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PART I. FINANCIAL INFORMATION

ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NEOPHOTONICS CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

(In thousands, except per share data)
ASSETS

Current assets:

Cash and cash equivalents

Short-term investments

Restricted cash and investments

Accounts receivable, net of allowance for doubtful accounts
Inventories, net

Prepaid expenses and other current assets
Total current assets

Property, plant and equipment, net
Restricted cash and investments, non-current
Purchased intangible assets, net

Goodwill

Other long-term assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Accounts payable

Notes payable and short-term borrowing
Current portion of long-term debt
Accrued and other current liabilities
Total current liabilities

Long-term debt, net of current portion
Deferred income tax liabilities

Other noncurrent liabilities

Total liabilities

Commitments and contingencies (Note 10)

As of
June 30,
2015

$92,135
8,296
3,961
79,389
69,655
12,036
265,472
61,832
12,441
1,115
2,130

$342,990

$55,636
18,183
16,543
19,812
110,174
10,925
1,787
7,482
130,368

December 31,

2014

$ 43,035
5,504
77,597
57,347
15,540
199,023
57,657
15,750
10,263
3,591

$ 286,284

$ 48,949
22,771
2,445
22,728
96,893
20,891
1,818
7,226
126,828
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Stockholders’ equity:

Preferred stock, $0.0025 par value

At June 30, 2015 and December 31, 2014: 10,000 shares authorized, no shares issued or

outstanding — —
Common stock, $0.0025 par value

At June 30, 2015: 100,000 shares authorized, 40,145 shares issued and outstanding;

At December 31, 2014: 100,000 shares authorized, 32,752 shares issued and outstanding 100 82
Additional paid-in capital 506,861 456,189
Accumulated other comprehensive income 5911 5,326
Accumulated deficit (300,250) (302,141 )
Total stockholders’ equity 212,622 159,456
Total liabilities and stockholders’ equity $342,990 $ 286,284

See accompanying Notes to Condensed Consolidated Financial Statements.
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NEOPHOTONICS CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

Three Months

Ended Six Months Ended

June 30, June 30, June 30, June 30,
(In thousands, except per share data) 2015 2014 2015 2014
Revenue $85,372 $77,451 $166,756 $145,619
Cost of goods sold 59,226 62,883 116,557 117,251
Gross profit 26,146 14,568 50,199 28,368
Operating expenses:
Research and development 11,457 12,085 21,939 24,141
Sales and marketing 3,906 3,571 7,650 6,982
General and administrative 7,419 8,193 15,615 17,180
Amortization of purchased intangible assets 448 379 897 758
Acquisition-related costs 147 - 287 -
Restructuring charges 20 - 26 -

Escrow settlement gain - (3,886 ) - (3,886 )
Total operating expenses 23,397 20,342 46,414 45,175
Income (loss) from operations 2,749 (5,774 ) 3,785 (16,807 )

Interest income 23 38 53 103
Interest expense 456 ) (@311 ) 962 ) (562 )
Other income (expense), net 602 (635 ) 556 (1,242 )
Total interest and other income (expense), net 169 908 ) (353 ) (1,701 )
Income (loss) before income taxes 2,918 (6,682) 3,432 (18,508 )
Provision for income taxes (1,127) 7 ) (1,541 ) (859 )
Net income (loss) $1,791  $(6,779) $1,891 $(19,367)
Basic net income (loss) per share $0.05 $(0.21 ) $0.06 $(0.61 )
Diluted net income (loss) per share $0.05 $(0.21 ) $0.05 $0.61 )
Weighted averages shares used to compute basic net income (loss) per

share 35,684 31,790 34,240 31,701
Weighted averages shares used to compute diluted net income (loss) per

share 37,294 31,790 35,128 31,701

See accompanying Notes to Condensed Consolidated Financial Statements.
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NEOPHOTONICS CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(Unaudited)
Three Months Ended  Six Months Ended
June 30, June 30,
(In thousands) 2015 2014 2015 2014
Net income (loss) $ 1,791 $ (6,779) $ 1,891 $ (19,367)
Foreign currency translation adjustments, net of tax of zero 98 ) 762 590 (837 )
Defined benefit pension plans adjustment, net of tax of ~ $73 - - - 118
Unrealized (losses) gains on investments, net of tax of zero (2 ) - 6 ) 3
Comprehensive income (loss) $ 1,691 $ (6,017) $ 2476 $ (20,083)

See accompanying Notes to Condensed Consolidated Financial Statements.
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NEOPHOTONICS CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

(In thousands)
Cash flows from operating activities
Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:

Depreciation and amortization

Stock-based compensation expense

Deferred taxes

Investment and debt related amortization

(Gain) loss on disposal of property and equipment
Adjustment to fair value of penalty payment derivative
Allowance for doubtful accounts

Write-down of inventories

Other

Change in assets and liabilities, net of effects of acquisitions:
Accounts receivable

Inventories

Prepaid expenses and other assets

Accounts payable

Accrued and other liabilities

Acquisition related transaction costs

Net cash provided by (used in) operating activities

Cash flows from investing activities

Purchase of property, plant and equipment

Proceeds from sale of property, plant and equipment and other assets
Purchase of marketable securities

Proceeds from sale of marketable securities

Proceeds from maturity of marketable securities
Decrease (increase) in restricted cash

