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PART I - FINANCIAL INFORMATION
ITEM 1. Financial Statements
SEMTECH CORPORATION AND SUBSIDIARIES

UNAUDITED CONSOLIDATED CONDENSED STATEMENTS OF INCOME
(in thousands, except per share data)

Three Months Ended Nine Months Ended

October 28, October 30, October 28, October 30,

2012 2011 2012 2011
Net sales $160,878 $123,944 $428,224 $376,569
Cost of sales 64,085 50,537 201,569 150,588
Gross profit 96,793 73,407 226,655 225,981
Operating costs and expenses:
Selling, general and administrative 35,646 25,110 111,684 74,296
Product development and engineering 33,354 20,489 90,050 61,242
Intangible amortization and impairments 8,212 4,573 21,767 8,778
Total operating costs and expenses 77,212 50,172 223,501 144,316
Operating income 19,581 23,235 3,154 81,665
Interest expense 4,172 ) — (10,208 ) —
Interest income and other (expense) income, net (1,071 ) 729 (696 ) 172
Income (loss) before taxes 14,338 23,964 (7,750 ) 81,837
(Benefit) provision for taxes (2,252 ) (3,015 ) (36,571 ) 5,138
Net income $16,590 $26,979 $28,821 $76,699
Earnings per share:
Basic $0.25 $0.41 $0.44 $1.18
Diluted $0.25 $0.40 $0.43 $1.14
Weighted average number of shares used in computing
earnings per share:
Basic 65,996 65,440 65,622 65,180
Diluted 67,465 67,314 67,306 67,539

See accompanying notes. The accompanying notes are an integral part of these statements.

3




Edgar Filing: SEMTECH CORP - Form 10-Q

SEMTECH CORPORATION AND SUBSIDIARIES

UNAUDITED CONSOLIDATED CONDENSED STATEMENTS OF
COMPREHENSIVE INCOME

(in thousands)

Three Months Ended Nine Months Ended
October 28, October 30, October 28, October 30,
2012 2011 2012 2011
Net income $16,590 $26,979 $28.,821 $76,699
Other comprehensive (loss) income, before tax:
Change in unrealized holding loss on available-for-sale 2 ) (82 ) (37 ) 212
investments
Change in unrealized loss on interest rate cap (194 ) — (499 ) —
Change in cumulative translation adjustment 84 @ ) 203 (2
Other comprehensive loss, before tax (114 ) (84 ) (333 ) (214
Benefl't for taxes related to items of other comprehensive 7 19 189 48
(loss) income
Other comprehensive loss, net of tax 42 ) (65 ) (144 ) (166
Total comprehensive income, net of tax $16,548 $26,914 $28.677 $76,533

See accompanying notes. The accompanying notes are an integral part of these statements.
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SEMTECH CORPORATION AND SUBSIDIARIES
CONSOLIDATED CONDENSED BALANCE SHEETS
(in thousands, except share data)

October 28, January 29,
2012 2012
(unaudited)
Assets
Current assets:
Cash and cash equivalents $204,954 $227,022
Temporary investments 5,017 83,121
Accounts receivable, less allowances of $5,669 at October 28, 2012 and
$3,594 at January 29, 2012 72,804 49,644
Inventories 73,825 46,995
Deferred tax assets 13,800 5,339
Prepaid taxes 31,740 9,580
Other current assets 18,342 5,611
Total current assets 420,482 427,312
Non-current assets:
Property, plant and equipment, net of accumulated depreciation of $98,126 at 100.390 69.713
October 28, 2012 and $85,393 at January 29, 2012 ’ ’
Long-term investments 8,012 17,522
Deferred income taxes 47917 —
Goodwill 394,508 129,651
Other intangible assets, net 212,043 66,720
Other assets 21,321 15,403
TOTAL ASSETS $1,204,673 $726,321
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable $51,131 $26,699
Accrued liabilities 46,697 32,389
Deferred revenue 4,565 3,853
Current portion - long term debt 46,845 —
Deferred tax liabilities 4,157 4,041
Total current liabilities 153,395 66,982
Non-current liabilities:
Deferred tax liabilities 52,316 1,000
Long term debt, less current 289,323 —
Other long-term liabilities 27,713 28,151

