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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

FOR THE QUARTERLY PERIOD ENDED OCTOBER 1, 2016

OR

[ ]TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

FOR THE TRANSITION PERIOD FROM TO

Commission file number 000-18032

LATTICE SEMICONDUCTOR CORPORATION

(Exact name of Registrant as specified in its charter)

State of Delaware 93-0835214
(State. or cher jurisdiction of incorporation or (LR.S. Employer Identification No.)
organization)

111 SW Fifth Ave, Ste 700, Portland, OR 97204

(Address of principal executive offices) (Zip Code)

(503) 268-8000

(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 [ ]
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
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period as the registrant was required to
submit and post such files). Yes [X] No [ ]
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer,” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer [X] Accelerated filer [ ]

Non-accelerated filer [ ] Smaller reporting company [ |
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes [ ] No [X]
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Forward-Looking Statements

This Quarterly Report on Form 10-Q 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. Any

statements about our expectations, beliefs, plans, objectives, assumptions, or future events or performance are not

historical facts and may be forward-looking. We use words or phrases such as “anticipates,” “believes,” “could,” “estimates,”
“expects,” “intends,” “plans,” “predicts,” “projects,” “may,” “will,” “should,” “continue,” “ongoing,” “future,” “potential,” anc

phrases to identify forward-looking statements.

99 ¢ LN 29 ¢ 9 ¢

Examples of forward-looking statements include, but are not limited to, statements about: our strategies and beliefs
regarding the markets we serve or may serve; growth opportunities and growth in markets we may serve; our future
product development and marketing plans; our intention to continually introduce new products and enhancements and
reduce manufacturing costs; plans to introduce new product families in high-growth market niches where we believe
that we have sustainable and differentiated positions; the anticipation that we will become increasingly dependent on
revenue from newer products; our expectations regarding customer preferences and product use; acceptance of our
devices; the Asia Pacific market being the primary source of our revenue; a significant portion of our revenue being
through our sell-through distributors; our estimates and judgment to reconcile distributors’ inventories; our making
significant future investments in research and development; the costs of making and developing various products; our
expectation that we will continue to transition to increasingly smaller geometry process technologies; our ability to
maintain or develop successful foundry relationships to produce new products; the adequacy of assembly and test
capacity commitments; the impact of products, customers and downward pressure on pricing and effects on gross
margin; expected synergies from the acquisition of Silicon Image; the expected cost and timing of our internal
restructuring plan; our expectations regarding protection of and defenses to claims against our intellectual property;
the finalization and settlement of litigation or administrative proceedings; the impact of our global tax structure and
expectations regarding taxes and tax adjustments; our expectation regarding the sufficiency of our financial resources
to meet our working capital needs through at least the next 12 months; our expectation that we may consider
acquisition opportunities to further extend our product or technology portfolios and further expand our product
offerings; the impact of new accounting pronouncements; our beliefs concerning the adequacy of our liquidity and
facilities, and our ability to meet our operating and capital requirements and obligations; our continued participation in
consortia that develop and promote the High-Definition Multimedia Interface ("HDMI"), Mobile High-Definition
Link ("MHL") and WirelessHD specifications, and our participation in other standard setting initiatives; the effect of
narrowing our agent functions regarding the HDMI consortium and related reduction in adopter fees; our ability to
implement a company-wide enterprise resource planning system; any other changes in the agreements relating to
various intellectual property or standards consortia and their sharing of past or present fees or royalties; our
expectation that a new licensing agent will be appointed on behalf of the HDMI Founders in fiscal 2017; and our
expectation that the proposed acquisition of the outstanding shares of the Company by Canyon Bridge Acquisition
Company, Inc. will occur in early 2017.

Forward-looking statements involve estimates, assumptions, risks, and uncertainties that could cause actual results to
differ materially from those expressed in the forward-looking statements. The key factors, among others, that could
cause our actual results to differ materially from the forward-looking statements include global economic conditions
and uncertainty, the concentration of our sales in the Mobile & Consumer and Communications & Computing end
markets, particularly as it relates to the concentration of our sales in the Asia Pacific region, market acceptance and
demand for our new products, our ability to license our intellectual property, any disruption of our distribution
channels, the effect of the downturn in the economy on capital markets and credit markets, the impact of competitive
products and pricing, unexpected charges, delays or results relating to our restructuring plans, unexpected changes to
our implementation of a company-wide enterprise resource planning system, unanticipated taxation requirements or
positions of the U.S. Internal Revenue Service, or unexpected impacts of recent accounting guidance. In addition,
actual results are subject to other risks and uncertainties that relate more broadly to our overall business, including
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those more fully described herein and that are otherwise described from time to time in our filings with the Securities
and Exchange Commission, including, but not limited to, the items discussed in “Risk Factors” in Item 1A of Part II of
this Quarterly Report on Form 10-Q.

You should not unduly rely on forward-looking statements because our actual results could differ materially from
those expressed in any forward-looking statements made by us. In addition, any forward-looking statement applies
only as of the date on which it is made. We do not plan to, and undertake no obligation to, update any forward-looking
statements to reflect events or circumstances that occur after the date on which such statements are made or to reflect
the occurrence of unanticipated events.
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

LATTICE SEMICONDUCTOR CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited)

(In thousands, except per share data)

Revenue:

Product

Licensing and services

Total revenue

Costs and expenses:

Cost of product revenue

Cost of licensing and services revenue
Research and development

Selling, general, and administrative
Amortization of acquired intangible assets
Restructuring charges

Acquisition related charges
Impairment of intangible assets

Loss from operations

Interest expense

Other income (expense), net

Loss before income taxes and equity in net loss of an unconsolidated
affiliate

Income tax expense

Equity in net loss of an unconsolidated affiliate, net of tax

Net loss

Net loss per share, basic and diluted

Shares used in per share calculations, basic and diluted

Three Months Ended Nine Months Ended
October 1, October 3, October 1, October 3,
2016 2015 2016 2015

$102,816 $98,572  $280,374 $280,587
10,409 11,143 28,572 24,185
113,225 109,715 308,946 304,772

45,695 49,415 125,412 138,250
106 451 580 715
27,147 37,619 91,270 104,813
29,244 23,819 75,857 73,096
8,260 8,941 25,292 20,824

317 6,818 8,316 15,780
— 610 94 22,078
7,866 — 7,866 —

119,235 127,673 334,687 375,556

6,010 ) (17,958 ) (25,741 ) (70,784 )
(5235 ) (5,754 ) (15257 ) (12,870 )
209 (841 ) 3,558 (1,005 )
(11,036 ) (24,553 ) (37,440 ) (84,749 )
971 309 7410 29,030
407 ) — (1,085 ) —

$(12,414) $(24,862) $(45,935) $(113,779)

$(0.10 ) $(0.21 ) $(0.38 ) $(0.97 )

120,584 117,669 119,596 117,151

See Accompanying Notes to Unaudited Consolidated Financial Statements.
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LATTICE SEMICONDUCTOR CORPORATION
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(unaudited)

Three Months Ended Nine Months Ended
October 1, October 3, October 1, October 3,

(In thousands) 2016 2015 2016 2015

Net loss $(12,414) $(24,862) $(45,935) $(113,779)
Other comprehensive loss:
Unrealized loss related to marketable securities, net of tax (61 ) (130 ) (88 ) (133 )

Reclassification adjustment for losses related to marketable securities

. . . — 209 38 443
included in other income (expense), net of tax

Translation adjustment, net of tax (138 ) (697 ) (579 ) (752 )
Change in actuarial valuation of defined benefit pension — (1 ) 141 (156 )
Comprehensive loss $(12,613) $(25,481) $(46,423) $(114,377)

See Accompanying Notes to Unaudited Consolidated Financial Statements.
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LATTICE SEMICONDUCTOR CORPORATION
CONSOLIDATED BALANCE SHEETS
(unaudited)

(In thousands, except share and par value data) October 1, January 2,

2016 2016
ASSETS
Current assets:
Cash and cash equivalents $87,163  $84,606
Short-term marketable securities 11,751 17,968
Accounts receivable, net of allowance for doubtful accounts 93,946 88,471
Inventories 80,540 75,896
Prepaid expenses and other current assets 18,614 18,922
Total current assets 292,014 285,863

Property and equipment, less accumulated depreciation of $130,968 at October 1, 2016 and

$118,943 at January 2, 2016 51,576 51,852

Intangible assets, net of amortization 127,332 162,583
Goodwill 269,771 267,549
Deferred income taxes 473 578
Other long-term assets 15,087 17,495
Total assets $756,253 $785,920

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Accounts payable and accrued expenses (includes restructuring) $76,986  $74,298
Accrued payroll obligations 9,009 9,463
Current portion of long-term debt 27,613 7,557
Deferred income and allowances on sales to sell-through distributors 20,933 17,866
Deferred licensing and services revenue 653 1,993
Total current liabilities 135,194 111,177
Long-term debt 307,747 330,870
Other long-term liabilities 39,638 38,353
Total liabilities 482,579 480,400

Contingencies (Note 15) — —
Stockholders' equity:

Preferred stock, $.01 par value, 10,000,000 shares authorized, none issued and outstanding — —
Common stock, $.01 par value, 300,000,000 shares authorized; 121,000,000 shares issued and

outstanding as of October 1, 2016 and 118,651,000 shares issued and outstanding as of January 1,210 1,187
2,2016

Additional paid-in capital 674,643 660,089
Accumulated deficit (398,781 ) (352,846 )
Accumulated other comprehensive loss 3,398 ) (2,910 )
Total stockholders' equity 273,674 305,520
Total liabilities and stockholders' equity $756,253 $785,920

See Accompanying Notes to Unaudited Consolidated Financial Statements.
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LATTICE SEMICONDUCTOR CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)

