our annual impairment test on January 1st of each year.

We did not record any goodwill impairment charges in the nine months ended December 31, 2004 nor in the nine months ended December 31,
2003. Goodwill balances may also be affected by changes in other estimates made at the time of acquisitions.

We record a valuation allowance to reduce our deferred tax assets to the amount that we believe is more likely than not to be
realized. Should we determine that we will not be able to realize all or part of our gross deferred tax asset, an adjustment to the
deferred tax asset would be charged to income in the period such determination was made. In making this determination, we project
taxable income by jurisdiction for the next three years based on market assumptions and company plans, and other jurisdictional
history.

From time to time, we incur costs related to potential merger activities. When we assess that we will be the acquirer for accounting
purposes in such transactions and we expect to complete the transaction, direct costs associated with the acquisition are deferred and
form part of the final purchase price. In the event these assessments change, any such deferred costs would be expensed. Costs
associated with other merger activities are expensed as incurred.

RESULTS OF OPERATIONS

THREE MONTHS ENDED DECEMBER 31, 2004

REVENUE AND GROSS PROFIT

The following table shows unaudited statement of operations data for the three months ended December 31, 2004 and December 31, 2003 (in
thousands):

Three months ended

December 31
2004 2003

Total revenue $ 48,286 $ 56,498
Gross profit 21,677 22,352
Gross profit percentage 44.9% 39.6%
Revenue by geography:

United States $ 2,518 $ 3,731
China 16,089 25,861
Japan 3,744 4,116
South Korea 12,757 11,838
Taiwan 7,141 5,696
Rest of world 6,037 5,256
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Total revenue $ 48,286 $ 56,498

Total Revenues

Revenues for the three months ended December 31, 2004 decreased by 14.5% to $48.3 million from $56.5 million for the three months ended
December 31, 2003, primarily due to both lower shipments and lower average selling prices (  ASP ) in the monitor market, offset in part by
higher revenue from TV and video products. We believe that part of the reason for the decline in shipments of monitor products resulted from a
build up of finished goods monitor inventory in the channel as customers ordered in advance of anticipated large LCD monitor price declines,
which did not materialize to the extent projected and therefore did not stimulate end user demand beyond normal market expectations. Unit
shipments into advanced flat panel televisions grew by 86% driving revenue from this market to a 43% increase compared to the same period
last year. Average ASP s for the company s products as whole increased by 2% from the three months ended September 30, 2004, reflecting the
impact of the growing advanced television market, which typically have significantly higher ASP s than monitor products, and the change in
product mix within the monitor controller market.
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The majority of our shipments continue to be to customers located in Asia. We expect to continue to see growth in these regions, although
revenues from China decreased this quarter reflecting the lower units shipped into the monitor market.

Revenues from shipments into displays with video capability, such as LCD television, continued to increase and have become a larger
proportion of total revenue. During the three months ended December 31, 2004, we estimate that approximately 47% of total revenue was from
consumer video related products, compared with 35% for the three months ended December 31, 2003. While we expect strong competition in all
sectors of the market to continue, we experienced only modest sequential ASP declines of approximately 3% in our monitor products on a part
for part basis from the September quarter, and we continue to believe there are fewer new entrants into this marketplace. As for higher-end
display controllers with video capability, we still believe there remains considerable opportunity to add features and reduce system cost through
further integration.

In addition to revenue from shipments of display controllers, we continue to generate revenues from licensing of our patented technology to third
parties in connection with our favorable final determination in the ITC case. We signed new licensing agreements with a number of customers
during the three months ended December 31, 2004. By licensing to our customers, we are providing them with the flexibility to maintain
multiple sources for supply, while ensuring that we are compensated for the rights to use our intellectual property.

We currently anticipate that revenues in the quarter ended March 31, 2005 will be between $47 and $52 million. Revenue is highly dependent on
a number of factors including, but not limited to, the growth rate of the LCD monitor, flat-panel TV and Genesis other markets, the degree of
acceptance of Genesis products in those markets, customer inventory levels and manufacturing schedules, availability of other components for
LCD monitors and flat-panel TVs, changes in product pricing and actions of competitors, the company s ability to maintain design wins with
customers and make timely new product introductions, supply of products from Genesis third party suppliers, and general economic conditions.

