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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
Form 10-Q
(Mark one)
b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF

THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended June 30, 2007
or

0 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: 001-33156
First Solar, Inc.
(Exact name of registrant as specified in its charter)

Delaware 20-4623678
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
4050 East Cotton Center Boulevard, Building 6, Suite 68
Phoenix, Arizona 85040

(Address of principal executive offices, including zip code)
(602) 414-9300
(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 Exchange Act 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 p No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filero ~ Accelerated filero =~ Non-accelerated filer p

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes o No p

The number of shares of the registrant s common stock, par value $0.001, outstanding as of August 1, 2007 was
72,997,929 shares.
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PART I. FINANCIAL INFORMATION
Item 1. Unaudited Condensed Consolidated Financial Statements
FIRST SOLAR, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)

(Unaudited)
Three Months Ended Six Months Ended
July 1, June 30, July 1, June 30,
2006 2007 2006 2007

Net sales $27,861 $ 77,223 $ 41,485 $144,172
Cost of sales 18,761 48,852 29,113 85,759
Gross profit 9,100 28,371 12,372 58,413
Operating expenses:
Research and development 1,536 3,763 3,055 6,821
Selling, general and administrative 8,133 17,285 14,005 30,975
Production start up 4,062 1,523 6,641 9,997
Total operating expenses 13,731 22,571 23,701 47,793
Operating income (loss) (4,631) 5,800 (11,329) 10,620
Foreign currency gain (loss) 2,190 21 3,090 (249)
Interest expense (285) (1,283) (708) (1,484)
Other income (expense), net 242 3,326 591 7,286
Income (loss) before income taxes (2,484) 7,864 (8,356) 16,173
Income tax benefit 23 36,554 33,273
Net income (loss) $ (2,461) $ 44,418 $ (8,356) $ 49,446
Net income (loss) per share:
Basic $ (0.05 $ 0.61 $ (0.16) $ 0.68
Diluted $ (0.05 $ 058 $ (0.16) $ 0.65
Weighted-average number of shares used in per share
calculations:
Basic 54,358 72,596 52,567 72,472
Diluted 54,358 76,089 52,567 75,740

See accompanying notes to these condensed consolidated financial statements.
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FIRST SOLAR, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except per share amounts)

(Unaudited)
December
30, June 30,
2006 2007

ASSETS
Current assets:
Cash and cash equivalents $ 308,092 $107,799
Short-term investments 323 207,208
Accounts receivable, net 27,123 13,736
Inventories 16,510 26,848
Economic development funding receivable 27,515 33,757
Deferred tax asset, net current 4,816
Prepaid expenses and other current assets 8,959 29,923
Total current assets 388,522 424,087
Property, plant and equipment, net 178,868 245,559
Restricted investments 8,224 14,023
Deferred tax asset, net noncurrent 34,403
Other noncurrent assets 2,896 5,140
Total assets $ 578,510 $723,212
LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Short-term debt $ 16,339 $ 22,407
Current portion of long-term debt 3,311 3,327
Accounts payable and accrued expenses 32,083 51,394
Other current liabilities 340 15
Total current liabilities 52,073 77,143
Accrued recycling 3,724 6,448
Long-term debt 61,047 96,477
Other noncurrent liabilities 1,134
Total liabilities 116,844 181,202
Commitments and contingencies
Employee stock options on redeemable shares 50,226 60,706
Stockholders equity:
Common stock, $0.001 par value per share; 500,000,000 shares authorized;
72,997,929 and 72,331,964 shares issued and outstanding at June 30, 2007 and
December 30, 2006, respectively 72 73
Additional paid-in capital 555,749 575,047
Accumulated deficit (145,403) (96,013)
Accumulated other comprehensive income 1,022 2,197
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Total stockholders equity 411,440 481,304