Nine Months Ended

October 1, October 3,
(In thousands) 2016 2015
Cash flows from operating activities:
Net loss $(45,935) $(113,779)
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:
Depreciation and amortization 47,908 42,916
Impairment of intangible assets 7,866 —
Amortization of debt issuance costs and discount 1,212 2,037
Change in deferred income tax provision — 17,689
Loss on sale or maturity of marketable securities 72 336
Stock-based compensation expense 12,107 13,609
Loss on disposal of fixed assets 263 —
Gain on sale of business unit (2,646 ) —
Equity in net loss of an unconsolidated affiliate, net of tax 1,085 —
Changes in assets and liabilities:
Accounts receivable, net (5,728 ) 17,708
Inventories (4,644 ) 6,738
Prepaid expenses and other current assets (2,227 ) (2,776 )
Accounts payable and accrued expenses (includes restructuring) 6,295 7,786
Accrued payroll obligations (454 ) (10,309 )
Income taxes payable 1,335 971
Deferred income and allowances on sales to sell-through distributors 3,067 5,481
Deferred licensing and services revenue (258 ) 967
Net cash provided by (used in) operating activities 19,318 (20,626 )
Cash flows from investing activities:
Proceeds from sales of and maturities of short-term marketable securities 11,977 142,956
Purchases of marketable securities, net (5,961 ) (4,005 )
Cash paid for business acquisition, net of cash acquired — (431,068 )
Capital expenditures (13,991 ) (11,584 )
Proceeds from sale of business unit, net of cash sold 1,972 —
Cash paid for a non-marketable equity method investment (1,000 ) (3,000 )
Cash paid for software licenses (7,370 ) (5,393 )
Net cash used in investing activities (14,373 ) (312,094 )
Cash flows from financing activities:
Proceeds from issuance of restricted stock units, net of withholding taxes (2,883 ) (2,660 )
Purchases of treasury stock — (6,970 )
Net proceeds from issuance of common stock 5,353 3,382
Net proceeds from issuance of long-term debt — 346,500
Cash paid for debt issuance costs — (8,283 )
Repayment of debt 4,279 ) (1,750 )
Net cash (used in) provided by financing activities (1,809 ) 330,219

See Accompanying Notes to Unaudited Consolidated Financial Statements.
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LATTICE SEMICONDUCTOR CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)
(unaudited)

(In thousands)

Effect of exchange rate change on cash

Net increase (decrease) in cash and cash equivalents
Beginning cash and cash equivalents

Ending cash and cash equivalents

Supplemental cash flow information:

Change in unrealized gain (loss) related to marketable securities, net of tax, included in
Accumulated other comprehensive loss

Income taxes paid, net of refunds

Interest paid

Accrued purchases of plant and equipment

See Accompanying Notes to Unaudited Consolidated Financial Statements.

Nine Months Ended
October 1,0ctober 3,

2016
579
2,557
84,606

2015

) (754
(3,255
115,611

)
)

$87,163 $112,356

$(50
$7,250

) $(133
$5,403

$13,849 $6,225

$402

$817

)

10
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LATTICE SEMICONDUCTOR CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1 - Basis of Presentation and Significant Accounting Policies

The accompanying Consolidated Financial Statements are unaudited and have been prepared by Lattice

Semiconductor Corporation (‘“Lattice,” the “Company,” “we,” “us,” or “our”) pursuant to the rules and regulations of the
Securities and Exchange Commission (“SEC”) and in our opinion include all adjustments, consisting only of normal
recurring adjustments, necessary for the fair statement of results for the interim periods. Certain information and
footnote disclosures normally included in financial statements prepared in accordance with U.S. generally accepted
accounting principles ("U.S. GAAP") have been condensed or omitted pursuant to such rules and regulations. These
Consolidated Financial Statements should be read in conjunction with our audited financial statements and notes

thereto included in our Annual Report on Form 10-K for the fiscal year ended January 2, 2016.

Fiscal Reporting Period

We report based on a 52 or 53-week fiscal year ending on the Saturday closest to December 31. Our third quarter of
fiscal 2016 and third quarter of fiscal 2015 ended on October 1, 2016 and October 3, 2015, respectively. All
references to quarterly, three or nine months ended financial results are references to the results for the relevant
13-week or 39-week fiscal period.

Principles of Consolidation and Presentation

The accompanying Consolidated Financial Statements include the accounts of Lattice and its subsidiaries after the
elimination of all intercompany balances and transactions. Our results for the nine months ended October 3, 2015
include the results of Silicon Image, Inc. ("Silicon Image") for the approximately 29-week period from March 11,
2015 through October 3, 2015. Certain balances in prior fiscal years have been reclassified to conform to the
presentation adopted in the current year. Net loss attributable to noncontrolling interest amounting to $0.1 million and
$0.2 million was reported separately for the third quarter and first nine months, respectively, of fiscal 2015 and is now
included in Other income (expense), net.

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 and classification of assets, such as marketable securities, accounts
receivable, inventory, goodwill (including the assessment of reporting units), intangible assets, current and deferred
income taxes, accrued liabilities (including restructuring charges and bonus arrangements), deferred income and
allowances on sales to sell-through distributors, disclosure of contingent assets and liabilities at the date of the
financial statements, amounts used in acquisition valuations and purchase accounting, and the reported amounts of
product revenue, licensing and services revenue, and expenses during the fiscal periods presented. Actual results could
differ from those estimates.

Cash Equivalents and Marketable Securities

We consider all investments that are readily convertible into cash and have original maturities of three months or less
to be cash equivalents. Cash equivalents consist primarily of highly liquid investments in time deposits or money
market accounts and are carried at cost. We account for marketable securities as available-for-sale investments, as

defined by U.S. GAAP, and record unrealized gains or losses to Accumulated other comprehensive loss on our

11
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Consolidated Balance Sheets, unless losses are considered other than temporary, in which case, those are recorded
directly to the Consolidated Statements of Operations and Statements of Comprehensive Loss. Deposits with financial
institutions at times exceed Federal Deposit Insurance Corporation insurance limits.

Fair Value of Financial Instruments

We invest in various financial instruments, which may include corporate and government bonds, notes, and
commercial paper. We value these instruments at their fair value and monitor the portfolio for impairment on a
periodic basis. In the event that the carrying value of an investment exceeds its fair value and the decline in value is
determined to be other than temporary, we would record an impairment charge and establish a new carrying value. We
assess other than temporary impairment of marketable securities in accordance with Financial Accounting Standards
Board (“FASB”) Accounting Standards Codification (“ASC”) 820, “Fair Value Measurements and Disclosures.” The
framework under the provisions of ASC 820 establishes three levels of inputs that may be used to measure fair value.
Each level of input has different levels of subjectivity and difficulty involved in determining fair value.

9
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Foreign Exchange and Translation of Foreign Currencies

While our revenues and the majority of our expenses are denominated in U.S. dollars, we have international
subsidiary and branch operations that conduct some transactions in foreign currencies. In addition, a portion of our
silicon wafer and other purchases were historically denominated in Japanese yen, we billed certain Japanese customers
in yen, and we collect a Japanese consumption tax refund in yen. Gains or losses from foreign exchange rate
fluctuations on balances denominated in foreign currencies are reflected in Other income (expense), net. Realized and
unrealized gains or losses on foreign currency transactions were not significant for the periods presented. We translate
accounts denominated in foreign currencies in accord-ance with ASC 830, “Foreign Currency Matters,” using the
current rate method under which asset and liability accounts are translated at the current rate, while stockholders'
equity accounts are translated at the appropriate historical rates, and revenue and expense accounts are translated at
average monthly exchange rates. Translation adjustments related to the consolidation of foreign subsidiary financial
statements are reflected in Accumulated other comprehensive loss in Stockholders' equity.

Derivative Financial Instruments

We mitigate foreign currency exchange rate risk by entering into foreign currency forward exchange contracts. At
October 1, 2016 and January 2, 2016, we had open contracts for Japanese yen of $1.3 million and $3.3 million,
respectively. The one contract outstanding at October 1, 2016 will settle in June 2017. Of the six contracts outstanding
at January 2, 2016, two settled in January 2016 and four settled in June 2016. Although these hedges mitigate our
foreign currency exchange rate exposure from an economic perspective, they were not designated as "effective"
hedges for accounting purposes and as such are adjusted to fair value through Other income (expense), net, with an
impact of less than $0.1 million for both the fiscal quarters ended October 1, 2016 and January 2, 2016. We do not
hold or issue derivative financial instruments for trading or speculative purposes.

Concentration Risk

Potential exposure to concentration risk may impact revenue, trade receivables, marketable securities, and supply of
wafers for our products.

Customer concentration risk may impact revenue. Our top five end customers constituted approximately 32% of our
revenue for the third quarter of fiscal 2016, compared to approximately 31% for the third quarter of fiscal 2015. Our
top five end customers constituted approximately 25% of our revenue for the first nine months of fiscal 2016,
compared to approximately 33% for the first nine months of fiscal 2015.

Our largest end customer accounted for approximately 14% of total revenue in the third quarter of fiscal 2016 and 7%
of total revenue in the first nine months of fiscal 2016. In the third quarter and first nine months of fiscal 2015, our
largest end customer accounted for approximately 9% and 11%, respectively, of total revenue. No other customers
accounted for more than 10% of total revenue during these periods.

Sales through distributors have historically accounted for a significant portion of our total revenue. Revenue
attributable to resale of products by our sell-through distributors for the third quarter of fiscal 2016 and fiscal 2015
was 62% and 46%, respectively. Revenue attributable to resale of products by our sell-through distributors for the first
nine months of fiscal 2016 and fiscal 2015 was 58% and 45%, respectively. Our two largest distributor groups also
account for a substantial portion of our trade receivables. At October 1, 2016 and January 2, 2016, one distributor
group accounted for 35% and 29%, respectively, and the other accounted for 31% and 15%, respectively, of gross
trade receivables. No other distributor groups or end customers accounted for more than 10% of gross trade
receivables at these dates.