Acquisition of business

Net cash provided by (used in) investing activities

Cash flows from financing activities

Proceeds from public stock offering, net of offering costs

Proceeds from exercise of stock options and issuance of stock under ESPP

Tax withholding on restricted stock units

Proceeds from bank loans

Repayment of bank and acquisition-related loans
Proceeds from issuance of notes payable

Repayment of notes payable

Payment of acquisition-related contingent consideration

Six Months Ended
June 30,
2015 2014

$1,891  $(19,367)

12,046 11,461

3,982 3,624
394 77
216 195
27 ) 133
(141 ) 186
86 13
2,135 1,595
308 5

7,470 (15,298)
(12,513) (1,517 )
3,026 (3,785 )
(2,340 ) 5,825
(1,097 ) (3,454 )
314 ) —
15,122 (20,307)

(5,634 ) (5,907 )
98 —

(409 ) (9,653 )
— 9,634
400 9,448
9,020 (16,018)

3,475 (12,496)

46,279 —
1,020 1,986
(191 ) (86 )
32,816 8,098

(49,092) (6,918 )
11,590 12,319

(11,756) (9,787 )
— (1,985 )

9
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Net cash provided by financing activities

Effect of exchange rates on cash and cash equivalents

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at the beginning of the period

Cash and cash equivalents at the end of the period

Supplemental disclosure of noncash investing and financing activities:
Modification of bank loan

Issuance of note to seller of acquired business

Transfer of restricted investments to short-term investments

Transfer of short-term investments to restricted investments

Unpaid public stock offering costs

Changes in unpaid property, plant and equipment

See accompanying Notes to Condensed Consolidated Financial Statements.

30,666
(163 )
49,100
43,035
$92,135

$15,786
$15,482
$8,296
$—

$634
$(643 )

3,627
118
(29,058)
57,101
$28,043

$ 776

10
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NeoPhotonics Corporation
Notes to Condensed Consolidated Financial Statements

(Unaudited)

Note 1. Basis of presentation and significant accounting policies
Basis of Presentation and Consolidation

The condensed consolidated financial statements of NeoPhotonics Corporation (“NeoPhotonics” or the “Company”) as of
June 30, 2015 and for the three and six months ended June 30, 2015 and 2014, have been prepared in accordance with
the instructions on Form 10-Q pursuant to the rules and regulations of the Securities and Exchange Commission
(“SEC”). In accordance with those rules and regulations, the Company has omitted certain information and notes
normally provided in the Company’s annual consolidated financial statements. In the opinion of management, the
condensed consolidated financial statements contain all adjustments, consisting only of normal recurring items, except
as otherwise noted, necessary for the fair presentation of the Company’s financial position and results of operations for
the interim periods. The year-end condensed consolidated balance sheet data was derived from audited financial
statements, but does not include all disclosures required by U.S. generally accepted accounting principles (“U.S.
GAAP”). These condensed consolidated financial statements should be read in conjunction with the Consolidated
Financial Statements and Notes thereto included in the Company’s Annual Report on Form 10-K for the fiscal year
ended December 31, 2014. The results of operations for the three and six months ended June 30, 2015 are not
necessarily indicative of the results expected for the entire fiscal year. All significant intercompany accounts and
transactions have been eliminated.

Certain Significant Risks and Uncertainties

The Company operates in a dynamic industry and, accordingly, can be affected by a variety of factors. For example,
any of the following areas could have a negative effect on the Company in terms of its future financial position, results
of operations or cash flows: the general state of the U.S., China and world economies, the highly cyclical nature of the
industries the Company serves; the loss of any of a small number of its larger customers; ability to obtain additional
financing; inability to meet certain debt covenants; failure to successfully integrate completed acquisitions;
fundamental changes in the technology underlying the Company’s products; the hiring, training and retention of key
employees; successful and timely completion of product design efforts; and new product design introductions by
competitors.

Concentration

In the three months ended June 30, 2015, Huawei Technologies Co. Ltd. and their affiliate HiSilicon Technologies
(together with Huawei Technologies Co. Ltd., “Huawei”), Ciena Corporation (“Ciena”) and Alcatel-Lucent SA accounted
for approximately 40%, 22% and 11% of the Company’s total revenue, respectively, and the Company’s top ten
customers represented approximately 91% of the Company’s total revenue. In the three months ended June 30, 2014,
Huawei, Ciena and Alcatel-Lucent SA each accounted for approximately 39%, 13% and 12% of the Company’s total
revenue, respectively, and the top ten customers represented approximately 89% of its total revenue. In the six months
ended June 30, 2015, Huawei and Ciena accounted for approximately 40% and 23% of the Company’s total revenue,
respectively, and the Company’s top ten customers represented approximately 90% of its total revenue. In the six

months ended June 30, 2014, Huawei, Ciena and Alcatel-Lucent SA each accounted for approximately 37%, 14% and

11
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12% of the Company’s total revenue, respectively, and the top ten customers represented approximately 88% of its
total revenue.

As of June 30, 2015, three customers accounted for approximately 46%, 14% and 10% of the Company’s total
accounts receivable. As of December 31, 2014, two customers accounted for 45% and 10% of the Company’s total
accounts receivable.