Stockholders’ equity:

Common stock, $0.01 par value, 250,000,000 shares authorized, 78,136,144
issued and 66,178,809 outstanding on October 28, 2012 and 78,136,144 issued 785 785
and 64,964,780 outstanding on January 29, 2012

Treasury stock, at cost, 11,957,335 shares as of October 28, 2012 and

13,171,364 shares as of January 29, 2012 (205,020 ) (225,822
Additional paid-in capital 360,586 358,327
Retained earnings 525,184 496,363
Accumulated other comprehensive income 391 535
Total stockholders’ equity 681,926 630,188

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $1,204,673 $726,321
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See accompanying notes. The accompanying notes are an integral part of these statements.
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SEMTECH CORPORATION AND SUBSIDIARIES

UNAUDITED CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS

(in thousands)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash provided by operating
activities, net of effects of acquisitions:

Depreciation, amortization and impairment

Effect of acquisition fair value adjustments

Accretion of deferred financing costs and debt discount
Accrued interest expense

Deferred income taxes

Stock-based compensation

Excess tax benefits on stock based compensation

Loss (gain) on disposition of property, plant and equipment
Changes in assets and liabilities:

Accounts receivable, net

Inventories

Prepaid expenses and other assets

Accounts payable

Accrued liabilities

Deferred revenue

Income taxes payable and prepaid taxes

Other liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Purchases of available-for-sale investments

Proceeds from sales and maturities of available-for-sale investments
Proceeds from sales of property, plant and equipment
Purchase of property, plant and equipment

Purchase of intangible assets

Acquisitions, net of cash acquired

Net cash used in investing activities

Cash flows from financing activities:

Proceeds from debt issuance, net of discount

Deferred financing cost

Payment for interest rate cap

Excess tax benefits on stock based compensation
Proceeds from issuance of common stock

Repurchase of outstanding common stock

Payment of long term debt

Net cash provided by financing activities

Effect of exchange rate increase (decrease) on cash and cash equivalents
Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Nine Months Ended
October 28, October 30,
2012 2011
$28,821 $76,699
35,300 16,084
33,251 —
1,819 —

186 —
(12,586 ) 5,209
16,727 17,149
(3,335 ) (2,327
85 6
(8,646 ) (9,004
1,233 560
5,880 (8,115
5,377 6,579
(13,168 ) (27,629
(231 ) (397
(27,694 ) (881
3,760 (353
66,779 73,568
(17,122 ) (90,331
104,699 95,122
— 18
(18,115 ) (18,007
(250 ) (3,000
(491,717 ) —
(422,505 ) (16,198
347,000 —
(8,962 ) —
(1,100 ) —
3,335 2,327
4,839 35,005
(269 ) (30,579
(11,250 ) —
333,593 6,753
65 2
(22,068 ) 64,121
227,022 119,019
$204,954 $183,140

P N
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See accompanying notes. The accompanying notes are an integral part of these statements.
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SEMTECH CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS

(Unaudited)

Note 1: Organization and Basis of Presentation

Semtech Corporation (together with its subsidiaries, the “Company” or “Semtech”) is a global supplier of analog and
mixed-signal semiconductor products. The end-customers for the Company’s products are primarily original
equipment manufacturers (“OEM’s”) that produce and sell electronics.

The Company designs, develops and markets a wide range of products for commercial applications, the majority of
which are sold into the enterprise computing, communications, high-end consumer and industrial end-markets.
Enterprise Computing: optical receiver and transceiver, desktops, notebooks, servers, graphic boards, monitors,
printers and other computer peripherals.

Communications: base stations, backplane, optical networks, carrier networks, switches and routers, servers, cable
modems, signal conditioners, wireless LAN and other communication infrastructure equipment.