13
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Concentration of credit risk with respect to trade receivables is mitigated by our credit and collection process,
including active management of collections, credit limits, routine credit evaluations for essentially all customers, and
secure transactions with letters of credit or advance payments where appropriate. We regularly review our allowance
for doubtful accounts and the aging of our accounts receivable.

Accounts receivable do not bear interest and are shown net of allowances for doubtful accounts of $7.2 million at
October 1, 2016 and $0.6 million at January 2, 2016. Towards the end of our fiscal quarter, we received notice from
one of our distributor groups that indicated a high likelihood of their bankruptcy. As a result, we wrote off our
accounts receivable, net of deferred revenue, from the distributor group resulting in an increase in allowance for
doubtful accounts of $6.6 million and bad debt expense of $7.5 million for both the third quarter and first nine months
of fiscal 2016. Bad debt expense was negligible for the third quarter and first nine months of fiscal 2015.

We place our investments primarily through one financial institution and mitigate the concentration of credit risk by
limiting the maximum portion of the investment portfolio which may be invested in any one instrument. Our
investment policy defines approved credit ratings for investment securities. Investments on-hand in marketable
securities consisted primarily of money market instruments, “AA” or better corporate notes and bonds and commercial
paper, and U.S. government agency obligations. See Note 3 for a discussion of the liquidity attributes of our
marketable securities.

10
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We rely on a limited number of foundries for our wafer purchases, including Fujitsu Limited, Seiko Epson
Corporation, Taiwan Semiconductor Manufacturing Company, Ltd, and United Microelectronics Corporation. We
seek to mitigate the concentration of supply risk by establishing, maintaining and managing multiple foundry
relationships, but certain of our products are sourced from a single foundry.

Revenue Recognition and Deferred Income
Product Revenue

We sell our products directly to end customers, through a network of independent manufacturers' representatives, and
indirectly through a network of independent sell-in and sell-through distributors. Distributors provide periodic data
regarding the product, price, quantity, and end customer when products are resold, as well as the quantities of our
products they still have in stock.

Revenue from sales to original equipment manufacturers ("OEMs") and sell-in distributors is generally recognized
upon shipment. Reserves for sell-in stock rotations, where applicable, are estimated based primarily on historical
experience and provided for at the time of shipment. Revenue from sales by our sell-through distributors is recognized
at the time of reported resale. Under both types of revenue recognition, persuasive evidence of an arrangement exists,
the price is fixed or determinable, title has transferred, collection of resulting receivables is reasonably assured, and
there are no remaining customer acceptance requirements and no remaining significant performance obligations.

Orders from our sell-through distributors are initially recorded at published list prices; however, for a majority of our
sales, the final selling price is determined at the time of resale and in accordance with a distributor price agreement.
For this reason, we do not recognize revenue until products are resold by sell-through distributors to an end customer.
In certain circumstances, we allow sell-through distributors to return unsold products. At times, we protect our
sell-through distributors against reductions in published list prices.

At the time of shipment to sell-through distributors, we (a) record accounts receivable at published list price since
there is a legally enforceable obligation from the distributor to pay us currently for product delivered, (b) relieve
inventory for the carrying value of goods shipped since legal title has passed to the distributor, and (c) record deferred
revenue and deferred cost of sales in deferred income and allowances on sales to sell-through distributors in the
liability section of our Consolidated Balance Sheets. Revenue and cost of sales to sell-through distributors are deferred
until either the product is resold by the distributor or, in certain cases, return privileges terminate, at which time
Revenue and Cost of products sold are reflected in Net loss, and Accounts receivable, net is adjusted to reflect the
final selling price.

The components of Deferred income and allowances on sales to sell-through distributors are presented in the
following table:

(In thousands) October 1, January 2,

2016 2016
irelt\;errrlltory valued at published list prices and held by sell-through distributors with right of $79.199  $47.086
Allowance for distributor advances (37,910 ) (22,290 )
Deferred cost of sales related to inventory held by sell-through distributors (20,356 ) (6,930 )
Total Deferred income and allowances on sales to sell-through distributors $20,933 $17,866

Inventory valued at published list prices and held by sell-through distributors with a right of return was greater at
October 1, 2016 compared to January 2, 2016 due to an inventory buildup for new programmable products business
for a major mobile handset provider that started in the second quarter of fiscal 2016, as well as due to seasonal

15
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inventory buildup for year-end primarily at our Asian distributors.

A significant portion of our revenue in the third quarter and first nine months of both fiscal years 2016 and 2015 was
from sell-through distributors. Resale of products by sell-through distributors as a percentage of total revenue was
62% and 58% for the three and nine months ended October 1, 2016, respectively, and 46% and 45% for the three and
nine months ended October 3, 2015, respectively.

We use estimates and apply judgment to reconcile sell-through distributors' inventories. Errors in our estimates or
judgments could result in inaccurate reporting of our Revenue, Cost of products sold, Deferred income and allowances
on sales to sell-through distributors, and Net loss.

Licensing and Services Revenue

Our licensing and services revenue is comprised of revenue from our intellectual property ("IP") core licensing
activity, patent monetization activities, and royalty and adopter fee revenue from our standards activities. These
activities are complementary to our product sales and help us monetize our IP and accelerate market adoption curves
associated with our technology and standards.

11
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From time to time, we enter into patent sale and licensing agreements to monetize and license a broad portfolio of our
patented inventions. Such licensing agreements may include upfront license fees and ongoing royalties. The
contractual terms of the agreements generally provide for payments of upfront license fees over an extended period of
time. Revenue from such license fees is recognized when payments become due and payable as long as all other
revenue recognition criteria are met, while revenue from royalties is recognized when reported.

We enter into IP licensing agreements that generally provide licensees the right to incorporate our IP components into
their products pursuant to terms and conditions that vary by licensee. Revenue earned under these agreements is
classified as licensing and services revenue. Our IP licensing agreements generally include multiple elements, which
may include one or more off-the-shelf or customized IP licenses bundled with support services covering a fixed period
of time, generally one year. If the different elements of a multiple-element arrangement qualify as separate units of
accounting, we allocate the total arrangement consideration to each element based on relative selling price.

Amounts allocated to off-the-shelf IP licenses are recognized at the time of sale provided the other conditions for
revenue recognition have been met. Amounts allocated to the support services are deferred and recognized on a
straight-line basis over the support period, generally one year. Certain licensing agreements provide for royalty
payments based on agreed-upon royalty rates, which may be fixed or variable depending on the terms of the
agreement. The amount of revenue we recognize is based on a specified time period or on the agreed-upon royalty rate
multiplied by the reported number of units shipped by the customer.

From time to time, we enter into IP licensing agreements that involve significant modification, customization or
engineering services. Revenues derived from these contracts are accounted for using the percentage-of-completion
method or completed contract method. The completed contract method is used for contracts where there is a risk
associated with final acceptance by the customer or for short-term contracts.

HDMI royalty revenue is determined by a contractual allocation formula agreed to by the members ("Founders") of
the HDMI consortium. Evidence of an arrangement, as it relates to HDMI royalty revenue, is deemed complete when
all of the Founders agree on the royalty sharing formula. From time to time, we perform audits on our royalty
reporting customers to ensure compliance. As a result of those compliance efforts, we may enter into settlement
agreements for the payment of unreported royalties. The contractual terms of those agreements may provide for
upfront payment of unreported royalties or payment over a period of time, generally not to exceed one year. Revenue
from those arrangements is recognized when the agreement is executed by both parties, as long as price is fixed and
determinable and collection is reasonably assured.

Property and Equipment

Property and equipment are stated at cost. Depreciation and amortization are computed using the straight-line method
for financial reporting purposes over the estimated useful lives of the related assets, generally three to five years for
equipment and software, one to three years for tooling, and thirty years for buildings. Upon disposal of property and
equipment, the accounts are relieved of the costs and related accumulated depreciation and amortization, and resulting
gains or losses are reflected in the Consolidated Statements of Operations for recognized gains and losses or in the
Consolidated Balance Sheets for deferred gains and losses. Repair and maintenance costs are expensed as incurred.

New Accounting Pronouncements

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers, which requires an entity
to recognize the amount of revenue to which it expects to be entitled for the transfer of promised goods or services to
customers. In August 2015, the FASB issued ASU 2015-14 deferring the effective date of ASU 2014-09 to periods

beginning on or after December 15, 2017, with early adoption permitted for annual reporting periods beginning after
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December 15, 2016, and interim periods within that year. With the deferral, we intend to adopt ASU 2014-09 on
December 31, 2017. The standard permits the use of either the retrospective or cumulative effect transition method.
We are currently evaluating the impact of ASU 2014-09 on our consolidated financial statements and related
disclosures and have not yet selected a transition method.

In July 2015, the FASB issued ASU 2015-11, Simplifying the Measurement of Inventory. Under this ASU, inventory
will be measured at the “lower of cost and net realizable value” and options that currently exist for “market value” will be
eliminated. The ASU defines net realizable value as the “estimated selling prices in the ordinary course of business,

less reasonably predictable costs of completion, disposal, and transportation.” ASU 2015-11 is effective for interim and
annual periods beginning after December 15, 2016. Early application is permitted and should be applied

prospectively. We do not expect the adoption of this accounting standard update to have a material impact on our
consolidated financial statements.