Use of Estimates

The preparation of financial statements in accordance with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
at the date of the financial statements and the reported revenue and expenses during the reporting period. Significant
estimates made by management include: the useful lives of property, plant and equipment and intangible assets as well
as future cash flows to be generated by those assets; fair values of identifiable assets acquired and liabilities assumed
in business combinations; allowances for doubtful accounts; valuation allowances for deferred tax assets; valuation of
excess and obsolete inventories; warranty reserves; litigation accrual and recognition of stock-based compensation,
among others. Actual results could differ from these estimates.

Summary of Significant Accounting Policies
There have been no significant changes in the Company’s significant accounting policies in the three and six months
ended June 30, 2015, as compared to the significant accounting policies described in its Annual Report on Form 10-K

for the year ended December 31, 2014.

7
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Recent accounting pronouncements

In April 2015, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update ("ASU")
2015-03, Simplifying the Presentation of Debt Issuance Costs (“ASU 2015-03”). ASU 2015-03 requires that debt
issuance costs related to a recognized debt liability be presented in the balance sheet as a direct deduction from the
carrying amount of that debt liability, consistent with debt discounts. ASU 2015-03 is effective for the Company’s
annual and interim reporting periods beginning after December 15, 2015, with early adoption permitted. The
Company is in the process of evaluating the impact of adoption on its consolidated financial statements.

In April 2015, the FASB issued ASU 2015-05, Customer’s Accounting for Fees Paid in a Cloud Computing
Arrangement (“ASU 2015-05”) to provide guidance to a customer’s accounting for cloud computing costs. Under ASC
2015-05, a customer must determine whether a cloud computing arrangement contains a software license and account
for an arrangement that contains a software license element consistent with the accounting for other software licenses.
An arrangement would contain a software license element if (a) the customer has the contractual right to take
possession of the software at any time during the hosting period without significant penalty and (b) it is feasible for

the customer to either run the software on its own hardware or contract with another party unrelated to the vendor to
host the software. This guidance is effective for annual and interim periods beginning after December 15, 2015, with
early adoption permitted. The Company is in the process of evaluating the impact of adoption on its consolidated
financial statements.

In January 2015, the FASB issued ASU 2015-01, Income Statement — Extraordinary and Unusual Items (“ASU
2015-01”), which eliminates from U.S. GAAP the concept of extraordinary items. The guidance eliminates the separate
presentation of extraordinary items on the income statement, net of tax and the related earnings per share, but does not
affect the requirement to disclose material items that are unusual in nature or occurring infrequently. The new standard
may be applied prospectively or retrospectively and is effective for annual reporting periods beginning after December
15, 2015 and interim periods within those annual periods, with early adoption permitted. The Company does not
expect the adoption of this standard to have an impact on its consolidated financial statements.

In November 2014, the FASB issued ASU 2014-16, Determining Whether the Host Contract in a Hybrid Financial
Instrument Issued in the Form of a Share is More Akin to Debt or to Equity (“ASU 2014-16). ASU 2014-16 requires
entities to determine the nature of the host contract by considering all stated and implied substantive terms and
features of the hybrid financial instrument, weighing each term and feature on the basis of the relevant facts and
circumstances. This ASU is effective for the Company’s annual and interim reporting periods after December 31,
2015, with early adoption permitted. The Company is in the process of evaluating the impact of adoption on its
consolidated financial statements.

In August 2014, the FASB issued ASU No. 2014-15, Disclosure of Uncertainties About an Entity’s Ability to Continue
as a Going Concern (“ASU 2014-15”), which requires management to perform interim and annual assessments of an
entity’s ability to continue as a going concern within one year of the date the financial statements are issued. An entity
must provide certain disclosures in its financial statements if conditions or events raise substantial doubt about its
ability to continue as a going concern. ASU 2014-15 is effective for the Company’s annual reporting period ending
December 31, 2016, and interim periods thereafter, with early adoption permitted. The Company does not expect the
adoption of this standard to have an impact on its consolidated financial statements.

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (“ASU 2014-09”). The
standard provides companies with a single model for use in accounting for revenue arising from contracts with
customers and supersedes current revenue recognition guidance, including industry-specific revenue guidance. The
core principle of the model is to recognize revenue when control of the goods or services transfers to the customer, as
opposed to recognizing revenue when the risks and rewards transfer to the customer under the existing revenue

13
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guidance. ASU 2014-09 is effective for annual and interim reporting periods beginning after December 15, 2016.
Early adoption is not permitted. In July 2015, the FASB reaffirmed the guidance in its proposed ASU to defer for one
year the effective date of the ASU 2014-09 to annual and interim periods beginning after December 15, 2017 and
permits entities to early adopt the standard as of ASU 2014-09’s original effective date. The guidance permits
companies to either apply the requirements retrospectively to all prior periods presented, or apply the requirements in
the year of adoption, through a cumulative adjustment. The Company is in the process of evaluating the impact of
adoption on its consolidated financial statements.

In April 2014, the FASB issued ASU No. 2014-08, Presentation of Financial Statements (Topic 205) and Property,
Plant, and Equipment (Topic 360): Reporting Discontinued Operations and Disclosures of Disposals of Components
of an Entity ("ASU 2014-08") which raises the threshold for a disposal to qualify as a discontinued operation and
requires new disclosures of both discontinued operations and certain other disposals that do not meet the definition of
a discontinued operation. ASU 2014-08 is effective for annual periods beginning on or after December 15, 2014. The
Company’s adoption of this guidance on January 1, 2015 did not impact its consolidated financial statements.

