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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

;N(I)alrjl;%?l"eéRLY REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES EXCHANGE ACT OF
lf)iétlhe quarterly period ended September 30, 2017

OO'IISRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
lf)iétlhe transition period from

to

Commission File Number 001-36861

Lumentum Holdings Inc.

(Exact name of Registrant as specified in its charter)
Delaware 47-3108385

(State or other jurisdiction of (L.R.S. Employer
incorporation or organization) Identification Number)

400 North McCarthy Boulevard, Milpitas, California 95035
(Address of principal executive offices including Zip code)

(408) 546-5483

(Registrant’s telephone number, including area code)

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 o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).
Yesx Noo

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company or an emerging growth company. See definition of “large accelerated filer,” “accelerated filer,”
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“smaller reporting company” and “emerging growth company” in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filerx Accelerated filerONon—acceleratqd filer . OSmaller reporting 0
(Do not check if a smaller reporting company) company

Emerging growth

company
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
o No x

As of October 26, 2017, the Registrant had 62.0 million shares of common stock outstanding.
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LUMENTUM HOLDINGS INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in millions, except per share data)

(unaudited)
Three Months
Ended
Septembddddper 1,
2017 2016
Net revenue $243.2 $258.1
Cost of sales 1739 174.7
Amortization of acquired developed technologies 0.8 1.7
Gross profit 68.5 81.7
Operating expenses:
Research and development 36.3 36.9
Selling, general and administrative 26.6 25.1
Restructuring and related charges 2.9 29
Total operating expenses 65.8 64.9
Income from operations 2.7 16.8
Unrealized gain (loss) on derivative liability 4.2 2.7 )
Interest and other income (expense), net 34 )02
Income (loss) before income taxes 3.5 (5.7 )
Benefit from income tax 36 )3 )
Net income (loss) 7.1 3.4 )
Cumulative dividends on Series A Preferred Stock 0.2 ) (0.2 )
Net income (loss) attributable to common stockholders $6.9 $3.6 )
Net income (loss) per share attributable to common stockholders
Basic $0.11  $(0.06 )
Diluted $0.11  $(0.06 )
Shares used in per share calculation attributable to common stockholders
Basic 61.7 59.9
Diluted 63.0 59.9

See accompanying notes to condensed consolidated financial statements.
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LUMENTUM HOLDINGS INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(in millions)

(unaudited)
Three Months
Ended
SeptemBetRkr 1,
2017 2016

Net income (loss) $7.1 $ 34 )

Other comprehensive income (loss):

Net change in cumulative translation adjustment, net of tax 1.9 (09 )

Net change in unrealized gain (loss) on available-for-sale securities, net of tax (0.1 ) —

Net change in accumulated other comprehensive income (loss) 1.8 0.9 )

Comprehensive income (loss) $89 $ 43 )

See accompanying notes to condensed consolidated financial statements.
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LUMENTUM HOLDINGS INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(in millions, except share and per share data)

September 30, July 1,

(unaudited)
2017
ASSETS
Current assets:
Cash and cash equivalents $ 150.8
Short-term investments 381.7
Accounts receivable, net 173.8
Inventories 147.2
Prepayments and other current assets 69.0
Total current assets 922.5
Property, plant and equipment, net 293.7
Goodwill and intangibles, net 21.0
Deferred income taxes 7.6
Other non-current assets 3.6
Total assets $1,248.4
LIABILITIES, REDEEMABLE CONVERTIBLE PREFERRED STOCK,
STOCKHOLDERS EQUITY, AND INVESTED EQUITY
Current liabilities:
Accounts payable $111.6
Accrued payroll and related expenses 25.1
Income taxes payable 0.5
Accrued expenses 18.0
Other current liabilities 22.0
Total current liabilities 177.2
Convertible note 321.6
Derivative liability 474
Other non-current liabilities 25.3
Total liabilities 571.5

Commitments and contingencies (Note 16)
Redeemable convertible preferred stock:

Non-controlling interest redeemable convertible Series A preferred stock, $0.001 par value,
10,000,000 authorized shares; 35,805 shares issued and outstanding as of September 30, 35.8
2017 and July 1, 2017

Total redeemable convertible preferred stock 35.8
Stockholders’ equity:
Common stock, $0.001 par value, 990,000,000 authorized shares, 62,006,405 and

61,476,103 shares issued and outstanding as of September 30, 2017 and July 1, 2017, 0.1
respectively
Additional paid-in capital 705.7
Retained earnings (73.9
Accumulated other comprehensive income 9.2
Total stockholders’ equity 641.1
Total liabilities, redeemable convertible preferred stock, and stockholders’ equity $1,2484

See accompanying notes to condensed consolidated financial statements.

2017
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LUMENTUM HOLDINGS INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in millions)

(unaudited)
Three Months
Ended
Septembddddber 1,
2017 2016
OPERATING ACTIVITIES:
Net income (loss) $7.1 $34 )
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation expense 16.7 11.9
Stock-based compensation 9.3 7.7
Unrealized (gain) loss on derivative liability 4.2 ) 227
Amortization of acquired developed technologies 0.8 1.8
Amortization of discount on 0.25% Convertible Senior Notes due 2024 4.1 —
Other non-cash (income) expenses 0.1 —
Changes in operating assets and liabilities:
Accounts receivable (7.5 ) 14.0
Inventories 2.0 ) @30 )
Prepayments and other current and non-currents assets 5.8 )2 )
Deferred taxes, net 35 )Yo02
Accounts payable (1.8 )42 )
Accrued payroll and related expenses 24 )05
Income taxes payable — (1.3 )
Accrued expenses and other current and non-current liabilities (1.2 )16
Net cash provided by operating activities 9.7 36.3
INVESTING ACTIVITIES:
Purchase of property, plant and equipment (33.0 ) (289 )
Purchases of short-term investments (228.3 ) —
Proceeds from maturities and sales of short-term investments 128.8 —
Net cash used in investing activities (132.5) 289 )
FINANCING ACTIVITIES:
Payment of dividends - preferred stock 0.2 ) (0.2 )
Repayment of capital lease obligation 12 ) —
Proceeds from the exercise of stock options 1.7 2.5
Net cash provided by financing activities 0.3 2.3
Effect of exchange rates on cash and cash equivalents 0.4 —
Increase (decrease) in cash and cash equivalents (122.1) 9.7
Cash and cash equivalents at beginning of period 2729 157.1
Cash and cash equivalents at end of period $150.8 $166.8
Supplemental disclosure of cash flow information:
Cash paid for taxes $0.3 $2.9
Cash paid for interest 0.6 —
Unpaid property, plant and equipment in accounts payable and accrued expenses 12.6 9.1
Equipment acquired under capital lease 8.5 —

See accompanying notes to condensed consolidated financial statements.
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NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Description of Business and Summary of Significant Accounting Policies

Description of Business

Lumentum (we, us, our or the Company) is an industry-leading provider of optical and photonic products defined by
revenue and market share addressing a range of end market applications including data communications (‘“Datacom”)
and telecommunications (‘“Telecom”) networking and commercial lasers (“Commercial Lasers”) for manufacturing,
inspection and life-science applications. We are using our core optical and photonic technology and our volume
manufacturing capability to expand into attractive emerging markets that benefit from advantages that optical or
photonics-based solutions provide, including 3D sensing for consumer electronics and diode light sources for a variety
of consumer and industrial applications. The majority of our customers tend to be original equipment manufacturers
(“OEMs”) that incorporate our products into their products which then address end-market applications. For example,
we sell fiber optic components that our network equipment manufacturer (“NEM”) customers assemble into
communications networking systems, which they sell to network service providers or enterprises with their own
networks. Similarly, many of our customers for our Lasers products incorporate our products into tools they produce,
which are used for manufacturing processes by their customers. For 3D sensing, we sell diode lasers to manufacturers
of consumer electronics products for mobile, personal computing, gaming, and other applications, who then integrate
our devices within their products, for eventual resale to consumers.

Basis of Presentation

The preparation of the condensed consolidated financial statements in accordance with GAAP in the United States
requires management to make estimates and assumptions that affect the amounts reported in our condensed
consolidated financial statements and accompanying notes. Management bases its estimates on historical experience
and various other assumptions believed to be reasonable. Although these estimates are based on management’s best
knowledge of current events and actions that may impact the Company in the future, actual results may be different
from the estimates. Our critical accounting policies are those that affect our financial statements materially and
involve difficult, subjective or complex judgments by management. Those policies are revenue recognition, inventory
valuation, valuation of derivative liability, long-lived asset valuation, warranty and accounting for income taxes.
Fiscal Years

We utilize a 52-53 week fiscal year ending on the Saturday closest to June 30th. Our fiscal 2018 is a 52-week year
ending on June 30, 2018. Our fiscal 2017 was a 52-week year and ended on July 1, 2017.

Principles of Consolidation

These interim unaudited condensed consolidated financial statements include the accounts of the Company and its
wholly-owned subsidiaries. All intra-company transactions within our business were eliminated.

Accounting Policies

The accompanying interim unaudited condensed consolidated financial statements and accompanying related notes
should be read in conjunction with the condensed consolidated financial statements and related notes included in our
Annual Report on Form 10-K for the fiscal year ended July 1, 2017.

The Company adopted ASU 2016-09, Stock Compensation ASU 718 - Improvements to Employee Share-Based
Payment Accounting at the beginning of the first quarter of fiscal year 2018. As a result of the adoption, in the first
quarter of fiscal year 2018, the Company recorded on a modified retrospective basis a $2.6 million cumulative-effect
adjustment to retained earnings for the recognition of excess tax benefits generated by the settlement of share-based
awards in prior periods. The Company elected to account for forfeitures of equity awards when they occur. The
change was applied on a modified retrospective basis with a cumulative-effect adjustment of approximately $0.2
million to retained earnings in the first quarter of fiscal year 2018.