In January 2016, the FASB issued ASU No. 2016-01, Recognition and Measurement of Financial Assets and
Financial Liabilities, to mainly change the accounting for investments in equity securities and financial liabilities
carried at fair value as well as to modify the presentation and disclosure requirements for financial instruments. The
ASU is effective for interim and annual periods beginning after December 15, 2017, with early adoption permitted.
Adoption of the ASU is retrospective with a cumulative adjustment to retained earnings or accumulated deficit as of
the adoption date. We are currently evaluating the impact of ASU 2016-01 on our consolidated financial statements
and related disclosures.

12
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In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), which requires that substantially all leases,
including today’s operating leases, be recognized by lessees on their balance sheet as a right-of-use asset and
corresponding lease liability. For public business entities, the standard is effective for fiscal years beginning after
December 15, 2018, including interim periods within those fiscal years. Early application is permitted for all entities.
We are currently evaluating the impact of ASU 2016-02 on our consolidated financial statements and related
disclosures.

In March 2016, the FASB issued ASU 2016-09, Compensation - Stock Compensation, Improvements to Employee
Share-Based payment Accounting (Topic 718). This update is intended to provide simplification of the accounting for
share based payment transactions, including the accounting for income taxes, forfeitures, and statutory tax
withholding requirements, as well as classification in the statement of cash flows. The guidance is effective for interim
and annual periods beginning after December 15, 2016. Early application is permitted and should be applied
prospectively. We are currently evaluating the impact of ASU 2016-09 on our consolidated financial statements and
related disclosures.

In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash
Receipts and Cash Payments. The new guidance is intended to reduce diversity in practice in how cash receipts and
cash payments are classified in the statement of cash flows. For public business entities, this guidance will be effective
for interim and annual periods beginning after December 15, 2017. Early adoption is permitted. We are currently
evaluating the impact of ASU 2016-15 on our consolidated financial statements and related disclosures.

In October 2016, the FASB issued ASU 2016-16, Income Taxes (Topic 740): Intra-Entity Transfers of Assets Other
Than Inventory. This update is intended to recognize the income tax consequences of intra-entity transfers of assets
other than inventory when they occur by removing the exception to postpone recognition until the asset has been sold
to an outside party. For public business entities, this guidance is effective for interim and annual periods beginning
after December 15, 2017. Early adoption is permitted, and it is required to be applied on a modified retrospective basis
through a cumulative-effect adjustment to the balance sheet as of the beginning of the fiscal year of adoption. We have
not yet determined the impact of ASU 2016-16 on our consolidated condensed financial statements and related
disclosures.

Note 2 - Net Loss per Share

We compute basic net loss per share by dividing net loss by the weighted average number of common shares
outstanding during the period. To determine diluted share count, we apply the treasury stock method to determine the
dilutive effect of outstanding stock option shares, restricted stock units ("RSUs"), and Employee Stock Purchase Plan
("ESPP") shares. Our application of the treasury stock method includes, as assumed proceeds, the average
unamortized stock-based compensation expense for the period and the impact of the pro forma deferred tax benefit or
cost associated with stock-based compensation expense. When we are in a net loss position, we do not include dilutive
securities as their inclusion would reduce the net loss per share.

A summary of basic and diluted net loss per share is presented below:
Three Months Ended Nine Months Ended
October 1, October 3, October 1, October 3,

(in thousands, except per share data) 2016 2015 2016 2015

Basic and diluted net loss $(12,414) $(24,862) $(45,935) $(113,779)
Shares used in basic and diluted net loss per share 120,584 117,669 119,596 117,151
Basic and diluted net loss per share $(0.10 ) $(0.21 ) $(0.38 ) $(0.97 )
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The computation of diluted net loss per share for the three and nine months ended October 1, 2016 excludes the
effects of stock options, RSUs, and ESPP shares, aggregating approximately 8.2 million shares and 8.3 million shares,
respectively, which are antidilutive. The computation of diluted net loss per share for the three and nine months ended
October 3, 2015 excludes the effects of stock options, RSUs, and ESPP shares aggregating approximately 3.2 million
shares and 9.4 million shares, respectively, which are antidilutive. Stock options, RSUs, and ESPP shares are
considered antidilutive when the aggregate of exercise price, unrecognized stock-based compensation expense, and
excess tax benefit are greater than the average market price for our common stock during the period or when the
Company is in a net loss position, as the effects would reduce the loss per share. Stock options, RSUs, and ESPP
shares that are antidilutive at October 1, 2016 could become dilutive in the future.

13
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Note 3 - Marketable Securities

We classify our marketable securities as short-term based on their nature and availability for use in current operations.
Our short-term marketable securities currently have contractual maturities of up to two years. The following table
summarizes the remaining maturities of our marketable securities at fair value:

(In thousands) October 1, January 2,

2016 2016
Short-term marketable securities:
Maturing within one year $8,742 $12,144
Maturing between one and two years 3,009 5,824
Total marketable securities $11,751 $17,968

The following table summarizes the composition of our marketable securities at fair value:
October 1, January 2,
(In thousands) 2016 2016
Short-term marketable securities:

Corporate and government bonds and notes, and commercial paper $ 11,672 $ 17,888
Certificates of deposit 79 80

Total marketable securities $11,751 $17,968

Note 4 - Fair Value of Financial Instruments

Fair value measurements as of Fair value measurements as of

October 1, 2016 January 2, 2016
(In thousands) Total Level 1 gevel Igevel Total Level 1 ;evel g,evel
Short-term marketable securities $11,751 $11,672 $79 $§ —$17,968 $17,888 $80 $ —
Foreign currency forward exchange contracts, net — — —  — (12 ) — (12 ) —
Total fair value of financial instruments $11,751 $11,672 $79 $§ —$17,956 $17,888 $68 $ —

We invest in various financial instruments including corporate and government bonds and notes, commercial paper,
and certificates of deposit. In addition, we enter into foreign currency forward exchange contracts to mitigate our
foreign currency exchange rate exposure. We carry these instruments at their fair value in accordance with ASC 820,
"Fair Value Measurements and Disclosures." The framework under the provisions of ASC 820 establishes three levels
of inputs that may be used to measure fair value. Each level of input has different levels of subjectivity and difficulty
involved in determining fair value.

Level 1 instruments generally represent quoted prices for identical assets or liabilities in active markets. Therefore,
determining fair value for Level 1 instruments generally does not require significant management judgment and the
estimation is not difficult. Our Level 1 instruments consist of U.S. Government agency, corporate notes and bonds,
and commercial paper that are traded in active markets and are classified as short-term marketable securities on our
Consolidated Balance Sheets.

Level 2 instruments include inputs other than Level 1 that are observable, either directly or indirectly, such as quoted
prices for similar assets or liabilities, quoted prices for identical instruments in markets that are not active, or other
inputs that are observable or can be corroborated by observable market data for substantially the full term of the assets
or liabilities. Our Level 2 instruments consist of certificates of deposit and foreign currency exchange contracts,
entered into to hedge against fluctuation in the Japanese yen.
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Level 3 instruments include unobservable inputs that are supported by little or no market activity and that are
significant to the fair value of the assets or liabilities. As a result, the determination of fair value for Level 3
instruments requires significant management judgment and subjectivity. We did not hold any Level 3 instruments
during the periods presented.

There were no transfers between any of the levels during the first nine months of fiscal 2016 or 2015.
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In accordance with ASC 320, “Investments-Debt and Equity Securities,” we recorded an unrealized loss of less than
$0.1 million during the nine months ended October 1, 2016 and approximately $0.1 million during the nine months
ended October 3, 2015 on certain short-term marketable securities (Level 1 instruments), which have been recorded in
accumulated other comprehensive loss. Future fluctuations in fair value related to these instruments that we deem to
be temporary, including any recoveries of previous write-downs, would be recorded to accumulated other
comprehensive loss. If we were to determine in the future that any further decline in fair value is
other-than-temporary, we would record an impairment charge, which could have a materially adverse effect on our
operating results. If we were to liquidate our position in these securities, it is likely that the amount of any future
realized gain or loss would be different from the unrealized gain or loss reported in accumulated other comprehensive
loss.

Note 5 - Inventories

October 1, January 2,
2016 2016
Work in progress $ 53,772 $ 57,865
Finished goods 26,768 18,031
Total inventories $ 80,540 $ 75,896

(In thousands)

Note 6 - Business Combinations and Goodwill

On March 10, 2015, we acquired 100% of the outstanding equity of Silicon Image, a provider of video, audio, and
data connectivity solutions for the mobile, consumer electronics, and personal computer markets. Silicon Image’s
results of operations and the acquired cost value of the assets purchased and liabilities assumed are included in
Lattice's consolidated financial statements effective March 11, 2015.

The fair value of the purchase price consideration consisted of the following:

Estimated
(In thousands) Fair

Value
Cash paid to Silicon Image shareholders $575,955
Cash paid for options and RSUs 7,383
Fair value of partially vested stock options and RSUs assumed 5,139
Total purchase consideration $588,477

There was no contingent consideration in this acquisition.