8
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Note 2. Net income (loss) per share

The following table sets forth the computation of the basic and diluted net income (loss) per share for the periods
indicated (in thousands, except per share amounts):

Three months Six months ended

ended

June 30, June 30,

2015 2014 2015 2014
Numerator:
Net income (loss) $ 1,791 $6,779) $ 1,891 $ (19,367)
Denominator:
Weighted average shares used to compute per share amount:
Basic 35,684 31,790 34,240 31,701
Dilutive effect of equity awards 1,610 - 888 -
Diluted 37,294 31,790 35,128 31,701
Basic net income (loss) per share $ 0.05 $ (0.21 ) $ 0.06 $ (0.61 )
Diluted net income (loss) per share $ 0.05 $ (021 ) $ 0.05 $ (0.61 )

The Company has excluded the impact of the following outstanding employee stock options, restricted stock units,
common stock warrants and shares expected to be issued under its employee stock purchase plan from the
computation of diluted net income (loss) per share as their effect would have been antidilutive (in thousands):

Six Months

Three Months Ended Ended

June 30, June 30,

2015 2014 2015 2014
Employee stock options 1,227 3,850 2,316 3,850
Restricted stock units - 1,113 21 1,113
Employee stock purchase plan - 255 16 255
Common stock warrants - 4 4

1,227 5,222 2,353 5,222

Note 3. Cash, cash equivalents, short-term investments and restricted cash and investments

The following table summarizes the Company’s cash, cash equivalents, short-term investments, and restricted cash and
investments at June 30, 2015 and December 31, 2014 (in thousands):

15
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Cash and cash equivalents:

Cash

Cash equivalents

Cash and cash equivalents

Short-term investments

Restricted cash and investments:

Restricted cash and investments, current
Restricted cash and investments, non-current
Total restricted cash and investments

June 30, December 31,

2015

$53,986
38,149

$92,135

$8,296

$3,961

$3,961

2014

$ 43,035
$ 43,035
$ —

$ 5,504
15,750
$ 21,254

16
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The following table summarizes the Company’s unrealized gains and losses related to the cash equivalents, short-term
investments and restricted investments in marketable securities designated as available-for-sale (in thousands):

As of June 30, 2015 As of December 31, 2014
Gross Gross Gross Gross

Amortized UnrealizedUnrealize&air Amortized UnrealizedJnrealize®air

Cost Gains Losses Value Cost Gains Losses  Value
Cash equivalents:
Money market accounts $38,149 $ — $ — $38,149 $— $ — $ — $—
Short-term investments and
restricted investments:
Money market funds $ 4,991 $ — $§ — $4991 $4587 $ — $ — $4587
Corporate bonds 2,004 1 — 2,005 2,004 6 — 2,010
Variable rate demand notes 1,300 — — 1,300 1,700 — — 1,700
Total short-term investments
and restricted investments $ 8,295 $ 1 $ — $8,296 $8291 $ 6 $ — $8,297
Reported within:
Cash equivalents $38,149 $ — $ — $38,149 $— $ — $ — $—
Short-term investments 8,295 1 — 8,296 — — — —
Restricted cash and
investments, non-current — — — — 8,291 6 — 8,297
Total $46444 $ 1 $ — $46445 $8291 $ 6 $ — $8297

As of June 30, 2015 and December 31, 2014, maturities of marketable securities were as follows (in thousands):

June 30, December 31,
2015 2014
Less than 1 year  $45,145 $ 6,597
Duein 1 to 2 years — —
Duein2to 5 years — —
Due after 5 years 1,300 1,700
Total $46,445 $ 8,297
The Company may sell its investments in the future to fund future operating needs and for strategic reasons. As a
result, the Company recorded all its marketable securities in short-term investments as of June 30, 2015 and
December 31, 2014, regardless of the contractual maturity date of the securities. Variable rate demand notes (“VRDNs”)
are floating rate municipal bonds with embedded put options that allow the bondholder to sell the security at par plus
accrued interest. All of the put options are secured by a pledged liquidity source. While they are classified as
short-term investments, the put option allows the VRDNS to be liquidated at par on a seven-day settlement basis.

Realized gains and losses on the sale of marketable securities during the three and six months ended June 30, 2015
and 2014 were immaterial. The Company did not recognize any impairment losses on its marketable securities during
the three and six months ended June 30, 2015 or 2014. As of June 30, 2015, the Company did not have any
investments in marketable securities that were in an unrealized loss position for a period in excess of 12 months.