High-End Consumer: handheld products, set-top boxes, digital televisions, tablet computers, digital video recorders,
thunderbolt and fiberless high-speed interfaces and other consumer equipment.

Industrial: broadcast studio equipment, automated meter reading, military and aerospace, medical, security systems,
automotive, industrial and home automation, video optical modules, video security & surveillance and other industrial
equipment.

Principles of Consolidation

The accompanying interim Unaudited Consolidated Condensed Financial Statements of Semtech Corporation and its
subsidiaries have been prepared by the Company, without audit, pursuant to the rules and regulations of the Securities
and Exchange Commission (the “SEC”). In the opinion of the Company, these unaudited statements contain all
adjustments (consisting of normal recurring adjustments) necessary to present fairly, in all material respects, the
financial position of Semtech Corporation and its subsidiaries for the interim periods presented. Certain information
and footnote disclosures normally included in financial statements prepared in accordance with accounting principles
generally accepted in the United States (“U.S. GAAP”) have been condensed or omitted pursuant to such rules and
regulations, and the Company believes that the included disclosures are adequate to make the information presented
not misleading.

In March 2012, the Company completed the acquisitions of Gennum Corporation (“Gennum”) and Cycleo SAS
(“Cycleo”). The Unaudited Consolidated Condensed Financial Statements include the results of operations of Gennum
and Cycleo commencing as of the acquisition dates. See Note 2 for further discussion.

These Unaudited Consolidated Condensed Financial Statements should be read in conjunction with the consolidated
financial statements and the notes thereto included in the Company’s latest annual report on Form 10-K. The results
reported in these Unaudited Consolidated Condensed Financial Statements should not be regarded as necessarily
indicative of results that may be expected for any subsequent period or for the entire year.

Fiscal Year

The Company reports results on the basis of 52 and 53 week periods and ends its fiscal year on the last Sunday in
January. The other quarters generally end on the last Sunday of April, July and October. All quarters consist of 13
weeks except for one 14-week period in 53-week years. The third quarter of fiscal years 2013 and 2012 each consisted
of 13 weeks.

Segment Information

The Company operates and accounts for its results in one reportable segment. The Company designs, develops,
manufactures and markets high performance analog and mixed signal integrated circuits. The Chief Executive Officer
has been identified as the Chief Operating Decision Maker as defined by guidance regarding segment disclosures. The
Company is evaluating its reportable segments subsequent to its acquisition of Gennum.

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
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at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Interest Rate Derivative

The Company manages interest expense using variable rate debt. To manage its interest rate risk, the Company
occasionally hedges the future cash flows of its variable rate debt, principally through interest rate contracts with
major financial institutions. Interest rate cap contracts involve the receipts of variable amounts from a counterparty
when one-month LIBOR exceeds the capped interest rate in exchange for an upfront payment from the Company,
capping the Company’s one-month LIBOR floating interest payments at the strike rate on its interest rate cap contract.
Interest rate contracts that meet specific criteria are accounted for as cash flow hedges in accordance with the
Financial Accounting Standards Board’s (“FASB”) Accounting Standards Codification (“ASC”) Topic 815, Derivatives
and Hedging.

The effective portion of changes in the fair value of derivatives designated and that qualify as cash flow hedges is
recorded in accumulated other comprehensive income, net of taxes, and is subsequently reclassified into earnings in
the period that the hedged forecasted transaction affects earnings. The ineffective portion of the change in fair value of
the derivatives is recognized directly in earnings. Amounts reported in accumulated other comprehensive income
related to derivatives will be reclassified to interest expense as interest payments are made on the Company's
variable-rate debt.

Reclassification

Certain prior period amounts have been reclassified to conform with current period presentation.
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Note 2: Acquisitions

Gennum Corporation (“Gennum”)

On March 20, 2012, the Company, through its wholly-owned subsidiary Semtech Canada Inc., completed the
acquisition of all outstanding equity interests of Gennum (TSX: GND), a leading supplier of high speed analog and
mixed-signal semiconductors for the optical communications and video broadcast markets.