Purchase consideration was allocated to the tangible and intangible assets and liabilities assumed on the basis of the
respective estimated fair values on the acquisition date. In the first quarter of 2016, we revised our valuation and
allocation of purchase price consideration resulting in $2.1 million of additional long-term liabilities related to an
uncertain tax position with an equivalent revision to Goodwill, which is reflected in the Consolidated Balance Sheets
for the period ended October 1, 2016. The purchase price allocation has been completed after a final detailed analysis
of certain tax matters.
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The final allocation of the total purchase price is as follows:

Estimated
(In thousands) Fair

Value
Assets acquired:
Cash, cash equivalents and short-term investments $157,923
Accounts receivable 30,677
Inventory 20,839
Other current assets 7,183
Property and equipment 23,429
Other non-current assets 1,573
Intangible assets 192,079
Goodwill 237,608
Total assets acquired 671,311
Less liabilities assumed:
Accounts payable and other accrued liabilities 47,735
Other current liabilities 1,252
Long-term liabilities 26,675
Redeemable noncontrolling interest 7,172
Total liabilities assumed 82,834
Fair value of net assets acquired $588,477

The following table presents details of the identified intangible assets acquired through the acquisition of Silicon
Image:

(In thousands) Asset Life in Years Fair
Value
Developed technology 3-5 $125,000
Customer relationships 4-7 29,458
Licensed technology 3-5 1,852
Patents 5 769
Total identified finite-lived intangible assets 157,079
In-process research and development indefinite 35,000
Total identified intangible assets $192,079

We do not believe there is any significant residual value associated with these intangible assets. We are amortizing the
intangible assets using the straight-line method over their estimated useful lives. The estimation of the fair values of
the intangible assets required the use of valuation techniques including the income approach and the cost approach,
and entailed consideration of all the relevant factors that might affect the fair value such as present value factors, and
estimates of future revenues and costs.

Goodwill

Goodwill represents the excess of the purchase price over the fair value of the underlying net tangible and intangible
assets. The goodwill recognized in the acquisition of Silicon Image was derived from expected benefits from cost
synergies and knowledgeable and experienced workforce who joined the Company after the acquisition. Goodwill is
not amortized, but is instead tested for impairment annually or more frequently if certain indicators of impairment are
present. We do not expect goodwill impairment to be tax deductible for income tax purposes. No impairment charges
relating to goodwill were recorded for the first nine months of 2016 or 2015 as no indicators of impairment were
present. The goodwill balance of $270 million at October 1, 2016 is comprised of $45 million from prior acquisitions
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combined with $238 million from the acquisition of Silicon Image, reduced by a goodwill impairment charge of $13
million in the fourth quarter of fiscal 2015.
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Note 7 - Intangible Assets

In connection with our acquisitions of Silicon Image in March 2015 and SiliconBlue in December 2011 we recorded
identifiable intangible assets related to developed technology, customer relationships, licensed technology, patents,
and in-process research and development based on guidance for determining fair value under the provisions of ASC
820, "Fair Value Measurements and Disclosures." Additionally, during fiscal 2015, we licensed additional third-party
technology.

In September 2016, the founders of the HDMI consortium ("Founders"), of which we are a member, updated the
Founders Agreement as part of an amendment process resulting in changes to our role as agent for the HDMI
consortium and to the model for sharing adopter fee revenues. Lattice has historically served the role of the HDMI
Licensing Agent via a wholly owned subsidiary, HDMI Licensing LL.C. Under the terms of the amendment
agreement, a new independent entity will act as the HDMI Licensing Agent and will be responsible for licensing and
the distribution of royalties among Founders; Lattice will continue to serve the role of Agent until the appointment of
the new licensing agent, which is expected to occur in fiscal 2017. As a result of the amended model for sharing
revenue, we will be entitled to a reduced share of adopter fees paid by parties adopting the HDMI standard. We
determined that this modification constituted an impairment indicator related to the intangible assets associated with
future HDMI adopter fees. Our assessment of the new value of these intangible assets concluded that they had been
impaired as of October 1, 2016, and we recorded a $7.9 million non-cash impairment charge in the Consolidated
Statements of Operations. We do not anticipate any future cash expenditures related to this impairment. No
impairment charges related to intangible assets were recorded for the first nine months of 2015 as no indicators of
impairment were present.

The following table summarizes the details of our total purchased intangible assets as of the end of the third quarter of
fiscal 2016:

Weighted Average Amortization . Accumulated Intangible
. i Gross Impairment .. _ assets, net of
Period (in years) Amortization ..
amortization
October 1,
(In thousands) 2016
Developed technology 4.7 $130,859 $ — $ (48,153 ) $82,706
Customer relationships 6.1 30,800 (7,866 ) (12,751 ) 10,183
Licensed technology 3.3 2,127 — (1,053 ) 1,074
Patents 5 769 — (241 ) 528

Total identified finite-lived
intangible assets
In-process research and

164,555 (7,866 ) (62,198 ) 94,491

indefinite 32841 — _ 32.841
development
Zsost;lsldenuﬁed intangible $197,396 $ (7,866 ) $ (62,198 ) $ 127,332

We do not believe there is any significant residual value associated with these intangible assets. We are amortizing the
intangible assets using the straight-line method over their estimated useful lives. We recorded amortization expense on
the Consolidated Statements of Operations as follows:

Three Months

Ended

OctoberOc¢tober 3, October 1Qctober 3,

2016 2015 2016 2015

Research and development $186 $ 223 $559  $507

Nine Months Ended

(In thousands)
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Amortization of acquired intangible assets 8,260 8,941 25,292 20,824
$8,446 $ 9,164  $25,851 $ 21,331

The annual expected amortization expense related to acquired intangible assets with finite lives is as follows:
(In thousands) Amount
2016 (remaining 3 months) $8,119

2017 31,659
2018 25,777
2019 22,993
2020 5,290
Thereafter 653
Total $94,491
17
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Note 8 - Equity Method Investment

In the first and third quarters of fiscal 2015, we purchased a preferred stock ownership interest in a privately-held
company that designs human-computer interaction technology for total consideration of $3.0 million. This investment
accounted for a 15.8% ownership interest by the end of the third quarter of fiscal 2015 and was accounted for under
the cost method as we did not have the ability to exert significant influence over the investee.

In the fourth quarter of fiscal 2015, we increased our ownership interest to 22.7% by making an additional investment
of $2.0 million. This increased our gross investment in the investee to $5.0 million. As a result of the change in
ownership interest and after considering the changes in the level of our participation in the management of and
interaction with the investee, we determined that we have the ability to exert significant influence over the investee.
Accordingly, we changed our accounting for the investment from the cost method to the equity method and have
hence recognized our proportionate share of the investee’s operating results in the Consolidated Statements of
Operations.

In the third quarter of fiscal 2016, we made an additional investment of $1.0 million via a convertible debt instrument,
bringing our gross investment in the investee to $6.0 million. We have determined that this additional investment is an
in-substance common stock and has been included in our equity method accounting but that, in its unconverted state,
it does not change our ownership interest.

Applying the equity method, our proportionate share of the investee's net loss for the third quarter and first nine
months of fiscal 2016 was $0.4 million and $1.1 million, respectively, which we have recognized in the Consolidated
Statements of Operations. Through October 1, 2016, we have reduced the value of our investment by approximately
$1.6 million, representing our proportionate share of the privately-held company’s net loss accumulated to that date.
The net balance of our investment amounting to $4.4 million has been included in other long-term assets in the
Consolidated Balance Sheets as of October 1, 2016.

Note 9 - Accounts Payable and Accrued Expenses

Included in accounts payable and accrued liabilities as of October 1, 2016 and January 2, 2016 were the following
balances:

October 1, January

(In thousands) 2016 2,2016

Trade accounts payable $35,230 $18,616
Payable to members of the HDMI and MHL consortia* 8,872 16,643
Other accrued expenses 32,884 39,039
Total accounts payable and accrued expenses $76,986 $74,298

*As an agent of the HDMI and MHL consortia, we administer royalty reporting and distributions to the members of
these consortia. This excludes amounts payable to us, and is payable quarterly based on collections from HDMI and
MHL customers.
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Note 10 - Changes in Stockholders' Equity and Accumulated Other Comprehensive Loss

.. Accumulated
Additional
Common _ . . . Accumulated other
(In thousands) Paid-in .. . Total
stock . deficit comprehensive
capital loss
Balances, January 2, 2016 $1,187 $660,089 $(352,846 ) $ (2,910 ) $305,520
Net loss for the nine months ended October 1, 2016 — — (45,935 ) — (45,935 )
Unrealized loss related to marketable securities, net of
tax — — — (88 ) (88 )
Reclassification adjustment for losses related to
marketable securities included in other income — — — 38 38
(expense), net of tax
Translation adjustments, net of tax — — — (579 ) (579 )
Common stock issued in connection with the exercise of
stock options, ESPP and vested RSUs, net of tax 23 2,448 T T 2,471
Stock-based compensation expense related to stock
options, ESPP and RSUs o 12,106 T T 12,106
Defined benefit pension, net of actuarial losses — — — 141 141
Balances, October 1, 2016 $1,210 $674,643 $(398,781 ) $ (3,398 ) $273,674

Note 11 - Income Taxes

For the three months ended October 1, 2016 and October 3, 2015, we recorded an income tax provision of
approximately $1.0 million and $0.3 million, respectively. For the nine months ended October 1, 2016 and October 3,
2015, we recorded an income tax provision of approximately $7.4 million and $29.0 million, respectively. The income
tax provision for the three and nine months ended October 1, 2016 represents tax at the federal, state, and foreign
statutory tax rates adjusted for withholding taxes, changes in uncertain tax positions, changes in the U.S. valuation
allowance, as well as other non-deductible items in the United States and foreign jurisdictions. The difference between
the U.S. federal statutory tax rate of 35% and our negative effective tax rates for the three and nine months ended
October 1, 2016 is primarily due to a valuation allowance increase that offsets the otherwise expected tax benefit from
the pretax loss in the United States and the zero tax rate in Bermuda which results in no tax benefit for the pretax loss
in Bermuda.

During the first quarter of 2015, we concluded that it was more-likely-than-not that we would not be able to realize the
benefit of our remaining U.S. deferred tax assets, resulting in an increase to the valuation allowance and an increase to
the tax provision of $21.0 million. We based this conclusion on changes to our expected operations in the United
States as a result of the acquisition of Silicon Image. We exercised significant judgment and considered estimates
about our ability to generate revenue and gross profits sufficient enough to offset expenditures in future periods within
the United States.