All excess tax benefits and deficiencies are recognized in the income tax provision in the Condensed Consolidated
Statements of Operations prospectively, rather than in additional paid-in-capital in the condensed consolidated balance
sheets. In addition, the standard eliminates the requirement to defer recognition of excess tax benefits until they are
realized through a reduction to income taxes payable. The Company presents excess tax benefits as an operating
activity in the Condensed Consolidated Statements of Cash Flows on a prospective basis.

10



Edgar Filing: Lumentum Holdings Inc. - Form 10-Q

11



Edgar Filing: Lumentum Holdings Inc. - Form 10-Q

Table of Contents
LUMENTUM HOLDINGS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 2. Recently Issued Accounting Pronouncements

In October 2016, the Financial Accounting Standards Board (“FASB”) issued ASU 2016-16, Accounting for Income
Taxes: Intra-Entity Asset Transfers of Assets other than Inventory. The new guidance removes the prohibition in ASC
740 against the immediate recognition of the current and deferred income tax effects of intra-entity transfers of assets
other than inventory. The new guidance will be effective for us in our first quarter of fiscal 2019. We do not believe
that the adoption of this standard will have a material impact to our condensed financial statements.

In August 2016, FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash
Receipts and Cash Payments, which clarifies how companies present and classify certain cash receipts and cash
payments in the statement of cash flows. ASU 2016-15 is effective for us in our first quarter of fiscal 2019 and earlier
adoption is permitted. We are currently evaluating the impact of our pending adoption of ASU 2016-15 on our
condensed consolidated financial statements.

In February 2016, FASB issued ASU 2016-02, Leases. The new guidance generally requires an entity to recognize on
its balance sheet operating and financing lease liabilities and corresponding right-of-use assets. The standard is
effective for us in our first quarter of fiscal 2020 and early adoption is permitted. The Company is currently evaluating
the impact of the adoption of ASU 2016-02 on its condensed consolidated financial statements.

In May 2014, FASB issued ASU 2014-09, Revenue from Contracts with Customers, which amended the existing
accounting standards for revenue recognition. ASU 2014-09 establishes principles for recognizing revenue upon the
transfer of promised goods or services to customers, in an amount that reflects the consideration expected to be
received in exchange for those goods or services. The new standard requires that reporting companies disclose the
nature, amount, timing and uncertainty of revenue and cash flows arising from contracts with customers. On July 9,
2015, FASB agreed to delay the effective date by one year and, accordingly, the new standard is effective for the
Company beginning in the first quarter of fiscal 2019. Early adoption is permitted, but not before the original effective
date of the standard.

The guidance permits two methods of adoption: retrospectively to each prior reporting period presented (full
retrospective method), or retrospectively with the cumulative effect of initially applying the guidance recognized at
the date of initial application (modified retrospective method). The Company anticipates adopting the standard using
the modified retrospective method. The Company is currently evaluating the impact of the adoption of ASU 2014-09
on its condensed consolidated financial statements.

Note 3. Earnings Per Share

The following table sets forth the computation of basic and diluted net income (loss) attributable to common
stockholders per share (in millions, except per share data):

Three Months
Ended
Septemiactdber 1,
2017 2016

Numerator:

Net income (loss) $7.1 $34 )
Less: Cumulative dividends on Series A Preferred Stock 0.2 ) (0.2 )
Net income (loss) attributable to common stockholders $69 $@B6 )

Denominator:

Weighted-average number of common shares outstanding

Basic 61.7 599

Effect of dilutive securities from stock-based benefit plans 1.3 —

Diluted shares available to common stockholders 630 599

Net income (loss) per share attributable to common stockholders:

12
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Basic $0.11 $(0.06 )

Diluted $0.11 $(0.06 )

The dilutive effect of stock-based awards is reflected in diluted earnings per share by application of the treasury stock
method, which includes consideration of unamortized share-based compensation expense and the dilutive effect of
in-the-money options

7
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

and non-vested restricted stock units. Under the treasury stock method, the amount the employee must pay for
exercising stock options and unamortized share-based compensation expense collectively are assumed proceeds to be
used to repurchase hypothetical shares. An increase in the fair value of the Company’s common stock can result in a
greater dilutive effect from potentially dilutive awards.
The dilutive effect of the redeemable convertible preferred stock is reflected in diluted earnings per share by the
application of the if-converted method. The number of shares is increased for the assumed conversion of the
instrument. For the three months ended September 30, 2017 and October 1, 2016, 1.5 million shares related to the
potential conversion of the Series A Preferred Stock were excluded from the calculation of diluted shares available to
the common stockholders because their inclusion would have been antidilutive.
In March 2017, the Company issued $450 million in aggregate principal amount of 0.25% Convertible Senior Notes
due in 2024 (the “2024 Notes”). The Company has the ability and intent to settle the $450 million face value of the 2024
Notes in cash. Therefore, the Company will use the treasury stock method for calculating the dilutive impact of the
2024 Notes. The 2024 Notes will have no impact to diluted earnings per share until the average price of our common
stock exceeds the conversion price. Refer to “Note 10. Convertible Senior Notes” for further discussion.
For the three months ended September 30, 2017, 7.4 million shares related to the potential conversion of the 2024
Notes were excluded from the calculation of diluted shares because their inclusion would have been antidilutive.
There was no impact to diluted earnings per share for the three months ended October 1, 2016 as the 2024 Notes were
issued in the third quarter of fiscal 2017.
For the three months ended September 30, 2017, the number of shares related to our stock-based benefit plans that
were excluded from the calculation of diluted shares was not material. For the three months ended October 1, 2016,
1.1 million shares related to our stock-based benefit plans were excluded from the calculation of diluted shares
because their inclusion would have been antidilutive.
Note 4. Accumulated Other Comprehensive Income (Loss)
Our accumulated other comprehensive income (loss) consists of the accumulated net unrealized gains or losses on
foreign currency translation adjustments, the defined benefit obligation, and available-for-sale securities.
As of September 30, 2017 and July 1, 2017, balances for the components of accumulated other comprehensive income
(loss) were as follows (in millions):

Foreign currency Unrealized gain

Defined benefit (loss) on

trap slation obligation, net available-for-sale Total
adjustments, net .
of tax securities, net of
of tax
tax

Beginning balance as of July 1, 2017 $ 105 $ (3.1 ) $§ — $7.4
Other comprehensive income (loss) 1.9 — (0.1 ) 1.8
Ending balance as of September 30,2017 $ 12.4 $ (3.1 ) $ (0.1 ) $9.2

The Company evaluates the assumptions over fair value of defined benefit obligation annually and makes changes as
necessary.

Note 5. Mergers and Acquisitions

In February 2017, we completed the acquisition of a privately held company to enhance our manufacturing and
vertical integration capabilities. We acquired all of the outstanding shares of the company. In connection with the
acquisition, we paid upfront cash consideration of $5.1 million, incurred liabilities of $2.7 million contingent upon the
achievement of certain production targets being achieved within 36 months following the acquisition date, and
retained $0.9 million of the purchase price as security for the seller’s indemnification obligations under the purchase
agreement. This resulted in total purchase consideration of $8.7 million.

The Company estimated the acquisition date fair value of the contingent consideration as the present value of the
expected contingent payments, determined using a probabilistic approach and recorded the fair value of such
contingent consideration in

14
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

accrued liabilities on the condensed consolidated balance sheet at the date of acquisition. The Company is required to
reassess the fair value of contingent payments on a periodic basis. As of September 30, 2017, the Company estimated
the likelihood of meeting the production targets at 90%. There was no change in the fair value of our contingent
consideration during the three months ended September 30, 2017. This contingent consideration will result in a cash
payment of $3.0 million, if and when the production targets are achieved.

We recorded the assets acquired and liabilities assumed at their estimated fair values, with the difference between the
fair value of the net assets acquired and the purchase consideration reflected in goodwill. The following table reflects
the preliminary fair values of assets acquired and liabilities assumed (in millions):

Cash and cash equivalents $—
Accounts receivable, net 0.1
Inventories 1.9
Prepayments and other current assets 0.2
Property, plant and equipment, net 0.8
Developed technology 24
Goodwill 5.6
Accounts payable ©0.4)
Accrued expenses and payroll 0.2)
Deferred revenue (1.1)
Deferred tax liability 0.6)

Total value of assets acquired and liabilities assumed $8.7
As of the acquisition date, developed technology of the acquired business had an estimated useful life of six years.
The goodwill is primarily attributed to the synergies expected to be realized following the acquisition and the
assembled workforce. Goodwill has been assigned to the Optical Communications segment and is not deductible for
tax purposes.
Results of operations of the business acquired have been included in our condensed consolidated financial statements
subsequent to the date of acquisition. Pro forma statements have not been presented because they are not material to
our consolidated results of operations. The revenue and net income earned by the business acquired following the
acquisition are not material to our consolidated results of operations.
Note 6. Balance Sheet Details
Accounts receivable allowances
As of September 30, 2017 and July 1, 2017, our accounts receivable allowance balance was $1.8 million and $1.8
million, respectively.
Inventories
The components of inventories were as follows (in millions):

September 30, July 1,

2017 2017
Finished goods $ 78.7 $71.7
Work in process 41.1 49.4
Raw materials and purchased parts 27.4 241
Inventories $ 1472 $145.2

9
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Prepayments and other current assets
The components of prepayments and other current assets were as follows (in millions):
September 30, July 1,

2017 2017
Capitalized manufacturing overhead $ 27.2 $30.1
Prepayments 14.6 12.3
Advances to contract manufacturers 13.4 10.5
Other current assets 13.8 10.6
Prepayments and other current assets $ 69.0 $63.5

Property, plant and equipment, net
The components of property, plant and equipment, net were as follows (in millions):
September 30, July 1,

2017 2017
Land $ 10.6 $10.6
Buildings and improvement 40.8 37.3
Machinery and equipment () 484.7 461.1
Furniture and fixtures and software 39.8 35.8
Leasehold improvements 30.8 30.5
Construction in progress 90.9 84.6

697.6 659.9
Less: Accumulated depreciation (403.9 ) (386.4)
Property, plant and equipment, net $ 293.7 $273.5

(1) In the first quarter of fiscal 2018, we started leasing equipment under a capital lease. Included in the table above is
our capital lease asset of $7.4 million, net of depreciation expense of $1.1 million.
In March 2017, we completed the purchase of a property in Thailand for approximately $9.9 million in cash. This
property will provide additional manufacturing capacity for future growth. The building was valued at $5.5 million
and the land was valued at $4.4 million.
During the three months ended September 30, 2017 and October 1, 2016, we recorded a depreciation expense of $16.7
million and $11.9 million, respectively. Our construction in progress includes primarily machinery and equipment that
was purchased to increase our manufacturing capacity. We expect to place these assets in service in the next 12
months.
Other current liabilities
The components of other current liabilities were as follows (in millions):

September 30, July 1,

2017 2017
Warranty accrual (D $ 94 $9.7
Restructuring accrual and related charges @ 1.3 3.8
Deferred revenue and customer deposits 4.9 6.9
Capital lease obligation () 4.9 —
Other current liabilities 1.5 1.5
Other current liabilities $ 220 $21.9

(1) Refer to “Note 16. Commitments and Contingencies” in the Notes to Unaudited Condensed Consolidated Financial
Statements.