Upon consummation of the acquisition, which constituted a change in control of Gennum, Gennum’s stock option
awards and restricted shares became fully vested. Semtech acquired 100% of the outstanding shares and vested stock
options, restricted shares, and deferred share units of Gennum for CDN $13.55 per share for a total purchase price of
$506.5 million. The acquisition was financed with a combination of cash from Semtech’s international cash reserves
and $347 million of five-year secured term loans, net of original issuance debt discount of $3 million (see Note 10).
The acquisition is accounted for under the acquisition method of accounting in accordance with the FASB’s ASC
Topic 805, Business Combinations. As such, the Gennum assets acquired and liabilities assumed are recorded at their
acquisition-date fair values. Acquisition-related transaction costs are not included as a component of consideration
transferred, but are accounted for as an expense in the period in which the costs are incurred. Any excess of the
acquisition consideration over the fair value of assets acquired and liabilities assumed is allocated to goodwill. The
goodwill resulted from expected synergies from the transaction, including complementary products that will enhance
the Company’s overall product portfolio, and opportunities within new markets, and is not deductible for tax purposes.
The acquired in-process research and development is recorded at fair value as an indefinite-lived intangible asset at
the acquisition date until the completion or abandonment of the associated research and development efforts.

In connection with the acquisition, certain Gennum employees became entitled to payments upon a change in control
and their subsequent termination. These payments, which totaled approximately $9.6 million, have been recognized as
a post-acquisition compensation expense and included in the Unaudited Consolidated Condensed Statements of
Income for the nine months ended October 28, 2012 under “Selling, general and administrative.”

The Company’s preliminary allocation of the total purchase price as of March 20, 2012 is summarized below:

(in thousands)

At March 20, 2012

Cash $19,664

Inventories 62,941

Other current assets 35,753

Property, plant and equipment 25,702

Amortizable intangible assets 129,863

In-process research and development 29,100

Goodwill 262,815

Other non-current assets 31,243

Deferred tax liabilities (47,934 )
Other current and non-current liabilities (42,601 )
Total acquisition consideration $506,546

(in thousands)
Amortizable intangible assets:

At March 20, 2012

Developed technology $95,100

Customer relationships 28,000

Other intangible assets 6,763
$129,863

The purchase price allocation for the Gennum acquisition is preliminary and will be finalized upon collection of
information regarding the fair values of assets and liabilities acquired. The primary areas of the preliminary purchase
price allocation that are not yet finalized include fair values of income and non-income based taxes at foreign entities