Total liabilities and stockholders equity $ 578,510 $723,212

See accompanying notes to these condensed consolidated financial statements.
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FIRST SOLAR, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
(Unaudited)
Six Months Ended
July 1, June 30,
2006 2007
Cash flows from operating activities:
Cash received from customers $ 31,444 $ 157,616
Cash paid to suppliers and employees (40,790) (118,742)
Interest, net of amounts capitalized 156 6,413
Income tax (19,253)
Other 53 (699)
Net cash provided by (used in) operating activities (9,137) 25,335
Cash flows from investing activities:
Purchases of property, plant and equipment (67,804) (80,388)
Deposits (3,229)
Purchase of marketable securities (238,855)
Proceeds from maturities and sales of marketable securities 40,254
Purchases of restricted investments (1,652) (5,708)
Other investments in long-term assets &)
Net cash used in investing activities (69,461) (287,926)
Cash flows from financing activities:
Proceeds from notes payable to a related party 10,000
Repayment of notes payable to a related party (30,000)
Repayment of long-term debt (1,648)
Equity contributions 30,000
Proceeds from stock options exercised 100 2,836
Proceeds from debt 73,260 41,256
Excess tax benefit from share-based compensation arrangements 14,026
Proceeds from economic development funding 4,817
Other financing activities 10 2)
Net cash provided by financing activities 83,370 61,285
Effect of exchange rate changes on cash and cash equivalents (98) 1,013
Net increase (decrease) in cash and cash equivalents 4,674 (200,293)
Cash and cash equivalents, beginning of the period 16,721 308,092
Cash and cash equivalents, end of the period $ 21,395 $ 107,799
Supplemental disclosure of significant non-cash investing and financing
activities:
Property, plant and equipment acquisitions funded by liabilities $ 8476 $ 7,743
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Non-cash conversion of debt and accrued interest to equity $ 74,000 $

See accompanying notes to these condensed consolidated financial statements.
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FIRST SOLAR, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
Six Months Ended June 30, 2007
Note 1 Basis of Presentation

Basis of presentation. The accompanying unaudited condensed consolidated financial statements of First Solar,
Inc. and its subsidiaries have been prepared in accordance with accounting principles generally accepted in the United
States of America for interim financial information and pursuant to the instructions to Form 10-Q and Article 10 of
Regulation S-X of the Securities and Exchange Commission. Accordingly, the interim financial statements do not
include all of the information and footnotes required by generally accepted accounting principles for annual financial
statements. In the opinion of management, all adjustments (consisting only of normal recurring adjustments)
considered necessary for a fair statement have been included. Operating results for the three and six months ended
June 30, 2007 are not necessarily indicative of the results that may be expected for the year ending December 29,
2007, or for any other period. The balance sheet at December 30, 2006 has been derived from the audited consolidated
financial statements at that date but does not include all of the information and footnotes required by accounting
principles generally accepted in the United States of America for complete financial statements. These financial
statements and notes should be read in conjunction with the financial statements and notes thereto for the year ended
December 30, 2006 included in our Annual Report on Form 10-K filed with the Securities and Exchange Commission.

Fiscal periods. We report our results of operations using a 52 or 53 week fiscal year, which ends on the Saturday
on or before December 31. Our fiscal quarters end on the Saturday closest to the end of the applicable calendar
quarter. Fiscal 2007 will end on December 29, 2007 and will consist of 52 weeks.

Reclassifications. Certain prior period balances have been reclassified to conform to the current financial statement
presentation. These reclassifications had no impact on previously reported results of operations or stockholders equity.
Note 2 Significant Accounting Policies

Our significant accounting policies are disclosed in our Annual Report on Form 10-K for the year ended
December 30, 2006 filed with the Securities and Exchange Commission. Our significant accounting policies reflect
the adoption of the provisions of FASB Interpretation No. (FIN) 48, Accounting for Uncertainty in Income Taxes in
the first quarter of fiscal 2007 and the adoption of FASB Statement 115, Accounting for Certain Investments in Debt
and Equity Securities in the second quarter of fiscal 2007, and have otherwise not materially changed during the three
and six months ended June 30, 2007.

Note 3 Initial Public Offering

The Securities and Exchange Commission declared the Company s first registration statements effective on
November 16, 2006, which we filed on Forms S-1 (Registration No. 333-135574) and pursuant to Rule 462(b)
(Registration No. 333-138779) under the Securities Act of 1933 in connection with the initial public offering of the
Company s common stock. Under these registration statements, the Company registered 22,942,500 shares of its
common stock, including 2,942,500 subject to an underwriter s over-allotment option. First Solar registered
16,192,500 of these shares on its own behalf and 6,750,000 of these shares on behalf of certain of its stockholders,
including one of the Company s officers. In November 2006, the Company completed the initial public offering, in
which it sold all of these shares that it registered on its behalf and on behalf of the selling stockholders, for an
aggregate public offering price of $458.9 million, which included $58.9 million from the underwriters exercise of their
over-allotment option. Of the $458.9 million of total gross proceeds, the Company received gross proceeds of
$323.9 million, against
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which it charged $16.6 million of underwriting discounts and commissions and $4.6 million of other costs of the
offering, resulting in a net increase in the Company s paid-in capital of $302.7 million. The remaining $135.0 million
of gross proceeds went to selling stockholders; they applied $8.4 million to underwriting discounts and commissions
and received $126.6 million of the offering proceeds.