10
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(2) Refer to “Note 13. Restructuring and Related Charges” in the Notes to Unaudited Condensed Consolidated Financial
Statements.
Other non-current liabilities
The components of other non-current liabilities were as follows (in millions):
September 30, July 1,

2017 2017
Asset retirement obligation $ 2.5 $2.5
Pension and related accrual 4.2 3.9
Deferred rent 3.5 33
Unrecognized tax benefit 7.9 10.5
Capital lease obligation ) 2.4 —
Other non-current liabilities 4.8 4.8
Other non-current liabilities $ 25.3 $25.0

(1) Refer to “Note 16. Commitments and Contingencies” in the Notes to Unaudited Condensed Consolidated Financial
Statements.
(2) Refer to “Note 13. Restructuring and Related Charges” in the Notes to Unaudited Condensed Consolidated Financial
Statements.
Note 7. Cash, Cash Equivalents, and Short-term Investments
Cash, cash equivalents and short-term investments
The following table summarizes our cash and cash equivalents by category (in millions):
September 30, July 1,

2017 2017
Cash and cash equivalents:
Cash $ 81.5 $201.3
Certificates of deposit 11.0 52.1
Commercial paper 33.9 14.7
Corporate debt securities 3.2 —
Money market funds 1.3 4.8
Municipal bonds 1.0 —
U.S. Treasury 18.9 —
Total cash and cash equivalents $ 150.8 $272.9

The following table summarizes our short-term investments by category (in millions) as of September 30, 2017:

11
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As of September 30, 2017

Amorti chIOSS Gross
Cost nrealized Unrealized Fair Value

Gains Losses
Certificate of deposit $1132 % — $ — $ 113.2
Commercial paper 235 — — 23.5
Asset-backed securities 66.0 — — 66.0
Corporate debt securities 171.0 0.1 0.2 ) 170.9
Municipal bonds 5.1 — — 5.1
Mortgage-backed securities 1.1 — — 1.1
U.S. Treasury 1.9 — — 1.9

Total short-term investments $381.8 $ 0.1 $ 02 ) $381.7
The following table summarizes our short-term investments by category (in millions) as of July 1, 2017:
As of July 1, 2017

Amorti Gross Gross
nrealized Unrealized Fair Value
Cost .
Gains Losses

Certificates of deposit $202.1 $ —3 —3$ 202.1
Asset-backed securities 26.1 — — 26.1
Corporate debt securities 464 — — 46.4
Municipal bonds 4.9 — — 4.9
Foreign government bonds 1.0 — — 1.0
U.S. Treasury 1.9 — — 1.9
Total short-term investments $282.4 $ —3 —$ 2824

We use the specific-identification method to determine any realized gains or losses from the sale of our short-term
investments classified as available-for-sale. As of September 30, 2017, we did not realize significant gross gains or
losses from the sale of our short-term investments classified as available-for-sale.
The fair value of our short-term investments that have been in unrealized loss position less than 12 months was $193.8
million as of September 30, 2017. There were no investments in unrealized loss position greater than 12 months as of
September 30, 2017.
The following table classifies our investments in debt securities by contractual maturities (in millions):

As of

September 30,

2017

AmortizEdir
Cost  Value
Due in 1 year $214.9 $214.8
Due in 1 year through 5 years  156.8 156.7
Due in 5 years through 10 years 4.8 4.8
Due after 10 years 5.3 54
$381.8 $381.7
All available-for-sale securities have been classified as current, based on management’s intent and ability to use the
funds in current operations.
Note 8. Fair Value Measurements

12
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We determine fair value based on the fair value hierarchy, which requires an entity to maximize the use of observable
inputs and minimize the use of unobservable inputs when measuring fair value. Fair value is defined as the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at
the measurement date. The fair value assumes that the transaction to sell the asset or transfer the liability occurs in the
principal or most advantageous market for the asset or liability and establishes that the fair value of an asset or
liability shall be determined based on the assumptions that market participants would use in pricing the asset or
liability. The classification of a financial asset or liability within the hierarchy is based upon the lowest level input that
is significant to the fair value measurement. The fair value hierarchy prioritizes the inputs into three levels that may be
used to measure fair value:

Level
1:

Level

Inputs are unadjusted quoted prices in active markets for identical assets or liabilities.

Inputs are quoted prices for similar assets and liabilities in active markets or inputs that are observable for the
asset or liability, either directly or indirectly through market corroboration, for substantially the full term of the
financial instrument.

Level
3:
The fair value of the Company’s Level 1 financial instruments, such as money market funds, which are traded in active
markets, is based on quoted market prices for identical instruments. The fair value of the Company’s Level 2 fixed
income securities is obtained from an independent pricing service, which may use quoted market prices for identical

or comparable instruments or model driven valuations using observable market data or inputs corroborated by
observable market data. Our marketable securities are held by custodians who obtain investment prices from a
third-party pricing provider that incorporates standard inputs in various asset price models. The Company’s procedures
include controls to ensure that appropriate fair values are recorded, including comparing the fair values obtained from
the Company’s pricing service against fair values obtained from another independent source.

We estimate the fair value of the embedded derivative for the Series A Preferred Stock using the binomial lattice
model. The lattice model requires the various assumptions to be made to determine the fair value of the embedded
derivatives. These assumptions represent Level 3 inputs. Refer to “Note 11. Derivative Liability” in the Notes to
Unaudited Condensed Consolidated Financial Statements.

We estimated the acquisition date fair value of our Level 3 contingent consideration as the present value of the
expected contingent payments, determined using a probabilistic approach. We are required to reassess the fair value of
contingent payments on a periodic basis. In the fiscal first quarter of 2018, we estimated the likelihood of meeting the
production targets at 90 percent. There was no change in the fair value of our contingent consideration during the three
months ended September 30, 2017. The fair value of such contingent consideration is recorded in accrued liabilities on
the condensed consolidated balance sheet as of September 30, 2017. This contingent consideration will result in a cash
payment of $3.0 million, if and when the production targets are achieved. Refer to “Note 5. Mergers and Acquisitions”
in the Notes to Unaudited Condensed Consolidated Financial Statements.

Our pension assets consist of multiple institutional funds (“pension funds”) of which the fair values are based on the
quoted prices of the underlying funds. Pension funds are classified as Level 2 assets since such funds are not directly
traded in active markets.

Financial assets and liabilities measured at fair value on a recurring basis are summarized below (in millions):

Inputs are unobservable inputs based on our assumptions.

13
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IlJevel Level 2 Level 3 Total

Assets:
Cash equivalents:
Certificate of deposit $— $110 $— $11.0
Commercial paper — 339 — 339

Corporate debt securities — 32 — 32
Money market funds 1.3 — — 1.3
Municipal bonds — 1.0 — 1.0
U.S. Treasury 189 — — 18.9
Short-term investments:
Certificate of deposit — 1132 — 113.2
Commercial paper — 235 — 23.5

Asset-backed securities — 660 — 66.0

Corporate debt securities — 1709 — 170.9
Municipal bonds — 51 — 5.1
Mortgage-backed securities — 1.1 — 1.1
U.S. Treasury 1.9 — — 1.9
Total Assets $22.1 $4289 $—  $451.0
Other accrued liabilities:

Derivative liability $— $—  $474 $474

Acquisition contingencies —- — 2.7 2.7

Pension and post-retirement benefit accrual — 4.2 — 4.2
Total other accrued liabilities $— $42 $50.1 $543

Assets Measured at Fair Value on a Non-Recurring Basis

We periodically review our intangible and other long-lived assets for impairment whenever events or changes in
circumstances indicate that the carrying amount of such assets may not be recoverable. Determination of
recoverability is based on the lowest level of identifiable estimated undiscounted cash flows resulting from use of the
asset and its eventual disposition. If not recoverable, an impairment loss would be calculated based on the excess of
the carrying amount over the fair value.

Management utilizes various valuation methods, including an income approach, a market approach and a cost
approach, to estimate the fair value of intangible and other long-lived assets. During the annual impairment testing
performed in fiscal 2017, all our intangible and other long-lived assets passed Step 1. No impairment charges were
recorded in fiscal 2017 or 2016. Refer to “Note 12. Goodwill and Other Intangible Assets”.

Additionally, we have a restructuring liability related to certain real estate facilities which was calculated based on the
present value of future lease payments, less estimated sublease income, discounted at a rate commensurate with our
current cost of financing. This non-recurring fair value measurement is considered to be a Level 3 measurement due to
the use of significant unobservable inputs. To the extent that actual sublease income or the timing of subleasing these
facilities is different than initial estimates, we will adjust the restructuring liability in the period during which such
information becomes known. Refer to “Note 13. Restructuring and Related Charges”.