We are subject to federal income tax as well as income tax of multiple state and foreign jurisdictions. We are no
longer subject to income tax examinations for the following jurisdictions and years: federal, for years before 2013,
state and local, for years before 2012, or foreign, for years before 2010. However, U.S. federal net operating loss
("NOL") and credit carryforwards from all years are subject to examination and adjustments for at least three years
following the year in which we used the attributes.
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Our Indian income tax return is currently under examination for the tax year ended March 31, 2016, as well as our
Singapore income tax return for 2012. We are not under examination in any other jurisdiction.

We believe that it is reasonably possible that $0.2 million of unrecognized tax benefits and less than $0.1 million of
associated interest and penalties could be recognized during the next twelve months. The $0.2 million potential
change would represent a decrease in unrecognized tax benefits, comprised of items related to tax filings for years that
will no longer be subject to examination under expiring statutes of limitations.
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We have U.S. federal NOL carryforwards (pretax) of approximately $339.9 million at January 2, 2016 that expire at
various dates between 2023 and 2035. We have state net operating loss carryforwards (pretax) of approximately
$239.9 million at January 2, 2016 that expire at various dates from 2016 through 2035. We also have federal and state
credit carryforwards of $48.2 million and $55.9 million, respectively at January 2, 2016, of which $53.4 million do
not expire. The remaining credits expire at various dates from 2016 through 2034.

Our liability for uncertain tax positions (including penalties and interest) was $29.4 million and $26.9 million at
October 1, 2016 and January 2, 2016, respectively, and is recorded as a component of other long-term liabilities on
our Consolidated Balance Sheets. The remainder of our uncertain tax position exposure is netted against deferred tax
assets.

We are not currently paying U.S. federal income taxes and do not expect to pay such taxes until we fully utilize our
tax NOL and credit carryforwards. We expect to pay a nominal amount of state income tax. We are paying foreign
income and withholding taxes, which are reflected in income tax expense in our Consolidated Statements of
Operations and are primarily related to the cost of operating offshore activities and subsidiaries. We accrue interest
and penalties related to uncertain tax positions in income tax expense.

Note 12 - Restructuring

In March 2015, our Board of Directors approved an internal restructuring plan (the "March 2015 Plan"), in connection
with our acquisition of Silicon Image. The March 2015 Plan was designed to realize synergies from the acquisition by
eliminating redundancies created as a result of combining the two companies. This included reductions in our
worldwide workforce, consolidation of facilities, and cancellation of software contracts and engineering tools. The
March 2015 Plan is substantially complete subject to certain remaining expected costs that we do not expect to be
material and which will be expensed as incurred under U.S. GAAP rules through the first quarter of fiscal 2017, and
any changes in sublease assumptions should they occur. Under this plan, approximately $0.3 million and $6.3 million
of expense was incurred during the three and nine months, respectively, ended October 1, 2016, and $1.4 million and
$10.3 million of expense was incurred during the three and nine months, respectively, ended October 3, 2015.
Approximately $19.6 million of total expense has been incurred through October 1, 2016 under the March 2015 Plan.
We expect the total cost of the March 2015 Plan to be approximately $21.0 million.

In September 2015, we implemented a further reduction of our worldwide workforce (the "September 2015
Reduction") separate from the March 2015 Plan. The September 2015 Reduction was designed to resize the company
in line with the market environment and to better balance our workforce with the long-term strategic needs of our
business. The September 2015 Reduction is substantially complete subject to certain remaining expected costs, which
we do not expect to be material but which will be expensed as incurred under U.S. GAAP rules through the first
quarter of fiscal 2017. Under this reduction, no expense and approximately $2.0 million of expense was incurred
during the three and nine months, respectively, ended October 1, 2016 and $5.5 million expense was incurred during
the three and nine months ended October 3, 2015 due to the timing of implementation. Approximately $8.0 million of
total expense has been incurred through October 1, 2016 under the September 2015 Reduction. We expect the total
cost of the September 2015 Reduction to be approximately $9.0 million.

These expenses were recorded to restructuring charges on our Consolidated Statements of Operations. The
restructuring accrual balance is presented in accounts payable and accrued expenses (includes restructuring) on our

Consolidated Balance Sheets.

The following table displays the combined activity related to the restructuring actions described above:
(In thousands) Other Total
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Severance Lease Software

and Termination Contracts &

related Engineering

Tools*

Balance at January 3, 2015 $— $ 43 $ — $139 $182
Restructuring charges 12,491 1,107 2,000 182 15,780
Costs paid or otherwise settled (5,825 ) (560 ) (1,551 ) (321 ) (8,257)
Balance at October 3, 2015 $6,666 $ 590 $ 449 $— $7,705
Balance at January 2, 2016 $3,696 $ 1,005 $ 377 $— $5,078
Restructuring charges 1,863 2,343 1,917 2,193 8,316
Costs paid or otherwise settled (4,688 ) (2,315 ) (2,211 ) (2,066 (11,280)
Balance at October 1, 2016 $871 $ 1,033 $ 83 $127 $2,114

*Includes cancellation of contracts, asset impairments, and accelerated depreciation on certain enterprise resource
planning and customer resource management systems
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Note 13 - Long-Term Debt

On March 10, 2015, we entered into a secured credit agreement (the "Credit Agreement") with Jefferies Finance, LLC
and certain other lenders for purposes of funding, in part, our acquisition of Silicon Image. The Credit Agreement
provided for a $350 million term loan (the "Term Loan") maturing on March 10, 2021 (the "Term Loan Maturity
Date"). We received $346.5 million net of an original issue discount of $3.5 million and we paid debt issuance costs of
$8.3 million. The Term Loan bears variable interest equal to the 3-month LIBOR as of October 1, 2016, subject to a
1.00% floor, plus a spread of 4.25%. The current effective interest rate on the Term Loan is 5.97%.

The Term Loan is payable through a combination of (i) quarterly installments of approximately $0.9 million, which
began on July 4, 2015, (ii) annual excess cash flow payments as defined in the Credit Agreement, which are due 95
days after the last day of our fiscal year, and (iii) any payments due upon certain issuances of additional indebtedness
and certain asset dispositions, with any remaining outstanding principal amount due and payable on the Term Loan
Maturity Date. The percentage of excess cash flow we are required to pay ranges from 0% to 75%, depending on our
leverage and other factors as defined in the Credit Agreement. Currently, the Credit Agreement would require a 75%
excess cash flow payment. In the second quarter of fiscal 2016, we made a required additional principal payment of
$1.7 million due to the sale of Qterics. Over the next twelve months, our principal payments will be comprised mainly
of regular quarterly installments along with an expected annual excess cash flow payment. While the Credit
Agreement does not contain financial covenants, it does contain informational covenants and certain restrictive
covenants, including limitations on liens, mergers and consolidations, sales of assets, payment of dividends, and
indebtedness. We were in compliance with all such covenants at October 1, 2016.

The original issue discount and the debt issuance costs have been accounted for as a reduction to the carrying value of
the Term Loan on our Consolidated Balance Sheets and are being amortized to interest expense in our Consolidated
Statements of Operations over the contractual term, using the effective interest method.

The fair value of the Term Loan approximates the carrying value, which is reflected in our Consolidated Balance
Sheets as follows:

(In thousands) October 1, January 2,

2016 2016
Principal amount $343,096 $347,375
Unamortized original issue discount and debt costs (7,736 ) (8,948 )
Less: Current portion of long-term debt (27,613 ) (7,557 )
Long-term debt $307,747 $330,870

Interest expense related to the Term Loan was included in Interest expense on our Consolidated Statements of
Operations as follows:

Three Months

Ended

OctoberQc¢tober 3, October 1Qctober 3,

2016 2015 2016 2015

Nine Months Ended

(In thousands)

Contractual interest $4,563 $ 4,633  $13,798 $ 10,553
Amortization of original issue discount and debt costs 553 932 1,212 2,037
Total Interest expense related to the Term Loan $5,116 $ 5,565 $15,010 $ 12,590

As of October 1, 2016, minimum expected future principal payments on the Term Loan were as follows:
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(in
Fiscal year thousands)

2016 (remaining 3 months) $ 875

2017 38,008
2018 52,895
2019 60,247
2020 64,794
Thereafter 126,277

$ 343,096
21

34



Edgar Filing: LATTICE SEMICONDUCTOR CORP - Form 10-Q

Table of Contents
Note 14 - Stock-Based Compensation

Total stock-based compensation expense included in our Consolidated Statements of Operations was as follows:
EE;ZZMoth Nine Months Ended

OctoberQ¢tober 3, October 1Qctober 3,

2016 2015 2016 2015

Cost of products sold $231 $ 406 $656  $1,044

Research and development 2,024 2,789 5,951 6,644

Selling, general and administrative 2,054 1,004 5,500 4,874

Acquisition related charges — 402 — 4,293

Total stock-based compensation  $4,309 $ 4,601  $12,107 $ 16,855

(In thousands)

Of the $16.9 million total stock-based compensation for the nine months ended October 3, 2015, $3.9 million was
paid in cash during the period as a result of the acquisition of Silicon Image on March 10, 2015. There have been no
cash payments related to stock compensation in fiscal 2016.