Note 4 Economic Development Funding

On July 26, 2006, we were approved to receive taxable investment incentives ( Investitionszuschiisse ) of
approximately 21.5 million ($28.0 million at an assumed exchange rate of $1.30/ 1.00) from the State of Brandenburg,
Germany. These funds will reimburse us for certain costs we incurred building our plant in Frankfurt (Oder),
Germany, including costs for the construction of buildings and the purchase of machinery and equipment. Receipt of
these incentives is conditional upon the State of Brandenburg, Germany having sufficient funds allocated to this
program to pay the reimbursements we claim. In addition, we are required to operate our facility for a minimum of
five years and employ a specified number of employees during this period. Our incentive approval expires on
December 31, 2009. As of June 30, 2007, we had received cash payments of $25.3 million under this program and we
had accrued an additional $2.2 million that we are eligible to receive under this program based on qualifying
expenditures that we had incurred through that date.

We are eligible to recover up to approximately 23.8 million ($30.9 million at an assumed exchange rate of
$1.30/ 1.00) of expenditures related to the construction of our plant in Frankfurt (Oder), Germany under the German
Investment Grant Act of 2005 ( Investitionszulagen ). This Act permits us to claim tax-exempt reimbursements for
certain costs we incurred building our plant in Frankfurt (Oder), Germany, including costs for the construction of
buildings and the purchase of machinery and equipment. Tangible assets subsidized under this program have to
remain in the region for at least five years. In accordance with the administrative requirements of the Act, we plan to
claim reimbursement under the Act in conjunction with the filing of our tax returns with the local German tax office.
Therefore we do not expect to receive funding from this program until we file our annual tax return for fiscal 2006 in
2007. In addition, this program expired on December 31, 2006 and we can only claim reimbursement for investments
completed by this date. The majority of our buildings and structures and our investment in machinery and equipment
were completed by this date. As of June 30, 2007, we had accrued $31.6 million that we are eligible to receive under
this program based on qualifying expenditures that we had incurred through that date.

Note 5 Marketable Securities
Marketable securities at June 30, 2007 consisted of the following (in thousands):

Gross Gross
Unrealized Unrealized Market
Cost Gains Losses Value
Obligations of states and political subdivisions 207,209 (D 207,208
Total $207,209 $ $ (1) $207,208

The above unrealized losses on our investments during the second quarter of fiscal 2007 were primarily a result of
changes in interest rates. We typically invest in highly-rated securities with low probabilities of default. Our
investment policy requires investments to be rated single-A or better, limits the types of acceptable investments,
concentration as to security holder and duration of the investment.

Market values were determined for each individual security in the investment portfolio using third party market
quotes. Our marketable securities consist primarily of auction rate securities and variable rate demand notes with
maturities between three months and thirty-five years. When evaluating the investments for other-than-temporary
impairment, we review factors such as the length of time and extent to which fair value has been below the amortized
cost basis, the financial condition of the issuer, and the Company s ability and intent to hold the investment for a
period of time, which may be sufficient for anticipated recovery in market value, which may be maturity.
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We have classified our marketable securities as available-for-sale . All marketable securities represent the
investment of funds available for current operations, notwithstanding their contractual maturities. Such marketable
securities are recorded at fair value and net unrealized gains and losses are recorded as part of other comprehensive
income until realized. Realized gains and losses on the sale of all such securities are reported in earnings, computed

using the specific identification cost method.
Note 6 Consolidated Balance Sheet Details
Accounts receivable, net

Accounts receivable, net consisted of the following at December 30, 2006 and June 30, 2007 (in thousands):

December
30,
2006
Accounts receivable, gross $ 27,127
Allowance for doubtful accounts 4)
Accounts receivable, net $ 27,123