Note 9. Non-Controlling Interest Redeemable Convertible Preferred Stock

On July 31, 2015, our wholly-owned subsidiary, Lumentum Inc., issued 40,000 shares of its Series A Preferred Stock
to Viavi. Pursuant to a securities purchase agreement between the Company, Viavi and Amada, 35,805 shares of
Series A Preferred Stock were sold by Viavi to Amada in August 2015. The remaining 4,195 shares of the Series A
Preferred Stock were canceled. The Series A Preferred Stock is referred to as our Non-Controlling Interest
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The Series A Preferred Stock is redeemable at the option of Amada after five years and classified as non-controlling
interest redeemable convertible preferred stock in our condensed consolidated balance sheet. The Series A Preferred
Stock is measured at its redemption value. The Series A Preferred Stock value of $35.8 million as of September 30,
2017 has not changed from prior year.

The Series A Preferred Stock conversion feature is bifurcated from the Series A Preferred Stock and accounted for
separately as a derivative liability. The derivative liability is measured at fair value each reporting period with the
change in fair value recorded in the condensed consolidated statements of operations. Refer to “Note 11. Derivative
Liability”.

The following paragraphs describe the terms and conditions of the Series A Preferred Stock:

Conversion

The Series A Preferred Stock is convertible, at the option of the holder, into shares of our common stock commencing
on the second anniversary of the closing of the securities purchase (absent a change of control of us or similar event)
using a conversion price of $24.63, which is equal to 125% of the volume weighted average price per share of our
common stock in the five “regular-way” trading days following our separation from JDS Uniphase Corporation in
August 2015 (the “Separation”).

Liquidation

Upon any liquidation, dissolution, or winding up of our business, whether voluntary or involuntary, holders of Series
A Preferred Stock will be entitled to receive, in preference to holders of common stock or any other class or series of
our outstanding capital stock ranking in any such event junior to the Series A Preferred Stock, an amount per share
equal to the greater of (i) the Issuance Value of $1,000 per share for Series A Preferred Stock plus all accrued and
unpaid dividends thereon (whether or not authorized or declared) through the date of payment and (ii) the amount as
would have been payable had all Series A Preferred Stock been converted into common stock immediately prior to
such liquidation event.

If upon occurrence of any such event, our assets legally available for distribution are insufficient to permit payment of
the aforementioned preferential amounts, then all of our assets legally available for distribution will be distributed
ratably to the holders of the Series A Preferred Stock and to the holders of any other class or series of our capital stock
ranking on parity with the Series A Preferred Stock.

Voting Rights

The Series A Preferred Stock have no voting rights except as follows:

Authorize, approve, or make any change to the powers, preferences, privileges or rights of the Series A Preferred
Stock;

Authorize or issue any additional shares of Series A Preferred Stock or reduce the number of shares of Series A
Preferred Stock; or

Create, or hold capital stock in, any subsidiary that is not wholly-owned by the Company.

Dividends

Holders of Series A Preferred Stock, in preference to holders of common stock or any other class or series of our
outstanding capital stock ranking in any such event junior to the Series A Preferred Stock, are entitled to receive,
when and as declared by the board of directors, quarterly cumulative cash dividends at the annual rate of 2.5% of the
Issuance Value per share on each outstanding share of Series A Preferred Stock. The accrued dividends are payable on
March 31, June 30, September 30 and December 31 of each year commencing on September 30, 2015.

The accrued dividend as of September 30, 2017 and October 1, 2016 is $0.2 million and $0.2 million, respectively.
Redemption

Optional redemption by the Company

On or after the third anniversary, we will have the option to redeem for cash all (but not less than all) of the shares of
Series A Preferred Stock at a redemption price equal to the Issuance Value plus the accrued and unpaid dividends on
each share and any past due dividends, whether or not authorized or declared.
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Commencing on the fifth anniversary of the Issuance Date, each holder of Series A Preferred Stock may cause the
Company to redeem for cash any number of shares of Series A Preferred Stock on any date at a redemption price for
share redeemed equal to the Issuance Value plus the accrued and unpaid dividends on each share and any past due
dividends, whether or not authorized or declared.

Note 10. Convertible Senior Notes

In March 2017, the Company issued the 2024 Notes in a private placement to qualified institutional buyers pursuant to
Rule 144 A under the Securities Act of 1933, as amended (the “Securities Act”). The 2024 Notes are governed by an
indenture between the Company, as the issuer, and U.S. Bank National Association, as trustee (the “Indenture”). The
2024 Notes are unsecured and do not contain any financial covenants, restrictions on dividends, incurrence of senior
debt or other indebtedness, or the issuance or repurchase of securities by the Company.

The 2024 Notes bear interest at a rate of 0.25% per year. Interest on the 2024 Notes is payable semi-annually in
arrears on March 15 and September 15 of each year, beginning on September 15, 2017. The 2024 Notes will mature
on March 15, 2024, unless earlier repurchased by the Company or converted pursuant to their terms.

The initial conversion rate of the 2024 Notes is 16.4965 shares of common stock per $1,000 principal amount of 2024
Notes, which is equivalent to an initial conversion price of approximately $60.62 per share, a 132.5% premium to the
fair market value at the date of issuance. Prior to the close of business on the business day immediately preceding
December 15, 2023, the 2024 Notes will be convertible only under the following circumstances: (1) during any fiscal
quarter (and only during such fiscal quarter), if the last reported sale price of the Company’s common stock for at least
20 trading days (whether or not consecutive) during the period of 30 consecutive trading days ending on the last
trading day of the immediately preceding fiscal quarter is greater than or equal to 130% of the applicable conversion
price on each applicable trading day; (2) during the five consecutive business day period after any five consecutive
trading day period (the “measurement period”) in which the trading price per $1,000 principal amount of notes for each
trading day of such measurement period was less than 98% of the product of the last reported sale price of the
Company’s common stock and the applicable conversion rate on each such trading day; or (3) upon the occurrence of
specified corporate events. On or after December 15, 2023 until the close of business on the second scheduled trading
day immediately preceding the maturity date, holders may convert their notes at any time. In addition, upon the
occurrence of a make-whole fundamental change, the Company will, in certain circumstances, increase the conversion
rate by a number of additional shares for a holder that elects to convert its 2024 Notes in connection with such
make-whole fundamental change.

The Company may not redeem the 2024 Notes prior to their maturity date and no sinking fund is provided for the
2024 Notes. Upon the occurrence of a fundamental change, holders may require the Company to repurchase all or a
portion of their 2024 Notes for cash at a price equal to 100% of the principal amount of the 2024 Notes to be
repurchased, plus any accrued and unpaid interest.

The Company considered the features embedded in the 2024 Notes other than the conversion feature, including the
holders’ put feature, the Company’s call feature, and the make-whole feature, and concluded that they are not required
to be bifurcated and accounted for separately from the host debt instrument.

Prior to the Tax Matters Agreement settlement condition (“TMA settlement condition”), because the Company could
only settle the 2024 Notes in cash, the Company determined that the conversion feature met the definition of a
derivative liability. The Company separated the derivative liability from the host debt instrument based on the fair
value of the derivative liability. As of the issuance date, March 8, 2017, the derivative liability fair value of $129.9
million was calculated using the binomial valuation approach. The residual principal amount of the 2024 Notes

of $320.1 million before issuance costs was allocated to the debt component. The Company incurred

approximately $7.7 million in transaction costs in connection with the issuance of the 2024 Notes. These costs were
allocated to the debt component and recognized as a debt discount. The Company amortizes the debt discount,
including both the initial value of the derivative liability and the transaction costs, over the term of the 2024 Notes
using the effective interest method. The effective interest rate of the 2024 Notes is 5.4% per year. As of September 30,
2017, the remaining debt discount amortization period was 77 months.
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During year ended July 1, 2017, the Company satisfied the TMA settlement conditions. As such, the value of the
conversion option is no longer be marked to market and was reclassified to additional paid-in capital within
stockholders’ equity on our condensed consolidated balance sheet. The value of the conversion option at the time of

issuance will be treated as an original issue discount for purposes of accounting for the debt component of the notes.

The debt component will accrete up to the principal amount over the expected term of the debt. These accounting
standards do not affect the actual amount we are required to repay, and the amount shown in the table below for the
notes is the aggregate principal amount of the notes and does not reflect the debt discount we will be required to
recognize.
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As of September 30, 2017, the 2024 Notes consisted of the following (in millions):

Liability component:

September 30, July 1,

2017 2017
Principal $ 450.0 $450.0
Unamortized debt discount (128.4 ) (132.5)
Net carrying amount of the liability component $ 321.6 $317.5
The following table sets forth interest expense information related to the 2024 Notes:
) iy September 30,
(in millions, except percentages)
2017
Contractual interest expense $ 03
Amortization of the debt discount 4.1
Total interest cost $ 44
Effective interest rate on the liability component 5.4 %