Gross Profit

Gross profit for the three months ended December 31, 2004 decreased to $21.7 million from $22.4 million for the three months ended December
31, 2003. As a percentage of revenues, gross profit represented 44.9% of revenues for the three months ended December 31, 2004, compared
with 39.6% for the three months ended December 31, 2003. The improvement in gross margin percentage is primarily attributable to
improvements in production yields and lower product costs.

We expect gross profit margins in the quarter ended March 31, 2005 to be in the range of 41% to 43% for the company as a whole. Gross
margins could be higher or lower than expected due to many factors including, but not limited to changes in product costs by our third party
manufacturers, product pricing and actions of competitors, manufacturing yields, inventory reserves, actual revenue levels and product mix.

OPERATING EXPENSES

Management focuses on particular operating expenses in evaluating our financial condition and operating performance. The following table
presents these expenses in the form reviewed by management. Significant trends and fluctuations between periods are addressed in the narrative
which follows. In order to evaluate operating performance, management internally reports operating expenses in categories of a cash, non-cash,
and non-recurring nature. Non-cash expenses such as the amortization of intangible assets and stock-based compensation are reviewed
separately from other operating expenses. Management finds this presentation to be a more effective method of assessing current operating
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Three months ended

December 31, 2004 December 31, 2003
% of % of
$000 Revenue $000 Revenue
Research and development $ 7,520 156% $ 6,694 11.8%
Selling, general and administrative 12,568 26.0% 9,308 16.5%
Provision for costs associated with patent litigation 989 2.0% 3,529 6.2%
Amortization of acquired intangibles 2,654 5.5% 2,654 4.7%
Stock-based compensation 2,465 5.1% 930 1.7%
Total operating expenses $ 26,196 542%  $23,115 40.9%

Research and Development

Research and development expenses include costs associated with research and development personnel, development tools, hardware and
software licenses, and prototyping. Research and development expenses for the three months ended December 31, 2004 were $7.5 million,
compared with $6.7 million in the three months ended December 31, 2003. This 12% increase was primarily due to higher labor-related costs as
we continued to invest more heavily in the research and development of technologies addressing the television and video markets. In addition,
the mix of spending changed, with less effort directed at lower-end monitor applications, and more focus on multimedia and video applications.

These expenses represented 15.6% of revenues in the three months ended December 31, 2004, and 11.8% in the three months ended December
31, 2003.

Selling, General and Administrative

Selling, general and administrative expenses consist of personnel and related overhead costs for selling, including field application engineers,
marketing communications, product marketing, customer support, finance, human resources, legal and general management functions and of
commissions paid to regional sales representatives. Selling, general and administrative expenses for the three months ended December 31, 2004
were $12.6 million, compared with $9.3 million in the three months ended December 31, 2003. The increase was attributable to $1.0 million of
severance costs and other costs associated with the departure of certain employees, including former executive officers, $0.3 million of
additional marketing expense, $0.5 million of costs associated with compliance with the Sarbanes-Oxley Act of 2002, and increased contractor
headcount, to support the expected growth in the advanced display market.

We market our DCISi by Faroudja and other brands directly through trade shows and publications, and indirectly through partnerships with
companies that use our products. We believe that in building brand awareness, we will establish a reputation for quality and performance of our
products in high-end applications. This may be one of the cornerstones of our success as the consumer electronics market grows and as these
displays become more affordable to the end user.
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We also provide technical sales support through field application engineers in China, Japan, India, South Korea, and Taiwan. These engineers
assist our customers to integrate our products into their display designs. We believe that this kind of investment at the early stages of a growing
market positions us well to capitalize on the future unit growth that is forecasted for the television market. We expect these costs to continue to
increase during fiscal 2005 as we assist customers in design activity in anticipation of production volumes in fiscal 2006 and beyond.

These expenses represented 26.0% of revenues in the three months ended December 31, 2004 and 16.5% in the three months ended December
31, 2003.
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Amortization of Acquired Intangibles

Amortization of acquired intangible assets was $2.7 million for the three months ended December 31, 2004 and 2003. We anticipate the
amortization of existing acquired intangibles to remain constant at $2.7 million for the quarter ending March 31, 2005 and to be fully amortized
by the end of fiscal 2006.