17
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Note 4. Fair value measurements
Assets and Liabilities Measured at Fair Value on a Recurring Basis

The following table presents the Company's assets that are measured at fair value on a recurring basis (in thousands):

As of June 30, 2015 As of December 31, 2014

Level Level Level

1 Level2 Level3 Total 1 2 Level 3 Total
Cash equivalents, short-term
investments and restricted
investments:
Money market funds $4,991 $— $ — $4991 $4587 $— $ — $4,587
Money market accounts — 38,149 — 38,149 — — — —
Corporate bonds — 2,005 — 2,005 — 2,010 — 2,010
Variable rate demand notes — 1,300 — 1,300 — 1,700 — 1,700
Total $4991 $41,454 $ — $46,445 $4587 $3,710 $ — $8297
Mutual funds held in Rabbi Trust,
recorded in other long-term assets ~ $461 $— $ — $4e6l $424 $— $ — $424

The Company offers a Non-Qualified Deferred Compensation Plan (“NQDC Plan”) to a select group of its highly
compensated employees. The NQDC Plan provides participants the opportunity to defer payment of certain
compensation as defined in the NQDC Plan. A Rabbi Trust has been established to fund the NQDC Plan obligation,
which was fully funded at June 30, 2015. The assets held by the Rabbi Trust are substantially in the form of exchange
traded mutual funds and are included in the Company’s other long-term assets on its condensed consolidated balance
sheets as of June 30, 2015 and December 31, 2014.

The following table presents the Company's liabilities that are measured at fair value on a recurring basis (in
thousands):

As of June 30, 2015 As of December 31, 2014
LevelLevel LevelLevel
1 2 Level 3 Total 1 2 Level 3 Total

Penalty payment derivative (Note 10) $— $ — $389  $389 $— $ — $530 $530

In the three and six months ended June 30, 2015, approximately $0.4 million of variable rate demand notes were
redeemed and transferred to money market funds.

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis

There were no assets or liabilities measured at fair value on a nonrecurring basis as of June 30, 2015 or December 31,
2014.

Assets and Liabilities Not Measured at Fair Value

19
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The carrying values of cash, restricted cash, accounts receivable, accounts payable, notes payable and short-term
borrowings approximate their fair values due to the short-term nature and liquidity of these financial instruments.

The fair values of the Company’s long-term debt have been calculated using an estimate of the interest rate the
Company would have had to pay on the issuance of liabilities with a similar maturity and discounting the cash flows
at that rate which it considers to be a level 2 fair value measurement. The fair values do not necessarily give an
indication of the amount that the Company would currently have to pay to extinguish any of this debt.

The fair value of the Company’s variable rate bank borrowings was not materially different than its carrying value as
of June 30, 2015 and December 31, 2014 as the interest rates approximated rates available to the Company and the
fair value of the Company’s acquisition-related debt approximated its carrying value.

Note 5. Business combination

On January 2, 2015, the Company closed an acquisition of the tunable laser product lines of EMCORE Corporation
(“EMCORE”) for an original purchase price of $17.5 million, pursuant to the terms of the Asset Purchase Agreement
between the parties dated October 22, 2014, under which the Company purchased certain assets and assumed certain
liabilities of EMCORE’s tunable laser product lines. Consideration for the transaction consisted of $1.5 million in cash
and a promissory note (the “EMCORE Note”) of approximately $16.0 million, which was subject to certain adjustments
for inventory, net accounts receivable and pre-closing revenues, and was subsequently adjusted to $15.5 million in
connection with a True-Up Confirmation Agreement (the “True-Up Agreement”) executed by and between the
Company and EMCORE on April 16, 2015. The True-Up Agreement made several final adjustments to the Asset
Purchase Agreement, including, among other things, (i) adjusting the principal amount of the EMCORE
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Note from approximately $16.0 million to approximately $15.5 million, (ii) agreeing upon final amounts for inventory
value adjustment, net accounts receivable adjustment, and revenue purchase price adjustment, and (iii) resolving the
treatment of certain accounts receivable for products sold by EMCORE prior to the closing of the transaction. The
adjusted purchase price for the acquisition was approximately $17.0 million.

The Company accounted for this acquisition as a business combination. With this acquisition, the Company aims to
strengthen its narrow line width tunable laser product portfolio.

In connection with the acquisition, the Company incurred approximately $0.9 million in total acquisition-related costs
related to legal, accounting and other professional services. The acquisition costs were expensed as incurred and
included in operating expenses in the Company’s condensed consolidated statement of operations.

The Company allocated the purchase price of this acquisition to tangible and identifiable intangible assets acquired
and liabilities assumed, based on their estimated fair values as of the close of the acquisition. The fair values assigned
to intangible assets acquired are based on valuations prepared by an independent third party appraisal firm using
estimates and assumptions provided by management. The excess purchase price over those fair values is recorded as
goodwill. These estimates were determined through established and generally accepted valuation techniques. While
the Company uses best estimates and assumptions as part of the purchase price allocation process to value assets
acquired and liabilities assumed at the acquisition date, estimates and assumptions are subject to refinement, including
the acquired property, plant and equipment, prepaid and other current assets and accounts payable, as the Company is
in the process of obtaining further information. As a result, during the preliminary measurement period, which may be
up to one year from the acquisition date, the Company records adjustments to the assets acquired and liabilities
assumed with the corresponding offset to goodwill. As of June 30, 2015, the Company recorded $1.1 million in
goodwill, which represented the excess of the purchase price over the aggregate net estimated fair values of the assets
acquired and liabilities assumed in the acquisition. In the three months ended June 30, 2015, the Company reduced the
acquired net accounts receivable by $0.2 million, increased the acquired net inventories by $0.1 million, reduced the
assumed sales tax accrual by $0.1 million, increased the acquired prepaid expenses and other current assets by an
immaterial amount, and increased goodwill by a corresponding net amount.