The Company has the ability and intent to settle the $450 million face value of the debt in cash. Therefore, the
Company will use the treasury stock method for calculating the dilutive impact of the debt. The 2024 Notes will have
no impact to diluted earnings per share until the average price of our common stock exceeds the conversion price. The
Notes are required to be excluded from the calculation of diluted earnings per share, as they would be anti-dilutive.
Note 11. Derivative Liability
We estimate the fair value of the embedded derivative for the Series A Preferred Stock using the binomial lattice
model. We applied the lattice model to value the embedded derivative using a "with-and-without method," where the
value of the Series A Preferred Stock, including the embedded derivative, is defined as the "with", and the value of the
Series A Preferred Stock, excluding the embedded derivative, is defined as the "without". The lattice model requires
the following inputs: (i) the Company's common stock price; (ii) conversion price; (iii) term; (iv) yield; (v) recovery
rate for the Series A Preferred Stock; (vi) estimated stock volatility; and (vii) risk-free rate. The fair value of the
embedded derivative was determined using level 3 inputs under the fair value hierarchy (unobservable inputs).
Changes in the inputs into this valuation model have a material impact in the estimated fair value of the embedded
derivative. For example, a decrease (increase) in the stock price and the volatility results in a decrease (increase) in the
estimated fair value of the embedded derivative. The changes in the fair value of the bifurcated embedded derivative
for the Series A Preferred Stock are primarily related to the change in the price of the Company's underlying common
stock and are reflected in the condensed consolidated statements of operations as "Unrealized gain (loss) on derivative
liability". Unrealized gain (loss) on derivative liability amounted to $4.2 million and $(22.7) million for the three
months ended September 30, 2017 and October 1, 2016, respectively.
The following table provides a reconciliation of the fair value of the embedded derivative for the Series A Preferred
Stock measured by significant unobservable inputs (Level 3) for the three months ended September 30, 2017 and
October 1, 2016:

Three months

ended
(in millions) ggll’gemfgf?er L
Balance as of beginning of period $51.6 $ 10.3
Unrealized (gain) loss on the Series A Preferred Stock derivative liability (4.2 ) 22.7
Balance as of end of period $47.4 $ 33.0

The following table summarizes the assumptions used to determine the fair value of the embedded derivative for
Series A Preferred Stock:
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September 30, July 1,

2017 2017
Stock price $ 54.35 $57.05
Conversion price $ 24.63 $24.63
Expected term (years) 2.86 3.11
Expected annual volatility 47.5 % 475 %
Risk-free rate 1.60 % 157 %
Preferred yield 7.41 % 756 %
Note 12. Goodwill and Other Intangible Assets

Goodwill
The following table presents the changes in goodwill by operating segments during the three months ended September
30, 2017 (in millions):

Optical Commercial
— Total
Communications Lasers
Balance as of July 1, 2017 $ 59 $ 55 $11.4
Acquisition of a business — — —
Currency translation 0.2 (0.1 ) 0.1
Balance as of September $ 6.1 $ 54 $11.5

30,2017
Impairment of Goodwill
We review goodwill for impairment during the fourth quarter of each fiscal year or more frequently if events or
circumstances indicate that an impairment loss may have occurred. In the fourth quarter of fiscal 2017, we completed
the annual impairment test of goodwill, which indicated there was no goodwill impairment. During the three months
ended September 30, 2017, there have been no events or circumstances that have required us to perform an interim
assessment of goodwill for impairment.
Acquired Developed Technology and Other Intangibles
In fiscal 2017, we completed the acquisition of a privately held company to enhance our manufacturing processes with
$2.4 million acquired developed technology which was allocated to Optical Communications operating segment. The
following tables present details of our acquired developed technology and other intangibles (in millions):

Gross

As of September 30, 2017 Carrying Accun.mla.ted
Amortization
Amount
Acquired developed technology $ 105.7 $ (96.2 ) $9.5
Other 9.4 9.4 ) —
Total Intangibles $1151 $ (1056 ) $9.5
Gross
As of July 1, 2017 Carrying Accun.mla.ted
Amortization
Amount
Acquired developed technology $ 105.5 $ (954 ) $10.1
Other 9.4 9.4 ) —
Total Intangibles $1149 $ (1048 ) $10.1
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During the three months ended September 30, 2017 and October 1, 2016, we recorded $0.8 million and $1.8 million,
respectively, of amortization related to acquired developed technology and other intangibles. The following table
presents details of our amortization (in millions):

Three Months
Ended
Septemldetdber 1,
2017 2016

Cost of sales $08 $ 1.7

Operating expense — 0.1

Total $08 $ 1.8

Based on the carrying amount of acquired developed technology and other intangibles as of September 30, 2017, and
assuming no future impairment of the underlying assets, the estimated future amortization is as follows (in millions):
Fiscal Years

Remainder of 2018 $2.4

2019 3.0
2020 2.9
Thereafter 1.2

Total amortization $9.5

Note 13. Restructuring and Related Charges

We have initiated various strategic restructuring events primarily intended to reduce costs, consolidate our operations,
rationalize the manufacturing of our products and align our business in response to the market conditions. As

of September 30, 2017 and July 1, 2017, our total restructuring accrual was $1.3 million and $3.8 million,
respectively.

During the three months ended September 30, 2017, we recorded $2.9 million in restructuring and related charges in
the condensed consolidated statements of operations, of which $(0.1) million was severance costs and $3.0 million
related to cost to vacate facilities, lease termination costs, and temporary labor, payroll tax, and other related costs
connected with employee benefits, materials used in set up and production activities. During the three months ended
October 1, 2016, we recorded $2.9 million in restructuring and related charges in the condensed consolidated
statements of operations, of which $0.4 million was severance costs and $2.5 million related to cost to vacate
facilities, lease termination costs, and temporary labor, payroll tax, and other related costs connected with employee
benefits, materials used in set up and production activities.

Summary of Restructuring Plans

The adjustments to the restructuring accrual related to all of our restructuring plans described below as of
September 30, 2017, were as follows (in millions):

FY 2015

Restructuring charges

Restrudiniing Other Total

ChargdSosts Charges
Liability as of July 1, 2017 $34 $04 § — $38
Charges 0.1) — 3.0 2.9
Payments 23)(@©.1) @3B0 ) G4)
Liability as of September 30,2017 $1.0 $03 $§ — $1.3

As of September 30, 2017, our restructuring liability includes $1.3 million in other current liabilities. There are no
non-current liabilities related to restructuring on our condensed consolidated balance sheet as of September 30, 2017.
As of July 1, 2017, our restructuring liability includes $3.8 million in other current liabilities. There are no non-current
liabilities related to restructuring on our condensed consolidated balance sheet as of July 1, 2017.
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Note 14. Income Taxes

Our tax provision for interim periods is determined using an estimate of our annual effective tax rate, adjusted for
discrete items, if any, that arise during the period. Each quarter, we update our estimate of the annual effective tax
rate, and if the estimated annual effective tax rate changes, we make a cumulative adjustment in such period.

Our quarterly tax provision, and estimate of our annual effective tax rate, is subject to variation due to several factors,
including variability in pre-tax income (or loss), the mix of jurisdictions to which such income relates, changes in how
we do business, and tax law developments. Our estimated effective tax rate for the year differs from the U.S. statutory
rate of 35% primarily due to the benefit of earnings of our subsidiaries being taxed at rates lower than the U.S.
statutory rate, non-deductible stock-based compensation, and unrecognized tax benefits.

We recorded a tax benefit of $(3.6) million and $(2.3) million for the three months ended September 30, 2017 and
October 1, 2016, respectively. Our tax benefit for the three months ended September 30, 2017, was primarily due to
the tax benefit from excess stock-based compensation deductions, as well as the non-taxable unrealized gain from the
embedded derivatives for the Series A Preferred Stock. The benefit for income tax for the three months ended October
1, 2016 was primarily due to an increase of profit in jurisdictions with lower tax rates, utilization of U.S. tax attributes
that were subject to a full valuation allowance, certain Canadian tax incentives, and a net benefit of $0.5 million of
true-up adjustments in our foreign jurisdictions.

We assess our ability to realize our U.S. net deferred tax assets on a quarterly basis and establish a valuation
allowance if it is more-likely-than-not that some portion of the deferred tax assets will not be realized. We weigh all
available positive and negative evidence, including our earnings history and results of recent operations, scheduled
reversals of deferred tax liabilities, projected future taxable income, and tax planning strategies. Due to the weight of
objectively verifiable negative evidence, including our history of losses in certain jurisdictions, we believe that it is
more likely than not that our U.S. federal, state, and Canadian deferred tax assets will not be realized as of September
30, 2017. Accordingly, we have maintained a valuation allowance on such deferred tax assets.

The amount of the deferred tax asset considered realizable, however, could be adjusted if estimates of future taxable
income during the carryforward period are reduced or increased or if objective negative evidence in the form of
cumulative losses is no longer present and additional weight may be given to subjective evidence such as our
projections for growth. In the event we determine that we will be able to realize all or part of its net deferred tax assets
in the future, the valuation allowance against deferred tax assets will be reversed in the period in which we make such
determination. The release of a valuation allowance against deferred tax assets may cause greater volatility in the
effective tax rate in the periods in which the valuation allowance is released. It is reasonably possible that significant
positive evidence may become available to reach a conclusion that a significant portion of the valuation allowance
will no longer be needed, and as such, we may release a significant portion of our valuation allowance in the next 12
months.

As of September 30, 2017, we had $7.9 million in our liability for unrecognized tax benefits, which, if recognized,
would affect the effective tax rate. We are subject to the continuous examination of income tax returns by various
foreign tax authorities. The timing of resolutions and closures of tax audits is highly unpredictable. Given the
uncertainty, it is reasonably possible that certain tax audits may be concluded within the next 12 months that could
materially impact the balance of our gross unrecognized tax benefits. An estimate of the range of increase or decrease
that could occur in the next twelve months cannot be made. However, the estimated impact to tax expense and net
income from the resolution and closure of tax exams is not expected to be significant within the next 12 months.

Note 15. Stock-Based Compensation and Stock Plans

Description of Lumentum Stock-Based Benefit Plans

Stock Option Plans

On June 23, 2015, we adopted, and the board of directors of JDS Uniphase Corporation (“JDSU” and, now, Viavi
Solutions Inc.) approved, the 2015 Equity Incentive Plan (the “2015 Plan”) under which 8.5 million shares of our
Common Stock were authorized for issuance, which was ratified by the Company’s board of directors in August
2015. In connection with our Separation from JDSU on July 31, 2015, outstanding JDSU equity-based awards held by
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service providers continuing in service after the Separation were converted into equity-based awards under the 2015
Plan reducing the number of shares remaining available for grant under the 2015 Plan. Immediately following our
Separation from JDSU, 2.1 million shares of our Common Stock were reserved pursuant to outstanding equity-based
awards under the 2015 Plan that were converted from JDSU equity-based awards.
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On November 4, 2016, the Company’s stockholders approved an amendment to increase the number of shares that may
be issued under the 2015 Plan by 3.0 million shares and to approve the material terms of the 2015 Plan.