Stock-Based Compensation

As part of the accounting for the acquisition of Sage in February 2002, the intrinsic value of unvested options issued in exchange for previously
issued Sage options, totaling approximately $18.4 million, is being amortized to expense over the remaining term of the options, categorized in
the statement of operations in accordance with the nature of the service provided by the related employees. This amortization amounted to $0.5
million for the three months ended December 31, 2004. In addition to this ongoing charge, stock-based compensation of $1.9 million was
recorded during the quarter, primarily resulting from the modification of option grants to certain executives as part of their separation
agreements. In assessing operating performance, management excludes these expenses from other research and development and selling, general
and administrative costs. We expect the ongoing quarterly amortization of deferred stock-based compensation to decline over the remainder of
fiscal 2005, and to be fully amortized by the end of fiscal 2006.

Costs Associated with Patent Litigation

We have incurred significant costs associated with patent litigation over the past three fiscal years. During the three months ended December 31,
2004, we incurred legal costs of $1.0 million associated with ongoing patent litigation activities. In the three months ended December 31, 2003,
we recognized total costs of $3.5 million, the majority of which was in connection with certain patent litigation brought by us against several
companies resulting in a favorable ruling in August 2004. If we decide to take legal action against other companies in the future, or if intellectual
property infringement suits are brought against us or our customers, these costs may increase. More details of the various litigation matters are
described in Part II: Other Information, Item 1. Legal Proceedings.

Total Operating Expenses

Total operating expenses for the three months ended December 31, 2004 were $26.2 million, representing an increase of $3.1 million from $23.1
million in the three months ended December 31, 2003, for the reasons described above. We expect total combined operating expenses of
approximately $22 million to $24 million in the quarter ended March 31, 2003, including approximately $3.2 million of non-cash charges for
stock-based compensation and the amortization of acquired intangibles.

NON OPERATING INCOME AND EXPENSES

Provision for Income Taxes
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We recorded an income tax benefit of $3.0 million for the three months ended December 31, 2004 compared to a provision for income taxes of
$0.04 million for the three months ended December 31, 2003. The income tax recovery for the three months ended December 31, 2004 increased
as a result of the impact of the strengthening Canadian dollar relative to the U.S. dollar. As all of the subsidiaries of the corporate group use the
U.S dollar as the functional currency this increased the U.S. dollar book value of Canadian dollar tax attributes and other deductions. Our
accounting effective tax rate also differs from the expected statutory rates due to several other permanent differences including, but not limited
to, federal and state research and experimental development tax credits, stock-based compensation expense, and differences in tax rates in
foreign jurisdictions. The net tax benefit of these items is partially offset by changes in the valuation allowance against net operating loss
carryforwards. Therefore, the effective tax rate will continue to be, directly impacted by the mix of earnings between the United States and
foreign jurisdictions. A valuation allowance is recorded to the extent that it is more likely than not that some portion of the deferred tax assets
will not be realized.
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On October 22, 2004, the American Jobs Creation Act of 2004 ( AJCA ) was signed into law. The AJCA includes a deduction of 85% of certain
foreign earnings that are repatriated, as defined in the AJCA. We may elect to apply this provision to qualifying earnings repatriations in fiscal

2005. We have started an evaluation of the effects of the repatriation provision. However, we do not expect to be able to complete this

evaluation until after the U.S. government provides clarifications regarding key elements of the provision. We expect to complete our evaluation

of the effects of the repatriation provision following the publication of these clarifications. The range of possible amounts that we are

considering for repatriation under this provision is zero to $140 million, of which up to $70 million would be expected to be treated as a

dividend for U.S. tax purposes. If we choose to repatriate funds, this decision may result in an adjustment to the tax provision in the period

during which any decision is made, but we cannot reasonably estimate the amount of the adjustment at this time.

NINE MONTHS ENDED DECEMBER 31, 2004

REVENUE AND GROSS PROFIT

The following table shows unaudited statement of operations data for the nine months ended December 31, 2004 and December 31, 2003 (in
thousands):

Nine months ended

December 31
2004 2003

Total revenue $ 151,210 $ 158,548
Gross profit 64,094 64,535
Gross profit percentage 42.4% 40.7%
Revenue by geography:

United States $ 6,679 $ 11,210
China 53,764 59,149
Japan 10,909 11,698
South Korea 36,725 38,751
Taiwan 22,390 20,473
Rest of world 20,743 17,267
Total revenue $ 151,210 $ 158,548

Total Revenues

Revenues of $151.2 million for the nine months ended December 31, 2004 were lower than the $158.5 million recorded during the nine months
ended December 31, 2003. Unit shipments increased by 17% from the previous year. However, the revenue impact from these unit volumes was
more than offset by declining average selling prices ( ASP ) of 18% during the same period.