The following table summarizes the allocation of the assets acquired and liabilities assumed as of the acquisition date
and subsequent adjustments (in thousands):

Total purchase consideration:

Cash paid $1,500
Notes payable 15,482
$16,982

Fair value of assets acquired:
Accounts receivable, net of allowance for doubtful accounts of $995 $9,274

Inventories, net of inventory reserves of $616 1,693
Prepaid expenses and other current assets 670
Property, plant and equipment 6,917
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Intangible assets acquired:
Developed technology
Customer relationships

Less: fair value of liabilities assumed:
Accounts payable

Accrued liabilities

Goodwill

4,100
700
$23,354

$(7.427)
60 )

$(7.487)

$1,115
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Purchased intangibles with finite lives will be amortized on a straight-line basis over their respective estimated useful
lives. The following table presents details of the purchase price allocated to the acquired intangible assets at the
acquisition date:

Useful Purchased

Life intangible assets
(In years) (In thousands)
Developed technology 7 $4,100
Customer relationships 2 700
Total purchased intangible assets $4,800

The following unaudited supplemental pro forma information presents the combined results of operations of
NeoPhotonics Corporation for the three and six months ended June 30, 2015 and 2014 as though the companies had
been combined as of the beginning of 2014. The pro forma financial information reflects adjustments related to
transactions costs of $0.1 million in the three months ended June 30, 2015 and 2014 and $0.3 million in the six
months June 30, 2015 and 2014, as well as immaterial employee expense in the six months ended June 30, 2015.
Incremental intangible amortization, inventory and depreciation adjustments were also added to the 2014 periods.
There were no sales between the business acquired from EMCORE and the Company in the three and six months
ended June 30, 2015 and 2014.

The unaudited pro forma results do not assume any operating efficiencies as a result of the consolidation of operations
(in thousands, except per share data):

Three Months

Ended Six Months Ended

June 30, June 30,

2015 2014 2015 2014
Revenue $ 85,372 $ 88,829 $ 166,756 $ 166,534
Net income (loss) $ 1,938 $(7,766) $ 2,129 $ (22,830)

Basic net income (loss) per share ~ $ 0.05 $ (024 ) $ 0.06 $(0.72 )
Diluted net income (loss) per share $ 0.05 $ (024 ) $0.06 $ 072 )

The unaudited pro forma financial information is presented for informational purposes only and is not indicative of the
results of operations that would have been achieved had the acquisition taken place at the beginning of the period
presented, nor does it intend to be a projection of future results.

Note 6. Balance sheet components
Restricted cash and investments
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Restricted cash and investments consist of the following (see Note 8) (in thousands):

June
30,2015 December 31, 2014
Restricted in connection with notes payable $ 3961 $ 3,754
Restricted in connection with Comerica Bank term loan — 17,500
Total restricted cash and investments $ 3961 $ 21,254
Reported as:
Restricted cash and investments $ 391 $ 5,504
Restricted cash and investments, non-current — 15,750
Total restricted cash and investments $ 3961 $ 21,254
Accounts receivable, net
Accounts receivable, net consists of the following (in thousands):
June
30,2015 December 31, 2014
Accounts receivable $74,767 $ 69,839
Trade notes receivable 5,095 7,999
Allowance for doubtful accounts (473 ) (241 )

$79,389 $ 77,597
13
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Inventories

Inventories consist of the following (in thousands):

June

30,2015 December 31, 2014
Raw materials $32,151 $ 23,804
Work in process 15,980 13,600
Finished goods ) 21,524 19,943

$69,655 $ 57,347

(DFinished goods inventory at customers’ vendor managed inventory locations was $10.3 million and $6.4 million as
of June 30, 2015 and December 31, 2014, respectively.
Purchased intangible assets

Purchased intangible assets consist of the following (in thousands):

June 30, 2015 December 31, 2014
Gross Accumulated Net Gross Accumulated Net
Assets Amortization Assets Assets Amortization Assets

Technology and patents $38,164  $ (30,136 ) $8,028 $34,023 $ (28,402 ) $5,621

Customer relationships 15,404 (12,074 ) 3,330 14,725 (11,176 ) 3,549
Leasehold interest 1,394 (311 ) 1,083 1,386 (293 ) 1,093
Other 862 (862 ) — 862 (862 ) —

) )

$55,824  § (43,383 $12,441 $50,996 $ (40,733 $10,263

Amortization expense relating to technology and patents and the leasehold interest intangible assets is included within
cost of goods sold, and customer relationships and other intangibles within operating expenses. The following table
presents details of the amortization expense of the Company’s purchased intangible assets as reported in the condensed
consolidated statements of operations (in thousands):

Three Months Ended  Six Months Ended

June 30, June 30,

2015 2014 2015 2014
Cost of goods sold $ 837 $714 $ 1,676 $ 1,428
Operating expenses 448 379 897 758
Total $ 1,285 $ 1,093 $2573 $ 2,186

The estimated future amortization expense of purchased intangible assets as of June 30, 2015, is as follows (in
thousands):
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2015 (remaining six months) $2,565

2016 4,445
2017 1,313
2018 1,139
2019 792
Thereafter 2,187
$12,441

Accrued and other current liabilities

Accrued and other current liabilities consist of the following (in thousands):

June
30,2015 December 31, 2014
Employee-related $12,653 $ 13,635
Accrued warranty 1,254 1,751
Penalty payment derivative 389 530
Deferred income tax liabilities 181 181
Other accrued expenses 5,335 6,631