Inventories
Inventories consisted of the following at December 30, 2006 and June 30, 2007 (in thousands):

December
30,
2006
Raw materials $ 8,212
Work in process 1,123
Finished goods 7,175
Total inventories $ 16,510

Property, plant and equipment

June 30,
2007
$ 13,736

$ 13,736

June 30,
2007

$ 14,679

6,555

5,614

$ 26,848

Property, plant and equipment consisted of the following at December 30, 2006 and June 30, 2007 (in thousands):

December
30,
2006
Buildings and improvements $ 21,804
Machinery and equipment 79,803
Office equipment and furniture 4,428
Leasehold improvements 3,086
Gross depreciable property, plant and equipment 109,121
Accumulated depreciation and amortization (18,880)
Net depreciable property, plant and equipment 90,241
Land 2,836
Construction in progress 85,791
Net property, plant and equipment $ 178,868

Table of Contents

June 30,
2007

$ 42,813

152,664

5,980

3,086

204,543
(29,992)

174,551
2,877
68,131

$ 245,559
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Depreciation and amortization of property, plant and equipment was $2.4 million and $6.1 million for the three
months ended July 1, 2006 and June 30, 2007, respectively and was $3.4 million and $11.2 million for the six months
ended July 1, 2006 and June 30, 2007, respectively.

We incurred and capitalized interest cost (into our property, plant and equipment) as follows during the three and
six months ended July 1, 2006 and June 30, 2007 (in thousands):
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Three Months Ended Six Months Ended
July 1, June 30, July 1, June 30,
2006 2007 2006 2007
Interest cost incurred $ 1,169 $ 1474 $ 2,473 $ 2,522
Interest capitalized (884) (191) (1,765) (1,038)
Interest expense $ 285 $ 1,283 $ 708 $ 1,484

Accounts payable and accrued expenses
Accounts payable and accrued expenses consisted of the following at December 30, 2006 and June 30, 2007 (in
thousands):

December
30, June 30,
2006 2007

Accounts payable $ 14,001 $ 25,388
Product warranty liability 2,764 4,050
Income tax payable 5,152 506
Accrued compensation and benefits 2,642 8,159
Accrued property, plant and equipment 1,968 2,884
Other accrued expenses 5,556 10,407
Total accounts payable and accrued expenses $ 32,083 $ 51,394

Note 7 Share-Based Compensation

We measure share-based compensation cost at the grant date based on the fair value of the award and recognize
this cost as an expense over the employee s requisite service period. The share-based compensation expense that we
recognized on our statements of operations for the three and six months ended July 1, 2006 and June 30, 2007 was as
follows (in thousands):

Three Months Ended Six Months Ended
July 1, June 30, July 1, June 30,
2006 2007 2006 2007
Share-based compensation expense included in:
Cost of sales $ 1,242 $ 2,425 $2.262 $ 3,920
Research and development 591 1,495 1,190 2,653
Selling, general and administrative 989 2,870 1,979 5,738
Production start-up 210 465
Total share-based compensation expense $ 2,822 $ 7,000 $5,431 $ 12,776

The increase in share-based compensation expense was primarily the result of new awards.
The following table presents our share-based compensation expense by type of award for the three and six months
ended July 1, 2006 and June 30, 2007 (in thousands):

Three Months Ended Six Months Ended
July 1, June 30, July 1, June 30,
2006 2007 2006 2007
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Stock options $ 2,681 $ 6,980 $ 5,366 $ 12,660
Unrestricted stock 56 158
Restricted stock units 42 42
Net amount absorbed into inventory 141 (78) 65 (84)
Total share-based compensation expense $ 2,822 $ 7,000 $5,431 $ 12,776
9
14
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Share-based compensation cost capitalized in our inventory was $0.3 million at both July 1, 2006 and June 30,
2007. On April 30, 2007, we modified 474,374 of our share options to change their vesting dates from August 31,
2008 to August 31, 2007 and 1,171,060 of our share options to change their vesting dates from August 31, 2008 to
January 15, 2008. These modifications do not affect the fair value of these share options that we use to calculate our
share-based compensation expense, but the modifications do shorten the requisite service period over which we
recognize that compensation expense and also increase our estimate of the number of these share options that we
expect to vest. The increase in the number of these share options that we expect to vest increased the compensation
cost that we expect to recognize over the service periods of the share options by $0.8 million. At June 30, 2007, we
had $22.7 million of unrecognized share-based compensation cost related to unvested stock option awards, which we
expect to recognize as an expense over a weighted-average period of approximately two years, and $1.3 million of
unrecognized share-based compensation cost related to unvested restricted stock units, which we expect to recognize
as an expense over a weighted-average period of approximately four years.