As of September 30, 2017, the Company had 2.2 million shares of stock options, restricted stock awards, and
restricted stock units issued and outstanding to employees and directors under the 2015 Plan. Restricted stock awards
and restricted stock units are performance-based, time-based or a combination of both and are expected to vest over
one to four years. The fair value of the time-based restricted stock award or restricted stock unit is based on the
closing market price of our common stock on the date of award.

The exercise price for stock options is equal to the fair value of the underlying stock at the date of grant. The
Company issues new shares of common stock upon exercise of stock options. Options generally become exercisable
over a three-year or four-year period and, if not exercised, expire from five to ten years after the date of grant.

As of September 30, 2017, 6.1 million shares of common stock under the 2015 Plan were available for grant.
Employee Stock Purchase Plan

On June 23, 2015, we adopted, and the board of directors of JDSU approved, the 2015 Employee Stock Purchase Plan
(the “2015 Purchase Plan’) under which 3.0 million shares of our Common Stock were authorized for issuance, which
was ratified by our board of directors in August 2015. The 2015 Purchase Plan provides eligible employees with the
opportunity to acquire an ownership interest in the Company through periodic payroll deductions and provides a 15%
purchase price discount as well as a six-month look-back period. The 2015 Purchase Plan is structured as a qualified
employee stock purchase plan under Section 423 of the Internal Revenue Code of 1986. However, the 2015 Purchase
Plan is not intended to be a qualified pension, profit sharing or stock bonus plan under Section 401(a) of the Internal
Revenue Code of 1986 and is not subject to the provisions of the Employee Retirement Income Security Act of 1974.
The 2015 Purchase Plan will terminate upon the date on which all shares available for issuance have been sold. Of the
3.0 million shares authorized under the 2015 Purchase Plan, 2.5 million shares remained available for issuance as of
September 30, 2017.

Restricted Stock Units

Restricted stock units (“RSUs”) under the 2015 Plan are grants of shares of our common stock valued at fair value based
on the closing price of our common stock on the date of grant. RSUs result in a payment to a holder if any
performance goals or other vesting criteria are achieved or the awards otherwise vest. Generally, our RSUs have
service conditions, performance conditions, or a combination of both and are expected to vest over one to four years.
The fair value of the time-based RSUs is based on the closing market price of the common stock on the date of award.
Restricted Stock Awards

Restricted stock awards (“RSAs”) under the 2015 Plan are grants of shares of our common stock that are subject to
various restrictions, including restrictions on transferability and forfeiture provisions. RSAs are expected to vest over
one to four years, and the shares acquired may not be transferred by the holder until the vesting conditions (if any) are
satisfied.

Stock-Based Compensation

The impact on our results of operations of recording stock-based compensation by function for the three months ended
September 30, 2017 and October 1, 2016 was as follows (in millions):

Three Months
Ended
Septemldetdber 1,
2017 2016
Cost of sales $27 $ 19
Research and development 3.1 2.8
Selling, general and administrative 3.5 3.0
$93 $ 77

Approximately $1.8 million and $1.8 million of stock-based compensation was capitalized to inventory as of
September 30, 2017 and July 1, 2017.
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Stock Option and Restricted Stock Units Activity
We did not grant any stock options during the three months ended September 30, 2017 and October 1, 2016. During
the three months ended September 30, 2017, there were 40,270 options exercised. As of September 30, 2017, 4,514
options were outstanding under the 2015 Plan. During the three months ended September 30, 2017 and October 1,
2016, the total intrinsic value of options exercised by our employees was $0.7 million and $3.1 million, respectively.
During the three months ended October 1, 2016, the tax benefit realized in connection with these exercises was
immaterial due to the fact that Lumentum has no material tax benefit in foreign jurisdictions and a full valuation
allowance on its domestic deferred tax assets. During the three months ended September 30, 2017, due to adoption of
ASU 2016-09, all excess tax benefits and deficiencies will be recognized in the income tax provision in the
Condensed Consolidated Statements of Operations prospectively, rather than in additional paid-in-capital in the
condensed consolidated balance sheets. Refer to “Note 1. Description of Business and Summary of Significant
Accounting Policies” in the Notes to Unaudited Condensed Consolidated Financial Statements for further discussion on
the impact of ASU 2016-09 adoption.
As of September 30, 2017, $66.7 million of stock-based compensation cost related to RSUs and RSAs granted to our
employees remains to be amortized. That cost is expected to be recognized over an estimated amortization period of
2.0 years.
The following table summarizes our stock option, RSA, and RSU activities in September 30, 2017 (amount in
millions except per share amounts):

Restricted Stock Units/Awards

Outstanding
. 1rlllrrl?g£r of Weighted-Average
Available o .
for Grant S hares Grant Date Fair
( E%ﬁ/RSA) Value
Outstanding as of July 1, 2017 6.6 2.2 $ 28.51
Authorized —
Granted 06 ) 06 52.62
Exercised / Vested — —0.5 ) 27.62
Canceled 0.1 —0.1 ) 38.02
Outstanding as of September 30, 2017 6.1 22 $ 34.86
Vested and expected to vest 22 $ 34.86

Employee Stock Purchase Plan (“ESPP”) Activity
The ESPP expense for the three months ended September 30, 2017 and October 1, 2016 was $0.8 million and $0.5
million, respectively. The expense related to the ESPP is recorded on a straight-line basis over the relevant
subscription period. During the three months ended September 30, 2017 and October 1, 2016 , there were no shares
issued to employees through the ESPP program.
We estimate the fair value of ESPP shares on the date of grant using the Black-Scholes option-pricing model. The
assumptions used to estimate the fair value of ESPP shares to be issued during the three months ended September 30,
2017 and October 1, 2016 were as follows:

Three months

ended

Septemla%tober

30,
2017 1,2016

Expected term (years) 0.5 0.5
Expected volatility  53.0% 36.6 %
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Risk-free interest rate 1.02% 0.35 %
Dividend yield — % — %
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Note 16. Commitments and Contingencies

Operating Leases

We lease certain real and personal property from unrelated third parties under non-cancellable operating leases that
expire at various dates through fiscal 2026. Certain leases require us to pay property taxes, insurance and routine
maintenance, and include escalation clauses. As of September 30, 2017 the future minimum annual lease payments
under non-cancellable operating leases were as follows (in millions):

Remainder of 2018 $8.6
2019 11.4
2020 8.5
2021 47
2022 3.1
Thereafter 4.0

Total minimum operating lease payments $40.3

Included in the future minimum lease payments table above is $0.2 million related to lease commitments in
connection with our restructuring and related activities. Refer to “Note 13. Restructuring and Related Charges” in the
Notes to Unaudited Condensed Consolidated Financial Statements.

Rental expense relating to building and equipment was $3.4 million, and $2.2 million for the three months ended
September 30, 2017 and October 1, 2016, respectively.

Capital Lease

In the first quarter of fiscal 2018, we started leasing equipment under a capital lease. Our capital lease asset is included
in property, plant and equipment, net in our condensed consolidated balance sheets as of September 30, 2017.
Amortization expense on this capital lease asset is recorded as depreciation expense and is included in cost of sales in
our condensed consolidated statements of operations for the three months ended September 30, 2017. Our capital
lease obligation is recorded at the lesser of the estimated fair market value of the leased property or the net present
value of the aggregate future minimum lease payments and is included in other current liabilities and other
non-current liabilities in our condensed consolidated balance sheets as of September 30, 2017. Refer to “Note 6.
Balance Sheet Details” for further details. Interest on these obligations is included in interest expense in our condensed
consolidated statements of operations.

As of September 30, 2017 the future minimum annual lease payments under our capital lease were as follows (in

millions):
Remainder of 2018 $3.7
2019 3.8

Total minimum capital lease payments $7.5

Acquisition Contingencies

The Company incurred liabilities in the amount of $3.6 million in connection with the fiscal 2017 acquisition. The
amount of $2.7 million is payable in 36 months following the acquisition date contingent upon meeting certain
production targets. The Company retained $0.9 million of the purchase price to cover any potential liabilities under
the representations, warranties and indemnifications included in the purchase agreement, the amount is payable at the
15 month anniversary of the close date. Refer to “Note 5. Mergers and Acquisitions”.