and residual goodwill.
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Primarily due to a change in the preliminary allocation of fair value, the goodwill allocation related to Gennum
increased by $4.4 million from $258.4 million as of July 29, 2012 to $262.8 million as of October 28, 2012. There was
no impact to the Company’s Unaudited Consolidated Condensed Statements of Income for the three and nine months
ended October 28, 2012.
The Company recognized approximately $1.5 million and $21.9 million of acquisition related costs that were
expensed in the three and nine months ended October 28, 2012, respectively. These costs are included in the
Unaudited Consolidated Condensed Statements of Income for the three and nine months ended October 28, 2012
under “Selling, general and administrative.”
Net revenues attributable to Gennum since the acquisition date were $45.3 million and $92.6 million, with a
corresponding net income of $1.5 million and net loss of $49.8 million in the three and nine months ended October 28,
2012, respectively.
In May 2012, the Company settled two pre-acquisition contingencies related to legal matters for a total cash payment
of $4.2 million.
Pro Forma Financial Information
The results of operations of Gennum have been included in the Company’s Unaudited Consolidated Condensed
Statements of Income since the acquisition date of March 20, 2012. The following table reflects the unaudited
consolidated pro forma information as if the acquisition had taken place at the beginning of each period presented,
after giving effect to certain adjustments including the following for the three and nine months ended October 28,
2012 and October 30, 2011:
increase in cost of goods sold associated with the fair value adjustment related to acquired inventory of $4.3
. million and $37.4 million for the three and nine months ended October 30, 2011, respectively, and subsequent
decrease of $4.3 million and $35.0 million for the three and nine months ended October 28, 2012, respectively;
decrease in operating expense as a result of classifying recoveries of cost associated with product design and
engineering services as a reduction to product development and engineering expense of $3.6 million and $9.2 million
for the three and nine months ended October 30, 2011, respectively;
increase in operating expense as a result of the settlement of two pre-acquisition contingencies related to legal matters
of $4.2 million for the nine months ended October 28, 2012;
increase in amortization expense as a result of acquired intangible assets of $5.7 million and $17.1 million for the
three and nine months ended October 30, 2011, respectively, and $3.1 million for the nine months ended October 28,
2012;
increase in benefit for taxes of $23.4 million associated with the releasing of prior accrued taxes on foreign earnings
for the nine months ended October 30, 2011 and subsequent decrease for the nine months ended October 28, 2012;
increase in interest expense of $4.2 million and $12.6 million associated with the $350 million term loans entered into
to finance the acquisition for the three and nine months ended October 30, 2011, respectively, and $2.4 million for the
nine months ended October 28, 2012; and
the related tax effects.
Unaudited Consolidated Pro-forma Information:

Three Months Ended Nine Months Ended

October 28, October 30, October 28, October 30,

2012 2011 2012 2011
(in thousands) (unaudited) (unaudited) (unaudited) (unaudited)
Revenue 160,878 157,049 452,464 469,959
Net income 20,835 18,496 35,503 42,000

The unaudited pro forma information presented does not purport to be indicative of the results that would have been
achieved had the acquisition been consummated at the beginning of each period presented nor of the results which
may occur in the future. The pro forma adjustments are based upon available information and certain assumptions that
the Company believes are reasonable. The unaudited pro forma information does not include any adjustments for any
restructuring activities, operating efficiencies or cost savings.
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Cycleo SAS
On March 7, 2012, the Company completed the acquisition of Cycleo, a privately held company based in France that
develops intellectual property (“IP”) for wireless long-range semiconductor products used in smart metering and other
industrial and consumer markets. Under the terms of the agreement, Semtech paid the stockholders of Cycleo $5
million in cash at closing.
Additionally, pursuant to the earn-out arrangement with Cycleo stockholders, the Company potentially may make
payments totaling up to approximately $16 million based on the achievement of a combination of certain revenue and
operating income milestones by Cycleo over the period of four years beginning on April 30, 2012. For certain of the
Cycleo stockholders, payment of the earn-out liability is contingent upon employment on the payout date and is
accounted for as post-acquisition compensation expense over the service period. The portion of the earn-out liability
that is not dependent on continued employment is included in the purchase price allocation at March 7, 2012.
The acquisition is accounted for under the acquisition method of accounting in accordance with the FASB’s ASC
Topic 805, Business Combinations. Total acquisition consideration is allocated to the acquired tangible and intangible
assets and assumed liabilities of Cycleo based on their respective estimated fair values as of the acquisition date. Any
excess of the acquisition consideration over the fair value of assets acquired and liabilities assumed is allocated to
goodwill. The Company expects that all such goodwill will not be deductible for tax purposes.
During the three months ended July 29, 2012, the Company completed the purchase price allocation for its acquisition
of Cycleo.
Net revenues and earnings attributable to Cycleo since the acquisition date were not material. Pro forma results of
operations have not been presented as the acquisition was not material to the Company’s consolidated financial
statements.
Note 3: Earnings per Share
The computation of basic and diluted earnings per common share was as follows:

Three Months Ended Nine Months Ended

) October 28, October 30, October 28, October 30,
(in thousands, except per share amounts)