Note 8 Debt
Our long-term debt consisted of the following at December 30, 2006 and June 30, 2007 (in thousands):

December
30, June 30,
2006 2007
Euro denominated loan, variable interest Euribor plus 1.6%, due 2008 through
2012 $ 45,216 $ 62,043
Euro denominated loan, variable interest Euribor plus 1.8%, due 2012 20,211
2.25% loan, due 2006 through 2015 14,865 14,051
0.25% 3.25% loan, due 2007 through 2009 5,000 4,166
Capital lease obligations 15 12
65,096 100,483
Less unamortized discount (738) (679)
Total long-term debt 64,358 99,804
Less current portion (3,311) (3,327)
Non-current portion $ 61,047 $ 96,477

We had outstanding borrowings of $16.3 million and $22.4 million at December 30, 2006 and June 30, 2007,
respectively, which we classify as short-term debt. We must repay this debt with any funding we receive from the
Federal Republic of Germany under the Investment Grant Act of 2005, but in any event, this debt must be paid in full
by December 30, 2008.

Note 9 Commitments and Contingencies
Product warranties

We offer warranties on our products and record an estimate of the associated liability based on the number of solar
modules under warranty at customer locations, our historical experience with warranty claims, our monitoring of field
installation sites, our in-house testing of our solar modules and our estimated per-module replacement cost.

Product warranty activity during the three and six months ended July 1, 2006 and June 30, 2007 was as follows (in
thousands):

Three Months Ended Six Months Ended
July 1, June 30, July 1, June 30,
2006 2007 2006 2007
Product warranty liability, beginning of period $ 1,931 $ 3,355 $1,853 $ 2,764
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Accruals for new warranties issued (warranty expense) 335 820 454 1,549
Settlements (177) (12) (178) (12)
Change in estimate of warranty liability (113) 40) (251)
Product warranty liability, end of period $ 2,089 $ 4,050 $2,089 $ 4,050
Note 10 Income Taxes

10
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On December 31, 2006, we adopted the provisions of FIN 48, which is an interpretation of SFAS 109, Accounting
for Income Taxes. Tax law is subject to significant and varied interpretation, so an enterprise may be uncertain
whether a tax position that it has taken will ultimately be sustained when it files its tax return. FIN 48 establishes a

more-likely-than-not threshold that must be met before a tax benefit can be recognized in the financial statements and,
for those benefits that may be recognized, stipulates that enterprises should recognize the largest amount of the tax
benefit that has a greater than 50 percent likelihood of being realized upon ultimate settlement with the taxing
authority. FIN 48 also addresses changes in judgments about the realizability of tax benefits, accrual of interest and
penalties on unrecognized tax benefits, classification of liabilities for unrecognized tax benefits and related financial
statement disclosures. As permitted by FIN 48, our policy is to recognize any interest and penalties that we might
incur related to our tax positions in income tax expense.

Upon our adoption of FIN 48 at the beginning of our fiscal 2007, we identified $0.5 million of unrecognized tax
benefits from prior years that, if recognized, would affect our effective tax rate. We also identified a liability of
$0.1 million related to uncertain tax positions, which we recorded by a cumulative effect adjustment to equity. During
the six months ended June 30, 2007, we had an increase of $0.1 million in unrecognized tax benefits that, if
recognized, would affect the effective tax rate. During the six months ended June 30, 2007, we did not identify any
reductions in unrecognized tax benefits resulting from settlements with taxing authorities or due to the lapse of
applicable statutes of limitations.

We are subject to filing requirements for income tax returns in the U.S federal jurisdiction and various state and
foreign jurisdictions. We are not presently undergoing any examinations by any taxing authorities, but our tax years
going back to 2003 are subject to examination in all tax jurisdictions in which we operate.