During the nine months ended December 31, 2004, we estimate that approximately 46% of total revenue was from consumer video related
products, compared with 28.5% for the nine months ended December 31, 2003.
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Gross Profit

Gross profit for the nine months ended December 31, 2004 did not change significantly from the previous period. Gross profit decreased by $0.5
million to $64.1 million, with the impact of lower revenue being almost offset by a higher gross margin percentage. Gross profit percentage for
the nine months ended December 31, 2004 of 42.4% compared with 40.7% for the nine months ended December 31, 2003.

OPERATING EXPENSES

As with the discussion of the three month period earlier in this MD&A, the following table presents operating expenses for the nine months
ended December 31, 2004 and December 31, 2003 in the form reviewed by Management.
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Nine months ended

December 31, 2004 December 31, 2003
% of % of
$000 Revenue $000 Revenue
Research and development $23,072 15.2% $ 20,360 12.8%
Selling, general and administrative 34,114 22.6% 28,218 17.8%
Costs associated with patent litigation 2,356 1.5% 9,583 6.0%
Amortization of acquired intangibles 7,962 5.3% 7,962 5.0%
Stock-based compensation 4,062 2.7% 2,770 1.8%
Total operating expenses $71,566 473%  $68,893 43.4%

Research and Development

Research and development expenses for the nine months ended December 31, 2004 were $23.1 million, compared with $20.4 million in the nine
months ended December 31, 2003. As for the nine months ended December 31, 2004, this 13% increase was due to higher labor and consulting
related costs as we continued to invest more heavily in the research and development of technologies addressing the advanced television and

video markets.

These expenses represented 15.2% of revenues in the nine months ended December 31, 2004, and 12.8% in the nine months ended December
31, 2003.

Selling, General and Administrative

Selling, general and administrative expenses for the nine months ended December 31, 2004 were $34.1 million, compared with $28.2 million in
the nine months ended December 31, 2003. This increase reflects the investment in building both the brand value of our products and the
infrastructure, including increased headcount, to support the expected growth in the advanced display market, severance costs, mostly related to
the departure of two executive officers, and costs associated with compliance with the Sarbanes-Oxley Act of 2002.

These expenses represented 22.6% of revenues in the nine months ended December 31, 2004 and 17.8% in the nine months ended December 31,
2003.

Amortization of Acquired Intangibles

Amortization of acquired intangible assets was $8.0 million for both of the nine months ended December 31, 2004 and December 31, 2003.
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Stock-Based Compensation

Stock-based compensation increased by $1.3 million to $4.1 million for the nine months ended December 31, 2004 from $2.8 million during the
nine months ended December 31, 2003, primarily due to the modification of option grants to certain executives as part of their separation
agreements.

Costs Associated with Patent Litigation

These costs decreased significantly for the nine months ended December 31, 2004, declining by $7.2 million, or 75%, as ITC proceedings came
to an end during the period. More details of the various litigation matters are described in Part II: Other Information, Item 1. Legal Proceedings.

Total Operating Expenses

Total operating expenses for the nine months ended December 31, 2004 were $71.6 million compared to $68.9 million for the nine months
ended December 31, 2003.
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NON OPERATING INCOME AND EXPENSES

Provision for Income Taxes

We recorded an income tax benefit of $3.6 million for the nine months ended December 31, 2004 compared to $0.6 million for the nine months
ended December 31, 2003. Our accounting effective tax rate differs from the expected statutory rates due to several permanent differences
including, but not limited to, federal and state research and experimental development tax credits, stock-based compensation expense, foreign
exchange fluctuations and differences in tax rates in foreign jurisdictions. The net tax benefit of these items is partially offset by changes in the
valuation allowance against net operating loss carryforwards. A valuation allowance is recorded to the extent that it is more likely than not that
some portion of the deferred tax assets will not be realized. Therefore, the effective tax rate for accounting purposes is, and will continue to be,
directly impacted by the mix of earnings between the United States and foreign jurisdictions.