2012 2011 2012 2011
Net income $16,590 $26,979 $28,821 $76,699
Weighted average common shares outstanding - basic 65,996 65,440 65,622 65,180
Dilutive effect of employee equity incentive plans 1,469 1,874 1,684 2,359
Weighted average common shares outstanding - diluted 67,465 67,314 67,306 67,539
Basic earnings per common share $0.25 $0.41 $0.44 $1.18
Diluted earnings per common share $0.25 $0.40 $0.43 $1.14
Anti-dilutive shares not included in the above calculations 1,053 708 1,163 662

Basic earnings per common share is computed by dividing income available to common shareholders by the
weighted-average number of shares of common stock outstanding during the reporting period. Diluted earnings per
common share incorporates the incremental shares issuable, calculated using the treasury stock method, upon the
assumed exercise of stock options and the vesting of restricted stock.

Note 4: Revenue Recognition

The Company recognizes product revenue when persuasive evidence of an arrangement exists, delivery has occurred,
the fee is fixed or determinable and collectability is probable. Recovery of costs associated with product design and
engineering services are recognized during the period in which services are performed. The product design and
engineering recovery, when recognized, will be reported as a reduction to product development and engineering
expense. Historically, these recoveries have not exceeded the cost of the related development efforts.

The Company includes revenue related to granted technology licenses as part of “Net sales.” Historically, revenue from
these arrangements has not been significant though it is part of our recurring ordinary business. In the third quarter of
fiscal year 2013, the Company entered into a single licensing arrangement that resulted in the recognition of $7.5
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million of revenue.

The Company defers revenue recognition on shipment of products to certain customers, principally distributors, under
agreements which provide for limited pricing credits or return privileges, until these products are sold through to
end-users or the return privileges lapse. For sales subject to certain pricing credits or return privileges, the amount of
future pricing credits or inventory returns cannot be reasonably estimated given the relatively long period in which a
particular product may be held by the customer. Therefore, the Company has concluded that sales to customers under
these agreements are not fixed and determinable at the date of the sale and revenue recognition has been deferred. The
Company estimates the deferred gross margin on these sales by applying an average gross profit margin to the actual
gross sales. The average gross profit margin is calculated for each category of material using standard costs which is
expected to approximate actual costs at the date of sale. The deferred gross margin does not include any adjustments
for sales returns. The estimated deferred gross margins on these sales, where there are no outstanding receivables, are
recorded on the Unaudited Consolidated Condensed Balance Sheets under the heading of “Deferred revenue.”

The Company records a provision for estimated sales returns in the same period as the related revenues are recorded.
The Company bases these estimates on historical sales returns and other known factors. Actual returns could be
different from Company estimates and current provisions for sales returns and allowances, resulting in future charges
to earnings.

10
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Note 5: Stock-Based Compensation

Financial Statement Effects and Presentation. The following table shows total pre-tax, stock-based compensation
expense included in the Unaudited Consolidated Condensed Statements of Income for the three and nine months
ended October 28, 2012 and October 30, 2011.

(in thousands) Three Months Ended Nine Months Ended
October 28,  October 30,  October 28,  October 30,
2012 2011 2012 2011
Cost of sales $313 $238 $841 $712
Selling, general and administrative 3,970 2,757 9,852 11,041
Product development and engineering 2,199 2,046 6,034 5,396
Stock-based compensation, pre-tax $6,482 $5,041 $16,727 $17,149
Net change in stock-based compensation capitalized into $63 $34 $79 $(8 )
mventory

Share-based Payment Arrangements

The Company has various equity award plans that provide for granting stock-based awards to employees and
non-employee directors of the Company. The plans provide for the granting of several available forms of stock
compensation. As of October 28, 2012, the Company has granted options and restricted stock under the plans and has
also issued some stock-based compensation outside of the plans, including options and restricted stock issued as
inducements to join the Company.