At each period end, we exercise significant judgment in determining our provisions for income taxes, our deferred
tax assets and liabilities and our future taxable income for purposes of assessing our likelihood of utilizing any future
tax benefit from our deferred tax assets. Prior to our assessment at June 30, 2007, we had a valuation allowance on all
of our net deferred tax assets in all of the taxing jurisdictions in which we operate. The ultimate realization of deferred
tax assets depends on the generation of sufficient taxable income of the appropriate character and in the appropriate
taxing jurisdictions during the future periods in which the underlying tax-deductible temporary differences become
deductible. We determined the valuation allowance on our deferred tax assets in accordance with the provisions of
SFAS 109, which require us to weigh both positive and negative evidence in order to ascertain whether it is more
likely than not that deferred tax assets will be realized. We evaluated all significant available positive and negative
evidence, including the existence of cumulative net losses, benefits that could be realized from available tax strategies
and forecasts of future taxable income, in determining the need for a valuation allowance on our deferred tax assets.

After applying the evaluation guidance of SFAS 109 as of June 30, 2007, we concluded that it was
more-likely-than-not that $39.2 million of deferred tax assets against which we had previously held a full valuation
allowance would be realized during future periods. This amount pertained to U. S. deferred tax assets. The reversal of
the $39.2 million of valuation allowances was based upon management s assessment of the future realization of our
U.S. deferred income tax assets. The available positive evidence at June 30, 2007 included cumulative U.S. taxable
income for the previous 12 quarters and a projection of future taxable income. As a result of the reversal of the
valuation allowance, we recorded a tax benefit of $39.2 million on our condensed consolidated statement of
operations for the three months ended June 30, 2007, which was partially offset by tax expenses of $2.7 million on our
operations for that period. We also concluded that it was necessary to retain a valuation allowance against all of our
foreign net deferred tax assets of $11.0 million. We will maintain this valuation allowance until sufficient positive
evidence exists to support its reversal in accordance with SFAS 109.

Note 11 Income (loss) per share
11

Table of Contents 17



Edgar Filing: FIRST SOLAR, INC. - Form 10-Q

Table of Contents

Basic net income (loss) per share is computed by dividing net income by the weighted-average number of common
shares outstanding for the period. Diluted net income (loss) per share is computed giving effect to all potential dilutive
common stock, including stock options.

The reconciliation of the numerator and denominator used in the calculation of basic and diluted net income
(loss) per share is as follows (in thousands):

Three Months Ended Six Months Ended
July 1, June 30, July 1, June 30,
2006 2007 2006 2007
Basic net income (loss) per share
Numerator:
Net income (loss) $ (2,461) $ 44,418 $ (8,356) $ 49,446
Denominator:
Weighted-average common stock outstanding 54,358 72,596 51,250 72,472
Effect of rights issue 1,317
Weighted-average shares used in computing basic net
income (loss) per share 54,358 72,596 52,567 72,472
Diluted net income (loss) per share
Denominator:
Weighted-average shares used in computing basic net
income (loss) per share 54,358 72,596 52,567 72,472
Add stock options and RSU outstanding 3,493 3,268
Weighted-average shares used in computing diluted net
income (loss) per share 54,358 76,089 52,567 75,740

The following number of outstanding options were excluded from the computation of diluted net income (loss) per
share as they had an antidilutive effect (in thousands):

Three Months Ended Six Months Ended
July 1, June 30, July 1, June 30,
2006 2007 2006 2007
Options to purchase common stock and RSU 5,171 2,786 5,200 3,112

Note 12 Comprehensive Income (Loss)

Comprehensive income (loss) includes foreign currency translation adjustments, unrealized gains on derivate
instruments designated and qualifying as cash flow hedges and unrealized losses on available-for- sale securities, the
impact of which has been excluded from net income and reflected as components of stockholders equity (in
thousands):

Three Months Ended Six Months Ended
July 1, June 30, July 1, June 30,
2006 2007 2006 2007
Net income (loss) $(2,461) $ 44,418 $(8,356) $ 49,446
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Foreign currency translation adjustments 27 179 (100) 340
Change in unrealized gain (loss) on marketable securities (D) (D)
Change in unrealized gain (loss) on derivative
instruments 817 836
Comprehensive income (loss) $(2,434) $ 45,413 $(8,456) $ 50,621
Components of accumulated other comprehensive income were as follows (in thousands):

12
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December
30, June 30,
2006 2007
Foreign currency translation adjustments $ 1,002 $ 1,342
Unrealized loss on marketable securities (D)
Unrealized gain on derivative instruments 20 856
Accumulated other comprehensive loss $ 1,022 $ 2,197