0.25% Convertible Senior Notes due 2024

23

38



Edgar Filing: Lumentum Holdings Inc. - Form 10-Q

Table of Contents
LUMENTUM HOLDINGS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The future interest and principal payments related to the 2024 Notes are as follows as of September 30, 2017:
Remainder of 2018 $0.6

2019 1.1
2020 1.1
2021 1.1
2022 1.1
Thereafter 451.7

Total 2024 Notes payments $456.7
Purchase Obligations
Purchase obligations of $184.6 million as of September 30, 2017, represent legally-binding commitments to purchase
inventory and other commitments made in the normal course of business to meet operational requirements. Although
open purchase orders are considered enforceable and legally binding, the terms generally allow the option to cancel,
reschedule and adjust the requirements based on our business needs prior to the delivery of goods or performance of
services. Obligations to purchase inventory and other commitments are generally expected to be fulfilled within one
year.
We depend on a limited number of contract manufacturers, subcontractors and suppliers for raw materials, packages
and standard components. We generally purchase these single or limited source products through standard purchase
orders or one-year supply agreements and have no significant long-term guaranteed supply agreements with such
vendors. While we seek to maintain a sufficient safety stock of such products and maintain on-going communications
with our suppliers to guard against interruptions or cessation of supply, our business and results of operations could be
adversely affected by a stoppage or delay of supply, substitution of more expensive or less reliable products, receipt of
defective parts or contaminated materials, increases in the price of such supplies, or our inability to obtain reduced
pricing from our suppliers in response to competitive pressures.
Product Warranties
We provide reserves for the estimated costs of product warranties at the time revenue is recognized. We typically offer
a twelve month warranty for most of our products. However, in some instances depending upon the product, product
component or application of our products by the end customer, our warranties can vary and generally range from six
months to five years. We estimate the costs of our warranty obligations on an annualized basis based on our historical
experience of known product failure rates, use of materials to repair or replace defective products and service delivery
costs incurred in correcting product failures. In addition, from time to time, specific warranty accruals may be made if
unforeseen technical problems arise with specific products. We assess the adequacy of our recorded warranty
liabilities and adjust the amounts as necessary.
The following table presents the changes in our warranty reserve during the three months ended September 30, 2017
and October 1, 2016 (in millions):

Three Months

Ended

Septembetdber 1,

2017 2016
Balance as of July 1, 2017 $9.7 $ 2.8
Provision for warranty 1.0 3.8
Utilization of reserve (1.3 ) (1.2 )
Balance as of September 30, 2017 $9.4 $ 54
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Environmental Liabilities

Our research and development (“R&D”), manufacturing and distribution operations involve the use of hazardous
substances and are regulated under international, federal, state and local laws governing health and safety and the
environment. We apply strict standards for protection of the environment and occupational health and safety to sites
inside and outside the United States, even if not subject to regulations imposed by foreign governments. We believe
that our properties and operations at our facilities comply in all material respects with applicable environmental laws
and occupational health and safety laws. However, the risk of environmental liabilities cannot be completely
eliminated and there can be no assurance that the application of environmental and health and safety laws will not
require us to incur significant expenditures. We are also regulated under a number of international, federal, state and
local laws regarding recycling, product packaging and product content requirements. The environmental, product
content/disposal and recycling laws are gradually becoming more stringent and may cause us to incur significant
expenditures in the future.

In connection with the Separation, we agreed to indemnify Viavi for any liability associated with contamination from
past operations at all properties transferred to us from Viavi, to the extent the resulting issues primarily related to our
business.

Legal Proceedings

We are subject to a variety of claims and suits that arise from time to time in the ordinary course of our business.
While management currently believes that resolving claims against us, individually or in the aggregate, will not have a
material adverse impact on our financial position, results of operations or statements of cash flows, these matters are
subject to inherent uncertainties and management’s view of these matters may change in the future. Were an
unfavorable final outcome to occur, there exists the possibility of a material adverse impact on our financial position,
results of operations or cash flows for the period in which the effect becomes reasonably estimable.

Indemnifications

In the normal course of business, the Company enters into agreements that contain a variety of representations and
warranties and provide for general indemnification. Exposure under these agreements is unknown because claims may
be made against the Company in the future and the Company may record charges in the future as a result of these
indemnification obligations. As of September 30, 2017, the Company did not have any material indemnification
claims that were probable or reasonably possible.

Note 17. Operating Segments and Geographic Information

Our chief executive officer is our Chief Operating Decision Maker (“CODM?”). The CODM allocates resources to the
segments based on their business prospects, competitive factors, net revenue and gross margin.

We are an industry leading provider of optical and photonic products defined by revenue and market share addressing
a range of end-market applications including optical communications and commercial lasers. We have two operating
segments, Optical Communications, which we refer to as OpComms, and Commercial Lasers, which we refer to as
Lasers. The two operating segments were primarily determined based on how the CODM views and evaluates our
operations. Operating results are regularly reviewed by the CODM to make decisions about resources to be allocated
to the segments and to assess their performance. Other factors, including market separation and customer specific
applications, go-to-market channels, products and manufacturing, are considered in determining the formation of these
operating segments.

We do not allocate research and development, sales and marketing, or general and administrative expenses to our
segments because management does not include the information in its measurement of the performance of the
operating segments. In addition, we do not allocate amortization and impairment of acquisition-related intangible
assets, stock-based compensation and certain other charges impacting the gross margin of each segment because
management does not include this information in its measurement of the performance of the operating segments.
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Information on reportable segments utilized by our CODM is as follows (in millions):

Three Months
Ended
Septembdd&dbper 1,
2017 2016
Net revenue:
OpComms $207.9 $2183
Lasers 353 39.8
Net revenue $243.2 $258.1
Gross profit:
OpComms 72.1 71.0
Lasers 10.6 17.2

Total segment gross profit 82.7 88.2
Unallocated amounts:
Stock-based compensation (2.7 ) (2.0 )
Amortization of intangibles (0.8 ) (1.7 )
Other charges () (10.7 ) (2.8 )
Gross profit $68.5 $81.7
(1) The increase in unallocated corporate items primarily relates to inventory write-downs due to canceled programs
which were not allocated to the segments.
The table below discloses the percentage of our total net revenue attributable to each of our two reportable segments.
In addition, it discloses the percentage of our total net revenue attributable to our product offerings which serve the
Telecom, Datacom and consumer and industrial (“Consumer and Industrial”’) markets which accounted for more than
10% or more of our total net revenue during the last three fiscal years:
Three Months
Ended
September October
30,2017 11,2016

OpComms: 855 % 84.6 %
Telecom 454 % 642 %
Datacom 186 % 17.1 %
Consumer and Industrial 21.5 % 33 %
Lasers 145 % 154 %
26

41



Edgar Filing: Lumentum Holdings Inc. - Form 10-Q

Table of Contents
LUMENTUM HOLDINGS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

We operate in three geographic regions: Americas, Asia-Pacific, and EMEA (Europe, Middle East, and Africa). Net
revenue is assigned to the geographic region and country where our product is initially shipped. For example, certain
customers may request shipment of our product to a contract manufacturer in one country, which may differ from the
location of their end customers. The following table presents net revenue by the three geographic regions we operate
in and net revenue from countries that exceeded 10% of our total net revenue (in millions, except percentage data):

Three Months Ended
September 30, October 1,
2017 2016

Net revenue:

Americas:

United States $33.6 13.8% $35.9 13.9%

Mexico 248 103 398 154

Other Americas 2.2 0.9 4.0 1.5
Total Americas $60.6 25.0% $79.7 30.8%

Asia-Pacific:

Hong Kong $48.9 20.1% $58.3 22.6%
Japan 341 140 313 121
Other Asia-Pacific74.2  30.5 654 253
Total Asia-Pacific $157.2 64.6% $155.0 60.0%

EMEA $254 104% $23.4 92 %
Total net revenue $243.2 $258.1

Long-lived assets, namely net property, plant and equipment were identified based on the operations in the
corresponding geographic areas (in millions):

As of

Septembled 30,

2017 2017
Property, Plant and Equipment, net
United States $94.4 $88.2
China 842 825
Thailand 86.8 853
Other countries 283 175
Total long-lived assets $293.7 $273.5

In March 2017, we completed the purchase of a property in Thailand for approximately $9.9 million in cash. This
property will provide additional manufacturing capacity for future growth. The building was valued at $5.5 million
and the land was valued at $4.4 million.

We purchase a substantial portion of our inventory from contract manufacturers and vendors located primarily in
Thailand and China. As of September 30, 2017, 45% total inventory was purchased from a single contract
manufacturer, and 26% and 11%, respectively, were purchased from two other contract manufacturers.

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion in conjunction with the unaudited condensed consolidated financial
statements and the corresponding notes included elsewhere in this Quarterly Report on Form 10-Q (this “Quarterly
Report™). This Management’s Discussion and Analysis of Financial Condition and Results of Operations contains
forward-looking statements. The matters discussed in these forward-looking statements are subject to risk,
uncertainties and other factors that could cause actual results
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to differ materially from those made, projected or implied in the forward-looking statements. Please see “Risk Factors”
and “Forward-Looking Statements” for a discussion of the uncertainties, risks and assumptions associated with these
statements.

FORWARD-LOOKING STATEMENTS

This Quarterly Report 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, (the “Exchange Act”). These
statements are based on our current expectations and involve risks, uncertainties and 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. These statements relate to, among other things, our markets, products and strategy, sales,
gross margins, operating expenses, capital expenditures and requirements, liquidity, product development and R&D
efforts, manufacturing plans, litigation, effective tax rates and tax reserves, our corporate and financial reporting
structure, and our plans for growth and innovation, and are often identified by the use of words such as, but not
limited to, “anticipate,” “believe,” “can,” “continue,” “could,” “estimate,” “expect,” “intend,” “may,” “might,” “plan,
“target,” “will,” “would” and similar expressions or variations intended to identify forward-looking statements. These
statements are based on the beliefs and assumptions of our management, which are in turn based on information
currently available to management. Such forward-looking statements are subject to risks, uncertainties and other
important factors that could cause actual results and the timing of certain 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 discussed in the section entitled “Risk Factors” included under Part II, Item 1A of
this Quarterly Report. Furthermore, such forward-looking statements speak only as of the date of this 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 such statements.

29 ¢ 29 ¢ LT3 9 ¢ LT3
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Overview

We are an industry leading provider of optical and photonic products defined by revenue and market share addressing
a range of end-market applications including optical communications and commercial lasers. We have two operating
segments, Optical Communications, which we refer to as OpComms, and Commercial Lasers, which we refer to as
Lasers. The two operating segments were primarily determined based on how the Chief Operating Decision Maker
(“CODM”) views and evaluates our operations. Operating results are regularly reviewed by the CODM to make
decisions about resources to be allocated to the segments and to assess their performance. Other factors, including
market separation and customer specific applications, go-to-market channels, products and manufacturing, are
considered in determining the formation of these operating segments.