$19,812  § 22,728
14
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Warranty Accrual

The table below summarizes the movement in the warranty accrual, which is included in accrued and other current
liabilities (in thousands):

Three Months Ended  Six Months Ended

June 30, June 30,

2015 2014 2015 2014
Beginning balance $ 1,647 $ 1,669 $ 1,751 $ 1,737
Warranty accruals 243 ) 242 (175 ) 531
Settlements and adjustments (150 ) (100 ) (322 ) 457 )
Ending balance $ 1,254 $ 1811 $1254 $ 1,811

Other noncurrent liabilities

Other noncurrent liabilities consist of the following (in thousands):

June

30,2015 December 31, 2014
Pension and other employee-related $ 5,292 $ 5,355
Other 2,190 1,871

$ 7,482 $ 7,226

Note 7. Restructuring

In 2014, the Company initiated a restructuring plan (the “2014 Restructuring Plan”) to refocus on its strategy execution,
optimize its structure, and improve operational efficiencies. The 2014 Restructuring Plan consisted of workforce
reductions primarily in the U.S. and in China. Restructuring charges recorded in the three months ended June 30, 2015
was $0.1 million and was included within costs of sales and operating expenses. Restructuring charges recorded in the
six months ended June 30, 2015 was $0.2 million and was included within costs of sales and operating expenses. The
remaining restructuring liability is expected to be paid through October 2015.

The following table summarizes activity associated with restructuring obligations during the six months ended June
30, 2015 (in thousands):

Workforce Facilities Contract Total
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Reduction Termination
Restructuring obligations, December 31, 2014 $ 54 $ 100 $ — $154
Restructuring costs incurred 151 — — 151
Cash payments 205 ) (60O ) — (265)
Non-cash settlements and other — — — —
Restructuring obligations, June 30, 2015 $ — $ 40 $ — $40
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Note 8. Debt

The table below summarizes the carrying amount and weighted average interest rate of the Company’s notes payable,
short-term borrowing and long-term debt (in thousands, except percentages):

June 30, 2015 December 31, 2014
Weighted Weighted
Average Average
Carrying Interest Carrying Interest
Amount Rate Amount Rate
Notes payable $13,183 — $12,771 —
Short-term borrowing 5,000 3.71 % 10,000 3.18 %
Total notes payable and short-term borrowing $18,183 $22,771
Long-term debt, current and non-current:
Bank borrowings-Comerica Bank $15,800 2.93 % $17,500 3.16 %
Bank borrowings-Mitsubishi Bank 11,950 1.53 % — —
Acquisition-related debt — — 5,836 1.50 %
Total long-term debt, current and non-current 27,750 23,336
Unaccreted discount within current portion of long-term debt @2 ) —
Unaccreted discount within long-term debt, net of current portion (210 ) —
Total long-term debt, net of unaccreted discount $27,468 $23,336
Reported as:
Current portion of long-term debt $16,543 $2,445
Long-term debt, net of current portion 10,925 20,891
Total long-term debt, net of unaccreted discount $27,468 $23,336
Notes payable

The Company regularly issues notes payable to its suppliers in China in exchange for accounts payable. These notes
are supported by non-interest bearing bank acceptance drafts issued under the Company’s existing line of credit facility
and are due three to six months after issuance. As a condition of the notes payable arrangements, the Company is
required to keep a compensating balance at the issuing banks that is a percentage of the total notes payable balance
until the amounts are settled.

In June 2015, the Company’s subsidiary in China renewed its short-term line of credit facility with a banking
institution. Under the renewed agreement, which expires in June 2016, RMB 120.0 million ($19.6 million) can be
used for short-term loans, which bears interest at varying rates, or up to approximately RMB 171.4 million ($28.1
million) can be used for bank acceptance drafts (with a 30% compensating balance requirement). In September 2014,
the Company’s China subsidiary renewed its second short-term line of credit facility with a banking institution, under
which RMB 150.0 million ($24.6 million) can be used for short-term loan or up to approximately RMB 214.3 million
($35.1 million) can be used for bank acceptance drafts (with a 30% compensating balance requirement). This line of
credit facility expires in September 2015. As of June 30, 2015 and December 31, 2014, the non-interest bearing bank
acceptance drafts issued in connection with the Company’s notes payable to its suppliers in China, under these line of
credit facilities, had an outstanding balance of $13.2 million and $12.8 million, respectively.
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As of June 30, 2015 and December 31, 2014, compensating balances relating to these bank acceptance drafts issued to
suppliers and the Company’s subsidiaries totaled $4.0 million and $3.8 million, respectively. Compensating balances
are classified as restricted cash and investments on the Company’s condensed consolidated balance sheets.

Short-term borrowing

In October 2014, the Company’s subsidiary in China entered into a short-term advance financing agreement, under one
of its line of credit facilities, to borrow $5.0 million against export sales to its parent company. This financing
agreement bore interest at 4.02% per annum. Interest and the principal were due and repaid in full in April 2015.

In November 2014, the Company’s subsidiary in China entered into a second short-term advance financing agreement,
under one of its line of credit facilities, to borrow $5.0 million against export sales to its parent company. This
financing agreement bore interest at 2.33% per annum and service fees at 1.00% per annum. Interest, service fees and
the principal were due and repaid in full in May 2015.