We have granted stock options and RSUs with a market condition to certain executives, amounting to approximately
327,200 stock options and 70,000 RSUs during the first and second quarters of fiscal 2015 and approximately 321,900
stock options in the second quarter of fiscal 2016. The options and RSUs have a two year vesting and vest between
0% and 200% of the target amount, based on the Company's relative Total Shareholder Return (TSR) when compared
to the TSR of a component of companies of the PHLX Semiconductor Sector Index over a two year period. TSR is a
measure of stock price appreciation plus dividends paid, if any, in the performance period. The fair values of the
options were determined and fixed on the date of grant using a lattice-based option-pricing valuation model, which
incorporates a Monte-Carlo simulation, and considered the likelihood that we would achieve the market condition. Of
these grants with a market condition, approximately 596,600 stock options were outstanding as of October 1, 2016.
We incurred stock compensation expense related to these market condition awards of approximately $0.2 million and
approximately $0.4 million in the third quarter and first nine months, respectively, of fiscal 2016 and approximately
$0.1 million and approximately $0.4 million in the third quarter and first nine months, respectively, of fiscal 2015.

Note 15 - Contingencies
Legal Matters

In February 2016, we filed a complaint against Technicolor SA and its affiliates in the United States District Court for
the Northern District of California alleging that Technicolor had on infringed certain patents relating to the HDMI
specification. Technicolor filed an answer to our complaint on April 11, 2016, which included various defenses to the
alleged patent infringement. Technicolor also has informed us that it may attempt to raise as a counterclaim or in
separate litigation a claim for payment to Technicolor and other Founders their respective share of any HDMI
adopters’ fees not used by Lattice and its predecessor in interest, Silicon Image, in the marketing and other activities in
furtherance of the HDMI standard. Technicolor previously has indicated its belief that the Founders enjoy a right to
these funds but has never pursued such claims. At this stage of the proceedings, we do not have an estimate of the
likelihood or the amount of any financial consequences to us.

We are exposed to certain other asserted and unasserted potential claims. There can be no assurance that, with respect

to potential claims made against us, we could resolve such claims under terms and conditions that would not have a
material adverse effect on our business, our liquidity or our financial results. Periodically, we review the status of each
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significant matter and assess its potential financial exposure. If the potential loss from any claim or legal proceeding is
considered probable and a range of possible losses can be estimated, we then accrue a liability for the estimated loss
based on the provisions of FASB ASC 450, “Contingencies" (“ASC 450”). Legal proceedings are subject to uncertainties,
and the outcomes are difficult to predict. Because of such uncertainties, accruals are based only on the best

information available at the time. As additional information becomes available, we reassess the potential liability

related to pending claims and litigation and may revise estimates.

22
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Note 16 - Segment and Geographic Information

Segment Information

As of October 1, 2016, Lattice had one operating segment: the core Lattice business, which includes IP and
semiconductor devices. Qterics, a discrete software-as-a-service business unit, was previously an immaterial operating
segment in the Lattice legal entity structure. In April 2016, we sold Qterics to an unrelated third party for net proceeds
of $2.0 million, net of cash sold, resulting in a gain of $2.6 million. The gain has been included in Other income
(expense), net in the Consolidated Statements of Operations.

Geographic Information

Our revenue by major geographic area, based on ship-to location, was as follows:

Three Months Ended Nine Months Ended
(In thousands) October 1, 2016 October 3, 2015 October 1, 2016 October 3, 2015
Asia $83,797 74 % $86,443 79 % $216,964 70 % $232,372 76 %
Europe 13,111 12 13,061 12 43,849 14 43,005 14

Americas 16,317 14 10,211 9 48,133 16 29,395 10
Total revenue $113,225 100% $109,715 100% $308,946 100% $304,772 100%

We assign revenue to geographies based on the customer ship-to address at the point where revenue is recognized. In
the case of sell-in distributors and OEM customers, revenue is typically recognized, and geography is assigned, when
products are shipped to our distributor or customer. In the case of sell-through distributors, revenue is recognized
when resale occurs and geography is assigned based on the customer location on the resale reports provided by the
distributor.

There were no material changes to property and equipment by major geographic area as of October 1, 2016 as
compared to January 2, 2016.

Note 17 - Subsequent Event

On November 3, 2016, Lattice Semiconductor Corporation and Canyon Bridge Capital Partners, Inc. (“Canyon Bridge”)
announced that the Company and Canyon Bridge Acquisition Company, Inc. (“Parent”), an affiliate of Canyon Bridge,
have signed a definitive agreement under which Parent will acquire all outstanding shares of Lattice for approximately
$1.3 billion inclusive of Lattice’s net debt, or $8.30 per share in cash. The transaction has been unanimously approved
by both companies’ boards of directors and is expected to close in early 2017 subject to customary closing conditions,
regulatory approvals and approval by Lattice’s shareholders. Upon the completion of the transaction, Lattice will be a
wholly owned subsidiary of Parent.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

Lattice Semiconductor (“Lattice,” the “Company,” “we,” “us,” or “our”) engages in smart connectivity solutions, providing
intellectual property ("IP") and low-power, small form-factor devices that enable global customers to quickly deliver
innovative and differentiated cost and power efficient products. The Company's broad end-market exposure extends
from mobile devices and consumer electronics to industrial and automotive equipment, communications and
computing infrastructure, and licensing.

Lattice was founded in 1983 and is headquartered in Portland, Oregon. The Company acquired Silicon Image, Inc.
("Silicon Image") in March 2015. Silicon Image was engaged in setting industry standards including the HDMI®,
DVI®, MHL® and WirelessHD® standards. Our prior fiscal year results for the nine months ended October 3, 2015
include the results of Silicon Image for the approximately 29-week period from March 11, 2015 through October 3,
2015.

Plan of Merger and Reorganization

On November 3, 2016, we entered into an Agreement and Plan of Merger (the “Merger Agreement”) with Canyon
Bridge Acquisition Company, Inc., a Delaware corporation (“Parent”), and Canyon Bridge Merger Sub, Inc., a Delaware
corporation and wholly owned subsidiary of Parent (“Merger Sub”), providing for the merger of Merger Sub with and
into the Company (the “Merger”), with the Company surviving the Merger as a wholly owned subsidiary of Parent.

At the effective time of the Merger, each share of common stock, par value $0.01 per share, of the Company (the
“Shares”) that is outstanding immediately prior to such time (other than (i) Shares owned by Parent, Merger Sub, the
Company (including any Shares held in the treasury of the Company) or by any direct or indirect wholly owned
subsidiary of Parent, Merger Sub or the Company, or (ii) Shares held by stockholders of the Company who not have
voted in favor of the Merger and who are entitled to demand and properly demand their statutory rights of appraisal in
accordance with the Delaware General Corporation Law) will be canceled and extinguished and automatically
converted into the right to receive cash in an amount equal to $8.30 per share (without interest and subject to
deduction for any required withholding tax).

Completion of the Merger is subject to various conditions, including the receipt on a timely basis or at all of any
required regulatory clearances related to the Merger, including under the Hart-Scott-Rodino Antitrust Improvements
Act of 1976 (HSR) and from the Committee on Foreign Investment in the United States ("CFIUS").

Critical Accounting Policies and Estimates

Critical accounting policies are those that are both most important to the portrayal of a company's financial condition
and results and require management's most difficult, subjective, and complex judgments, often as a result of the need
to make estimates about the effect of matters that are inherently uncertain. Management believes that there have been
no significant changes to the items that we disclosed as our critical accounting policies and estimates in Management's
Discussion and Analysis of Financial Condition and Results of Operations in our Annual Report on form 10-K for the
fiscal year ended January 2, 2016.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles ("U.S.
GAAP") requires management to make estimates and assumptions that affect the reported amounts and classification
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of assets, such as marketable securities, accounts receivable, inventory, goodwill (including the assessment of
reporting unit), intangible assets, current and deferred income taxes, accrued liabilities (including restructuring
charges and bonus arrangements), deferred income and allowances on sales to sell-through distributors, disclosure of
contingent assets and liabilities at the date of the financial statements, amounts used in acquisition valuations and
purchase accounting, and the reported amounts of product revenue, licensing and services revenue, and expenses
during the fiscal periods presented. Actual results could differ from those estimates.
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Results of Operations*

Key elements of our Consolidated Statements of Operations were as follows:

Three Months Ended Nine Months Ended
(In thousands) October 1, 2016 October 3, 2015 October 1, 2016 October 3, 2015
Revenue $113,225 100.0 % $109,715 100.0 % $308,946 100.0 % $304,772 100.0 %
Gross margin 67,424 59.5 59,849 54.5 182,954 59.2 165,807 54.4

Research and development 27,747 24.5 37,619 34.3 91,270 29.5 104,813 344

Selling, general and 29244 258 23819 217 75857 246 73,096 240
administrative

Amortization of acquired

) . 8,260 7.3 8,941 8.1 25,292 8.2 20,824 6.8
intangible assets

Restructuring charges 317 0.3 6,818 6.2 8,316 2.7 15,780 5.2
Acquisition related charges — — 610 0.6 94 — 22,078 7.2
Impairment of intangible assets 7,866 6.9 — — 7,866 2.5 — —

Loss from operations $6,010 ) (5.3 Y% $(17,958) (16.4)% $(25,741) (8.3 )% $(70,784) (23.2)%

* Lattice acquired Silicon Image on March 10, 2015. Results of Operations for the nine months ended October 3, 2015
include the financial results of Silicon Image for the approximately 29-week period from March 11, 2015 through
October 3, 2015.

Revenue by End Market

The end market data below is derived from data provided to us by our distributors and end customers. With a diverse
base of customers who may manufacture end products spanning multiple end markets, the assignment of revenue to a
specific end market requires the use of estimates and judgment. Therefore, actual results may differ from those
reported. With our acquisition of Silicon Image, we added a Licensing and services end market to report Licensing
and services revenue, which includes the licensing of our IP, the collection of certain royalties, patent sales, the
revenue related to our participation in consortia and standard-setting activities, and services. While Licensing products
are primarily sold into the Mobile and Consumer market, Licensing and services revenue is reported separately as it
has characteristics that differ from other categories, most notably its higher gross margin.