LIQUIDITY AND CAPITAL RESOURCES

Since inception we have satisfied our liquidity needs primarily through cash generated from operations and sales of equity securities, initially by
way of a public offering, and subsequently under our stock option and employee stock purchase plans. We believe that our existing cash
balances together with any cash generated from our operations will be sufficient to meet our capital and operating requirements for the
foreseeable future.

Periodically, we may be required to use a portion of our cash balances to increase investment in operating assets such as accounts receivable or
inventory to assist in the growth of our business, or for capital assets such as land, buildings or equipment. Furthermore, because we do not have
our own semiconductor manufacturing facility, we may be required to make deposits to secure supply in the event there is a shortage of
manufacturing capacity in the future. While we currently have no plans to raise additional funds for such uses, we could be required or could
elect to seek to raise additional capital in the future.

From time to time we evaluate acquisitions of businesses, products or technologies that are complementary or strategic to our business. Any
such transactions, if consummated, may use a portion of our working capital or require the issuance of equity securities that may result in further
dilution to our existing stockholders.

December 31, March 31,

2004 2004
Cash, cash equivalents and short-term investments $ 131,319 $118,222
Working capital $ 155,565 $ 147,651
Current ratio 7.34 7.19
Receivables days outstanding 50 46
Inventory turnover days 56 53

We believe that our financial condition remains strong. At December 31, 2004, cash, cash equivalents and short-term investments totaled $131.3
million compared with $118.2 million at March 31, 2004. Prior to changes in working capital balances, we generated $10.6 million of cash
provided by operations during the nine months ended December 31, 2004, compared with $8.3 million for the nine months ended December 31,
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2003. We have no debt and we expect to continue to generate cash from operations during fiscal 2005. After changes in working capital
balances, net cash provided by operating activities was $15.8 million for the nine months ended December 31, 2004 compared with $6.7 million
for the nine months ended December 31, 2003.

Working capital sources of cash related primarily to decreases in accounts receivable and inventory. Accounts receivable decreased by $1.9
million from March 31, 2004 to December 31, 2004. The days sales outstanding also increased from 46
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days at March 31, 2004 to 50 days at December 31, 2004. This increase is attributable to the timing of shipments to our customers during the
period and more favorable credit terms offered to customers in response to competitive pressures. For the three months ended December 31,
2004, our three largest customers accounted for 33% of revenue, compared with 36% for the three months ended December 31, 2003.
Additionally, the top three customers accounted for 41% of accounts receivable at December 31, 2004 and 44% at March 31, 2004. Inventory
levels decreased by 11.2% from March 31, 2004 to $ 16.4 million, primarily resulting from lower weighted average product cost. Average days
of inventory on hand at December 31, 2004 increased slightly at 56 days, compared to 53 days at March 31, 2004. The average inventory levels
and inventory turns is impacted by a number of dynamic activities including the accuracy of customer forecasts, expected panel supplies, and
pricing considerations. These activities are not necessarily an indication of what inventory turns might be in the future.

Net cash used in investing activities was $1.0 million during the nine months ended December 31, 2004, compared with $72.6 million during the
nine months ended December 31, 2003. This decrease was primarily due to the significant purchase of short-term investments during the nine
months ended December 31, 2003.

Net cash provided by financing activities was $5.2 million for the nine months ended December 31, 2004, and $8.6 million for the nine months
ended December 31, 2003. These represent funds received for the purchase of shares under the terms of our stock option plans and employee
stock purchase plan.

Contractual Obligations

As of December 31, 2004, our principal commitments consisted of obligations outstanding under operating leases. These commitments include
leases for two premises in the United States, located in San Jose and Alviso, California, two in China and one location in each of Canada, India,
Japan, South Korea and Taiwan. In addition, we have obligations under operating leases for equipment. The aggregate minimum annual
payments required under our lease obligations, excluding expected sub-lease income, by fiscal year are as follows (in thousands):

2005 $ 3,385
2006 3,195
2007 3,195
2008 1,219
2009 1,219
2010 21
Total $12,234

Our lease agreements expire at various dates through calendar 2009.

Purchase orders or contracts for the purchase of raw material and other goods and services have not been separately disclosed. We are not able to
determine the aggregate amount of such purchase orders that represent contractual obliga