Grant Date Fair Values and Underlying Assumptions; Contractual Terms

The Company uses the Black-Scholes pricing model to value options. For awards classified as equity, stock-based
compensation cost is measured at grant date, based on the fair value of the award, and is recognized as an expense

over the employee’s or director’s requisite service period. For awards classified as liabilities, stock-based compensation
cost is measured at fair value at the end of each reporting date until the date of settlement, and is recognized as an
expense over the employee’s or director’s requisite service period. Expected volatilities are based on historical volatility
using daily and monthly stock price observations.

The following table summarizes the assumptions used in the Black-Scholes model to determine the fair value of
options granted in the three and nine months ended October 28, 2012 and October 30, 2011:

Three Months Ended Nine Months Ended

October 28,  October 30, October 28, October 30,

2012 2011 2012 2011
Expected lives, in years 4.5 4.4 44-4.6 44-47
Estimated volatility 40% 41% 40% - 41% 40% - 41%
Dividend yield — — — —
Risk-free interest rate 0.7% 0.8% 0.7% 0.8% - 1.8%
Weighted average fair value on grant date $8.50 $7.13 $9.64 $8.46

The estimated fair value of restricted stock awards was calculated based on the market price of the Company’s
common stock on the date of grant. Some of the restricted stock units awarded in fiscal year 2013 and prior years are
classified as liabilities rather than equity. For awards classified as liabilities, the value of these awards is re-measured
at the end of each quarter.

11
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Stock Option Awards. The Company has historically granted stock option awards to both employees and
non-employee directors. The grant date for these awards is equal to the measurement date. These awards were valued
as of the measurement date and are amortized over the requisite vesting period (typically 3-4 years). A summary of the
activity for stock option awards during the first nine months of fiscal year 2013 is presented below:

(in thousands, except for per
share amounts)

Weighted Weighted
Number Average Aggregate  Aggregate Number of £
: . . Average
of Exercise Intrinsic Unrecognized Shares
. . . Contractual
Shares Price Value Compensation Exercisable
Term (years)
(per share)
Balance at January 29, 2012 3,690 $16.94 $44.435 $ 4,699 2,767
Options granted 213 28.17
Options exercised (660 ) 15.35
Options cancelled/forfeited (110 ) 25.68
Balance at October 28, 2012 3,133 $17.73 $23.410 $ 4,044 2,475
Exercisable at October 28, 2012 2,475 $16.39 $21,175 2.2

Restricted Stock. The Company has not granted any restricted stock to employees since fiscal year 2009. The grant
date for these awards is equal to the measurement date. These awards are valued as of the measurement date and
recognized as compensation expense over the requisite vesting period (typically 3-4 years). The following table
summarizes the activity for restricted stock awards for the first nine months of fiscal year 2013:

Weighted Average We.lghted Average
. Aggregate  Aggregate  Period Over
(in thousands, except for per share Number of Grant Date S . .
. Intrinsic Unrecognized Which Expected
amounts) Shares Fair Value . .
Value (1) Compensationto be Recognized
(per share) .
(in years)

Balance at January 29, 2012 32 $ 14.57 $81 0.1
Restricted stocks granted —
Restricted stocks vested (32 ) $ 14.57 $902
Restricted stocks cancelled —
Balance at October 28, 2012 — $ — $—

(1)Represents the value of Semtech stock on the date that the restricted stock vested.

Performance Units. The Company grants performance vested restricted stock units to select employees. These awards
have a performance condition in addition to a service condition. The performance condition generally relates to the
Company’s revenue and operating income measured against internal goals. Under the terms of these awards, assuming
the highest level of performance with no cancellations due to forfeitures, the maximum number of shares that can be
earned in the aggregate is 696,400. In this scenario, the maximum number of shares that could be issued thereunder
would be 353,200 and the Company would have a liability accrued in the Unaudited Consolidated Condensed Balance
Sheet equal to the value of 343,200 shares on the settlement date, which would be settled in cash. Only cash
performance unit awards are classified as liabilities and the value of these awards is re-measured at each reporting
date. At October 28, 2012, the performance metrics associated with the outstanding awards issued in fiscal years 2013,
2012 and 2011 are expected to be met at a level which would result in a grant at 100%, 108%, and 200% of target,
respectively.
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The following table summarizes the activity for performance units for the first nine months of fiscal year 2013:

Weighted
(in thousands, except for per Subject to Subject to Average A Period Over
share amounts) Share Settlemenash Settlement  Grant ggregate Which Expected
Date
Total . . Recorded Fair Value Unrecognizedto be Recognized
. Units Units - .
Units Liability (per share) Compensation(in years)
Balance at January 29,2012 360 180 180 $6,034 $16.65 $ 4,829 1.0
Performance units granted 144 77 67 29.30
Performance units vested (144 ) (72 ) (72 ) 11.92
Performance units
cancelled/forfeited 7 )@ ) @G ) 29.35
Change in liability (2,833 )
Balance at October 28,2012 353 181 172 $3,201 $23.50 $ 5,396 1.4

Stock Units, Employees. The Company issues stock unit awards to employees which are expected to be settled with
stock. The grant date for these awards is equal to the measurement date. These awards are valued as of the
measurement date and amortized over the requisite vesting period (typically 4 years). The following table summarizes
the stock unit award activity for the first nine months of fiscal year 2013:

(in thousands, except per share amount)

Weighted Average We.lghted Average
Aggregate Aggregate  Period Over
Number of Grant Date . . .
. . Intrinsic ~ Unrecognized Which Expected
Units Fair Value . .
. Value (1) Compensation to be Recognized
(per unit) .
(in years)
Balance at January 29, 2012 1,982 $ 19.06 $31,472 2.4
Stock units granted 1,393 26.98
Stock units vested (543 ) 26.35 $14,297
Stock units forfeited (205 ) 23.47
Balance at October 28, 2012 2,627 $ 23.09 $ 52,053 2.6

(1)Reflects the value of Semtech stock on the date that the stock unit vested.

Stock Units, Non-Employee Directors. The Company grants stock unit awards to non-employee directors. These
restricted stock units are accounted for as liabilities and accrued in the Unaudited Consolidated Condensed Balance
Sheets because they are cash settled. These awards are vested after 1 year of service. However, because these awards
are not typically settled until a non-employee director's separation from service, the value of these awards is
re-measured at the end of each reporting period until settlement. Vested awards and the pro-rata vested portion of
unvested awards are recognized as a liability. The following table summarizes the activity for stock unit awards for
the first nine months of fiscal year 2013:

(in thousands, except per share

amount)
. Period Over
Weighted Average .
Aggregate  Which Expected
Number of Recorded Grant Date ggregate P
. L . Unrecognized to
Units Liability Fair Value . .
. Compensation be Recognized
(per unit)

(in years)
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Balance at January 29, 2012 18 $3,873 $ 27.60 $216 0.4
Stock units granted 20 24.46

Stock units vested (18 ) 27.60

Stock units forfeited —

Change in liability (190 )

Balance at October 28, 2012 20 $3,683 $ 24.46 $336 0.7

As of October 28, 2012, the total number of vested but unsettled stock units for Non-Employee Directors is 141,155
units.
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Note 6: Investments

Investments that have original maturities of three months or less are accounted for as cash equivalents. This includes
money market funds, time deposits and U.S. government obligations. Temporary and long-term investments consist of
government, bank and corporate obligations, and bank time deposits with original maturity dates in excess of three
months. Temporary investments have original maturities in excess of three months, but mature within twelve months
of the balance sheet date. Long-term investments have original maturities in excess of twelve months. The Company
determines the cost of securities sold based on the specific identification method. Realized gains or losses are reported
in “Interest income and other expense, net” on the Unaudited Consolidated Condensed Statements of Income.

The Company classifies its investments as “available for sale” because it may sell some securities prior to maturity. The
Company’s investments are subject to market risk, primarily interest rate and credit 