The following are examples of end market applications:
Communications and Computing Mobile and Consumer Industrial and Automotive Licensing and Services

Wireless Smartphones Security & Surveillance IP Royalties
Wireline Cameras Machine Vision Adopter Fees
Data Backhaul Displays Industrial Automation IP Licenses
Computing Tablets Human Machine Interface Patent Sales
Servers Wearables Automotive Testing Services
Data Storage Televisions Drones

Home Theater

The composition of our revenue by end market for the third quarter and first nine months of fiscal 2016 and 2015 was
as follows:

Three Months Ended * Nine Months Ended *
(In thousands) October 1, 2016 October 3, 2015 October 1, 2016 October 3, 2015
Communications and Computing $30,260 27 % $35,805 33 % $91,809 30 % $108,488 36 %
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Mobile and Consumer 35,641 31 36,944 34 84,817 27 95,846 31
Industrial and Automotive 36,915 33 25,823 23 103,748 34 76,253 25
Licensing and Services 10,409 9 11,143 10 28572 9 24,185 8
Total revenue $113,225 100% $109,715 100% $308,946 100% $304,772 100%

*During the first quarter of fiscal 2016, we realigned our end market categories to group Computing with
Communications rather than with Industrial, as had been the previous grouping. Prior periods have been reclassified to
match current period presentation.
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Revenue from the Communications and Computing end market decreased by 15% for both the third quarter of fiscal
2016 compared to the third quarter of fiscal 2015, and for the first nine months of fiscal 2016 compared to the first
nine months of fiscal 2015. For both periods the decline was primarily in programmable products, and was across a
general cross section of communications and modestly in our largest computing customer. We also saw a significant
decline, from the third quarter of fiscal 2015 to the third quarter of fiscal 2016, for application specific standard
products ("ASSPs") in a wireless application. The decrease for the first nine months of fiscal 2016 is predominately
due to a decrease in demand for programmable products, as the China 4G-LTE build out, which carried into 2015, was
not repeated in 2016.

Revenue from the Mobile and Consumer end market decreased 4% for the third quarter of fiscal 2016 compared to the
third quarter of fiscal 2015, and decreased 12% for the first nine months of fiscal 2016 compared to the first nine
months of fiscal 2015. The decrease for both periods was predominately due to a decrease in ASSP shipments offset
by an increase in new programmable production volume for a major mobile handset provider that started in second
quarter of fiscal 2016 and ramped to full production in third quarter of fiscal 2016.

Revenue from the Industrial and Automotive end market increased approximately 43% for the third quarter of fiscal
2016 compared to the third quarter of fiscal 2015, and increased 36% for the first nine months of fiscal 2016
compared to the first nine months of fiscal 2015. For both periods this increase is due to line item reduction and
complex programmable logic device ("CPLD") conversions affecting both Americas and Europe.

Revenue from the Licensing and Services end market decreased 7% for the third quarter of fiscal 2016 compared to
the third quarter of fiscal 2015. The increase of 18% for the first nine months of fiscal 2016 compared to the first nine
months of fiscal 2015 was due to the inclusion of Licensing and Services revenue for the full period of the first nine
months of fiscal 2016 relative to only an approximately 29-week period in the first nine months of fiscal 2015 as a
result of Silicon Image acquisition timing. As a result of the amended model for sharing revenue and the change to our
role as agent for the HDMI consortium, we will be entitled to a reduced share of adopter fees paid by parties adopting
the HDMI standard in 2017.

Revenue by Geography

We assign revenue to geographies based on customer ship-to address at the point where revenue is recognized. In the
case of sell-in distributors and OEM customers, revenue is typically recognized, and geography is assigned, when
products are shipped to our distributor or OEM customer. In the case of sell-through distributors, revenue is
recognized when resale to the end customer occurs and geography is assigned based on the end customer location on
the resale reports provided by the distributor. Both foreign and domestic sales are denominated in U.S. dollars, with
the exception of certain historical sales in Japan, which were denominated in yen.

The composition of our revenue by geography for the third quarter and first nine months of fiscal 2016 and fiscal
2015, based on ship-to location, was as follows:

Three Months Ended Nine Months Ended
(In thousands) October 1, 2016 October 3, 2015 October 1, 2016 October 3, 2015
Asia $83,797 74 % $86,443 79 % $216,964 70 % $232,372 76 %
Europe 13,111 12 13,061 12 43,849 14 43,005 14

Americas 16,317 14 10,211 9 48,133 16 29,395 10
Total revenue $113,225 100% $109,715 100% $308,946 100% $304,772 100%

Revenue in Asia decreased 3% for the third quarter of fiscal 2016 compared to the third quarter of fiscal 2015, and
decreased 7% for the first nine months of fiscal 2016 compared to the first nine months of fiscal 2015. Asia revenue
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for both periods is heavily affected by revenue from both the Mobile and Consumer and the Communications and
Computing end markets. The Mobile and Consumer end market in Asia was affected by declines in Digital Television
("DTV") and Home Theater related devices that was substantially offset by mobile handset production volumes for a
major handset provider using programmable products.

Revenue in Europe was relatively flat for the third quarter of fiscal 2016 compared to the third quarter of fiscal 2015,
and increased 2% for the first nine months of fiscal 2016 compared to the first nine months of fiscal 2015. Modest
revenue increases in both periods were predominantly due to packaging line item reduction and related CPLD
conversions.

Revenue from the Americas increased 60% for the third quarter of fiscal 2016 compared to the third quarter of fiscal
2015, and increased 64% for the first nine months of fiscal 2016 compared to the first nine months of fiscal 2015.
Revenue increases in both periods were predominantly due to packaging line item reduction and related CPLD
conversions.
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Revenue from End Customers

Our top five end customers constituted approximately 32% of our revenue for the third quarter of fiscal 2016,
compared to approximately 31% for the third quarter of fiscal 2015. Our top five end customers constituted
approximately 25% of our revenue for the first nine months of fiscal 2016, compared to approximately 33% for the
first nine months of fiscal 2015, primarily due to a more diverse customer base.

Our largest end customer accounted for approximately 14% of total revenue in the third quarter of fiscal 2016 and 7%
of total revenue in the first nine months of fiscal 2016. Our largest end customer accounted for approximately 9% of
total revenue in the third quarter of fiscal 2015 and approximately 11% of total revenue first nine months of fiscal
2015. No other customers accounted for more than 10% of total revenue during these periods.

Revenue from Sell-Through Distributors

Sales through distributors have historically accounted for a significant portion of our total revenue. Revenue
attributable to resale of products by our primary sell-through distributors for the third quarter of fiscal 2016 and fiscal
2015, respectively, was as follows:

% of Total

% of Total
Revenue
Three Revenue
Nine Months
Months Ended
Ended
Octob@cigber (l)CtObgrctober
2016 3, 2015 2016 3, 2015
Arrow Electronics Inc. 20% 19 % 25% 20 %
Weikeng Group 26 13 18 13
All others 16 14 15 12

All sell-through distributors 62% 46 % 58% 45 %

Revenue from sell-through distributors increased to 62% of total revenue in the third quarter of fiscal 2016 from 46%
in the third quarter of fiscal 2015. Revenue from sell-through distributors increased to 58% of total revenue in the first
nine months of fiscal 2016 from 45% in the first nine months of fiscal 2015. In each case, the increase on a percentage
basis of revenue from sell-through distributors was due to an increase in new programmable production volume for a
major mobile handset provider through a sell-through distributor in 2016, as well as declines in channels other than
sell-through distributors from 2015 levels, mainly due to declines in DTV and Home Theater related devices and
handset content revenues.

Gross Margin

The composition of our gross margin, including as a percentage of revenue, for the third quarter and first nine months
of fiscal 2016 and 2015, respectively, was as follows:
Three Months Ended Nine Months Ended

October 1, October 3, October 1, October 3,
(In thousands)

2016 2015 2016 2015
Gross margin $67,424 $59,849 $182,954 $165,807
Percentage of net revenue 595 % 545 % 59.2 % 54.4 %
Product gross margin % 556 % 499 % 553 % 50.7 %
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For the third quarter of fiscal 2016 compared to the third quarter of fiscal 2015, gross margin increased by 5.0
percentage points. For the first nine months of fiscal 2016 compared to the first nine months of fiscal 2015, gross
margin increased by 4.8 percentage points. In both periods, the primary contributor to the increase in product gross
margin was the reduced amortization in the current year of purchase price accounting adjustments (now substantially
completed) associated with the sell-through of acquired inventory and deferred revenue, along with a more favorable
mix among our product groups, partially resulting from packaging line item reduction and related CPLD conversions.

For the third quarter of fiscal 2016 compared to the third quarter of fiscal 2015, decreases in the effective overhead
accounted for approximately 3.4 percentage points of the improvement while a one-time recovery of pre-production
materials expensed in earlier quarters accounted for approximately 1.1 percentage points of the improvement.
Additionally, the three-month comparison benefited from the reduced amortization in the current year of purchase
price accounting adjustments (now completed) associated with the sell-through of acquired inventory and deferred
revenue, which added approximately 0.8 percentage points to the gross margin.

27

45



Edgar Filing: LATTICE SEMICONDUCTOR CORP - Form 10-Q

Table of Contents

For the first nine months of fiscal 2016 compared to the first nine months of fiscal 2015, improved mix added 1.5
percentage points to gross margin while lower overhead rates contributed another 1.4 percentage points to the
improvement. Additionally, the nine-month comparison benefited from the reduced amortization in the current year of
purchase price accounting adjustments (now completed) associated with the sell-through of acquired inventory and
deferred revenue, which added 1.7 percentage points to the gross margin.

Because of its higher margin, the licensing and services portion of our overall revenue can have a disproportionate
impact on gross margin and profitabilit