Critical Accounting Policies and Estimates

Our condensed consolidated financial statements are prepared in accordance with U.S. generally accepted accounting
principles ("GAAP") as set forth in the Financial Accounting Standards Board’s Accounting Standards Codification
("ASC"), and we consider the various staff accounting bulletins and other applicable guidance issued by the United
States Securities and Exchange Commission. GAAP, as set forth within the ASC, requires us to make certain
estimates, judgments and assumptions. We believe that the estimates, judgments and assumptions upon which we rely
are reasonable based upon information available to us at the time that these estimates, judgments and assumptions are
made. These estimates, judgments and assumptions can affect the reported amounts of assets and liabilities as of the
date of the financial statements as well as the reported amounts of revenues and expenses during the periods
presented. To the extent there are differences between these estimates, judgments or assumptions and actual results,
our financial statements will be affected. The accounting policies that reflect our more significant estimates,
judgments and assumptions and which we believe are the most critical to aid in fully understanding and evaluating our
reported financial results include the following:

* Inventory Valuation

* Revenue Recognition

* Income Taxes

* Long-lived Asset Valuation

* Warranty

* Derivative Liability

During the first quarter of fiscal 2018, the Company removed the following policies from the list of critical accounting
policies and estimates:

* Stock-based Compensation

* Restructuring

* Business Combinations

* Goodwill and Intangibles

* Short-term Investments

* Impairment of Marketable and Non-Marketable Securities

Management’s Discussion and Analysis of Financial Condition and Results of Operations contained in Part II, Item 7
of our Annual Report on Form 10-K for our fiscal year ended July 1, 2017 provides a more complete discussion of our
critical accounting policies and estimates.

Recently Issued Accounting Pronouncements

Refer to “Note 2. Recently Issued Accounting Pronouncements” in the Notes to Unaudited Condensed Consolidated
Financial Statements.
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RESULTS OF OPERATIONS

The results of operations for the periods presented are not necessarily indicative of results to be expected for future
periods. The following table summarizes selected Unaudited Condensed Consolidated Statements of Operations items
as a percentage of net revenue:

Three Months
Ended
SeptembePdthber 1,
2017 2016
Segment net revenue:
OpComms 855 % 846 %
Lasers 14.5 15.4
Net revenue 100.0  100.0
Cost of sales 71.5 67.7
Amortization of acquired developed technologies 0.3 0.6
Gross profit 28.2 31.7
Operating expenses:
Research and development 14.9 14.3
Selling, general and administrative 10.9 9.7
Restructuring and related charges 1.2 1.1
Total operating expenses 27.0 25.1
Income from operations 1.2 6.5
Unrealized gain (loss) on derivative liability 1.7 (8.8 )
Interest and other income (expense), net (14 ) 0.1
Income (loss) before income taxes 1.5 22 )
Benefit from income tax (14 ) (©9 )
Net income (loss) 29 % (1.3 )%

Financial Data for the three months ended September 30, 2017 and October 1, 2016
The following table summarizes selected Unaudited Condensed Consolidated Statements of Operations items (in
millions, except for percentages):
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Three months

ended

SeptemberOctober Percentage

30,2017 1,2016 "€ Change
Segment net revenue:
OpComms $207.9 $2183 $(104) 48 )%
Lasers 353 39.8 45 ) a13 )
Net revenue $2432 $258.1 $(149) (5.8 )%
Gross profit $68.5 $81.7 $(13.2) (16.2 Y%
Gross margin 282 % 317 %
Research and development $36.3 $36.9 $0.6 ) (1.6 Y
Percentage of net revenue 149 % 143 %

Selling, general and administrative $26.6  $25.1 $15 60 %

Percentage of net revenue 109 % 9.7 %
Restructuring and related charges $2.9 $2.9 $— — %
Percentage of net revenue 1.2 % 1.1 %

Net Revenue

Net revenue decreased by $14.9 million, or 5.8% during the three months ended September 30, 2017 compared to the
same period ended October 1, 2016. OpComms net revenue decreased $10.4 million, or 4.8%, during the three months
ended September 30, 2017 compared to the three months ended October 1, 2016, driven by decreases from Telecom
SuperTransport Blade and modulator products, partially offset by increased sales of 3D sensing products. Lasers net
revenue decreased $4.5 million, or 11.3%, in the three months ended September 30, 2017 compared to the same
period a year ago due to decreased sales of kilowatt fiber laser products.
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Revenue by Region

We operate in three geographic regions: Americas, Asia-Pacific and EMEA. Net revenue is assigned to the geographic
region and country where our product is initially shipped. For example, certain customers may request shipment of our
product to a contract manufacturer in one country, however, the location of the end customers may differ. The
following table presents net revenue by the three geographic regions we operate in and net revenue from countries that
exceeded 10% or more of our total net revenue (in millions, except for percentages):

Three Months Ended
September 30, October 1,
2017 2016

Net revenue:

Americas:

United States $33.6 13.8% $35.9 13.9%

Mexico 248 103 398 154

Other Americas 2.2 0.9 4.0 1.5
Total Americas $60.6 25.0% $79.7 30.8%

Asia-Pacific:

Hong Kong $48.9 20.1% $58.3 22.6%
Japan 341 140 313 121
Other Asia-Pacific74.2  30.5 654 253
Total Asia-Pacific $157.2 64.6% $155.0 60.0%

EMEA $254 104% $234 92 %

Total net revenue $243.2 $258.1

During the three months ended September 30, 2017 and October 1, 2016, net revenue from customers outside the
United States, based on customer shipping location, represented 86.2%, and 86.1% of net revenue, respectively. Our
net revenue is primarily denominated in U.S. dollars, including our net revenue from customers outside the United
States as presented above. We expect revenue from customers outside of the United States to continue to be an
important part of our overall net revenue and an increasing focus for net revenue growth opportunities.

Gross Margin and Segment Gross Margin

The following table summarizes segment gross margin for the three months ended September 30, 2017 and October 1,
2016 (in millions, except for percentages):

Gross Profit Gross Margin
Three months Three months
ended ended

Septemtactdber 1, Septembdetdber 1,
2017 2016 2017 2016

OpComms $72.1 $71.0  347% 325 %
Lasers 10,6 172 300% 432 %
Segment total $82.7 $882  34.0% 342 %
Unallocated corporate items ) (14.2 ') (6.5 )

Total $68.5 $ 81.7 282% 317 %

(1) The unallocated corporate items for the years presented include the effects of amortization of acquired developed
technology intangible assets, share-based compensation and certain other charges. We do not allocate these items to
the gross margin for each segment because management does not include such information in measuring the
performance of the operating segments. The increase in unallocated corporate items primarily relates to inventory
write-downs due to canceled programs which were not allocated to the segments.
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Gross Margin

Gross margin during the three months ended September 30, 2017 decreased by 3.5% to 28.2% from 31.7% in the
same period a year ago. This decrease was primarily due to a decrease in Lasers gross margins partially offset by an
increase in OpComms. In addition, there was increase in unallocated corporate items, primarily related to inventory
write-downs due to canceled programs which were not allocated to the segments.

We sell products in certain markets that are consolidating, undergoing product, architectural and business model
transitions, have high customer concentrations, are highly competitive (increasingly due to competition), are price
sensitive and/or are affected by customer seasonal and mix variant buying patterns. We expect these factors to
continue to result in variability of our gross margin.

Segment Gross Margin

OpComms

OpComms gross margin during the three months ended September 30, 2017 increased by 2.2% to 34.7% from 32.5%
in the same period a year ago. This increase was primarily due to increased sales of our 3D sensing products, offset
partially by underutilization of manufacturing capacity for our Telecom and Datacom products.

Lasers

Lasers gross margin in the three months ended September 30, 2017 decreased by 13.2% to 30.0% from 43.2% in the
same period a year ago. This decrease was primarily due to unfavorable product mix and a write-down of inventory.
Research and Development

R&D expense decreased by $0.6 million, or 1.6%, for the three months ended September 30, 2017 compared to the
same period a year ago. The decrease in R&D expense was primarily due to higher partner reimbursements for the
development expenses of $0.9 million. This was partially offset by an increase of stock-based compensation of $0.4
million.

We believe that continuing our investments in R&D is critical to attaining our strategic objectives. We plan to
continue to invest in R&D and new products that we believe will further differentiate us in the marketplace and expect
our investment to increase in absolute dollars in future quarters.

Selling, General and Administrative

SG&A expense increased by $1.5 million, or 6.0%, during the three months ended September 30, 2017 compared to
the same period ended October 1, 2016. The increase was primarily a result of an increase in payroll related expense
of $1.5 million.

We may experience in the future, certain non-core expenses, such as mergers and acquisitions-related expenses
and litigation expenses, which could increase our SG&A expenses and potentially impact our profitability
expectations in any particular quarter.

Restructuring and Related Charges

We have reduced costs through targeted restructuring efforts intended to consolidate our operations, rationalize the
manufacturing of our products and align our business in response to market conditions. Refer to “Note 13.
Restructuring and Related Charges” in the Notes to Unaudited Condensed Consolidated Financial Statements.

As of September 30, 2017, our total restructuring accrual was $1.3 million. During the three months ended September
30, 2017, we recorded $2.9 million in restructuring and related charges mainly related to cost to vacate facilities, lease
termination costs, and temporary labor, payroll tax, and other related costs connected with employee benefits,
materials used in set up and production activities.

Interest and Other Income (Expense), Net

Interest and other income (expense), net is comprised substantially of amortization of the debt discount on the 2024
Notes, interest income (expense) on our short-term investments and foreign exchange gains (losses). See “Note 10.
Convertible Senior Notes” in the Notes to the Unaudited Condensed Consolidated Financial Statements for additional
information on the 2024 Notes.

33

51



Edgar Filing: Lumentum Holdings Inc. - Form 10-Q

Table of Contents

Interest and other income (expense), net was $(3.4) million during the three months ended September 30, 2017 as
compared to $0.2 million for the three months ended October 1, 2016. The change was primarily due to interest
expense related to the 2024 Notes and interest income related to the short-term investments during the three months
ended September 30, 2017.

The components of interest and other income (expense), net were as follows (in millions):
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