Note 13 Statement of Cash Flows
Following is a reconciliation of net income (loss) to net cash provided by or used in operating activities for the six
months ended July 1, 2006 and June 30, 2007 (in thousands):

Six Months Ended
July 1, June 30,
2006 2007

Net income (loss) $ (8,356) $ 49,446
Adjustment to reconcile net income (loss) to cash provided by (used in) operating
activities:
Depreciation and amortization 3,388 11,150
Stock-based compensation 5,431 12,776
Deferred income taxes (39,218)
Excess tax benefit from share-based compensation arrangements (14,026)
Loss on disposal of property and equipment 2
Non-cash interest 281 3)
Non-cash loss 45
Provision for excess and obsolete inventories (83)
Changes in operating assets and liabilities:
Accounts receivable (11,710) 13,518
Inventories (1,046) (10,139)
Prepaid expenses and other current assets (1,840) (11,090)
Other non-current assets (319)
Accounts payable and accrued expenses 4,670 13,325
Total adjustments (781) 24,111)
Net cash provided by (used in) operating activities $ (9,137) $ 25,335

Note 14 Derivative Financial Instruments

We have interest rate swaps with a financial institution that effectively convert to fixed rates the floating variable
rate of Euribor on certain drawdowns taken on the term loan portion of our credit facility with a consortium of banks
led by IKB Deutsche Industriebank AG. At June 30, 2007, the notional values of the interest rate swaps (in thousands)
and their annual fixed payment rates and maturities were as follows:

Fixed
Notional Amount Rate Maturity
14,921 ($19,397 at an assumed exchange rate of $1.30/ 1.00) 3.96% December 2012
9,902 ($12,873 at an assumed exchange rate of $1.30/ 1.00) 4.03% December 2012
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3,928 ($5,106 at an assumed exchange rate of $1.30/ 1.00) 4.07% December 2012
10,685 ($13,891 at an assumed exchange rate of $1.30/ 1.00) 4.29% December 2012
3,248 ($4,222 at an assumed exchange rate of $1.30/ 1.00) 4.25% December 2012
3,363 ($4,372 at an assumed exchange rate of $1.30/ 1.00) 4.55% December 2012
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The notional amounts of the interest rate swaps are scheduled to decline in accordance with our scheduled principal
payments on the hedged term loan drawdowns. These derivative financial instruments qualified for accounting as cash
flow hedges in accordance with SFAS 133, Accounting for Derivative Instruments and Hedging Activities and we
designated them as such. As a result, we classified the aggregate fair value of the interest rate swap agreements, which
was $0.8 million, as an other current asset on our balance sheet at June 30, 2007 and we record changes in that fair
value in other comprehensive income. We assessed the interest rate swap agreements as highly effective as cash flow
hedges at June 30, 2007. We use interest rate swap agreements to mitigate our exposure to interest rate fluctuations
associated with certain of our debt instruments; we do not use interest rate swap agreements for speculative or trading
purposes.

During the six months ended June 30, 2007, we purchased a forward foreign exchange contract to hedge certain
foreign currency denominated intercompany long-term debt. This hedge does not qualify for hedge accounting
treatment in accordance with the provisions of SFAS 133, Accounting for Derivative Instruments and Hedging
Activities. Accordingly, we recognize gains or losses from the fluctuation in foreign exchange rates and the valuation
of this hedging contract in other expenses. We do not use derivative financial instruments for trading or speculative
purposes. As of June 30, 2007, we had one outstanding foreign exchange forward contract to sell 20.0 million for
$26.8 million at a fixed exchange rate of $1.34/ 1.00. Unrealized mark-to-market losses recorded in the three and six
months ended June 30, 2007 were $0.2 million and $0.5 million, respectively. The contract will be due on
February 27, 2009.

Note 15 Recent Accounting Pronouncements

In February 2007, the FASB issued SFAS 159, The Fair Value Option for Financial Assets and Financial
Liabilities. SFAS 159 permits entities to choose to measure many financial assets and financial liabilities at fair value.
Unrealized gains and losses on items for which the fair value option has been elected are reported in earnings. SFAS
159 is effective for fiscal years beginning after November 15, 2007. We are currently assessing the impact of SFAS
159 on our 