16
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On April 21, 2015, the Company’s China subsidiary executed a $5.0 million advance financing agreement with one of
its line of credit facilities at an interest rate based on a six-month LIBOR plus 330 basis points, or approximately
3.71%. Both interest and principal are due on October 8, 2015. As of June 30, 2015, the outstanding principal balance
was $5.0 million.

Acquisition-related

In connection with the acquisition of NeoPhotonics Semiconductor on March 29, 2013, the Company was obligated to
pay 1,050 million Japanese Yen (“JPY”) in three equal installments on the first, second and third anniversaries of the
closing date for the purchase of the real estate used by NeoPhotonics Semiconductor, of which 700 million JPY ($5.8
million) was outstanding as of December 31, 2014. The obligation bore interest at 1.5% per year, payable annually,
and was secured by the acquired real estate property. This loan was repaid in full in February 2015.

As part of the purchase consideration to acquire the tunable laser products of EMCORE in January 2015 (See Note 5),
the Company issued the EMCORE Note, as amended, of $15.5 million, which had a maturity of two years from the
closing of the transaction and an interest rate of 5% per annum for the first year and 13% per annum for the second
year. The interest was payable semi-annually in cash. In addition, the EMCORE Note was subject to prepayment
under certain circumstances and was secured by certain of the assets to be sold pursuant to the asset purchase
agreement with EMCORE. The EMCORE Note was subordinated to the Company’s existing bank debt in the U.S. The
EMCORE Note, as amended, was repaid in full in April 2015.

Bank borrowings

The Company has a credit agreement with Comerica Bank as lead bank in the U.S. In January 2015, the Company
executed an amendment to its credit agreement with Comerica Bank to refinance the then-outstanding Comerica term
loan. Under the Credit Amendment, the $20.0 million revolving credit facility was replaced with a $25.0 million
senior secured revolving credit line with a maturity date on November 2, 2016. In March 2015, the senior secured
revolving credit line was further amended to increase the borrowing capacity from $25.0 million to $30.0 million.
Borrowings under the amended revolving credit facility bear interest at an interest rate option of a base rate as defined
in the agreement plus 1.75% or LIBOR plus 2.75%. Base rate is based on the greatest of (a) the effective prime rate,
(b) the Federal Funds effective rate plus one percent, and (c) the daily adjusting LIBOR rate plus one percent. The
Credit Amendment also modified the EBITDA and liquidity covenants and eliminated the need to maintain
compensating balances (restricted cash). The credit agreement also restricts the Company’s ability to incur certain
additional debt or to engage in specified transactions, restricts the payment of dividends and is secured by
substantially all of the Company’s U.S. assets, other than intellectual property assets. The Company repaid the
remaining Comerica term loan balance and borrowed $15.8 million under the amended revolving credit facility in
March 2015. As of June 30, 2015, the outstanding balance under the revolving credit facility was $15.8 million and
was repaid in full in July 2015.

The components of the Comerica credit facilities are as follows:

A $30.0 million revolving credit facility under which there was $15.8 million outstanding at June 30, 2015 and no
outstanding borrowing as of December 31, 2014, subject to covenant requirements. Amounts borrowed, if any, are
due on or before November 2, 2016 and bear interest at an interest rate option of a base rate as defined in the
agreement plus 1.75% or LIBOR plus 2.75%. As of June 30, 2015 the rate on the LIBOR option was 2.93%.

Under the term loan facility, $17.5 million was outstanding at December 31, 2014 which was repaid in full in January
2015. Prior to the repayment, borrowings under the term loan bore interest at an interest rate option of a base rate as
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defined in the agreement plus 2.0% or LIBOR plus 3.0%.

The Company’s original credit agreement with Comerica Bank required the maintenance of specified financial
covenants, including a debt to EBITDA ratio and liquidity ratios. The Company was not in compliance with the debt
to EBITDA covenant at June 30, 2014, which noncompliance was effectively waived in the amendment described
below. During 2014, the Company executed an amendment to the credit agreement that waived the testing of certain
covenants for compliance, provided that the Company maintained compensating balances equal to outstanding
amounts under the credit agreement in accounts for which the bank had sole access. The Company’s amended credit
agreement with Comerica executed in January 2015 eliminated the compensating balance requirement and modified
the financial covenants, including the maintenance of a modified EBITDA and certain liquidity covenants. As of June
30, 2015 and December 31, 2014, the amount of the Company’s cash and investments in its compensating balance
accounts for the term loan facility with Comerica Bank was zero and $17.5 million, respectively, which was classified
as current and non-current restricted cash and investments on the Company’s condensed consolidated balance sheet
(see Note 6).

On February 25, 2015, the Company entered into certain loan agreements and related special agreements (collectively,
the “Loan Arrangements”) with the Bank of Tokyo-Mitsubishi UFJ, Ltd. (the “Mitsubishi Bank™) that provided for (i) a
term loan in the aggregate principal amount of 500 million JPY ($4.2 million) (the “Term Loan A”) and (ii) a term loan
in the aggregate principal amount of one billion JPY ($8.4 million) (the “Term Loan B” and together with the Term
Loan A, the “Mitsubishi Bank Loans”). The
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Mitsubishi Bank Loans are secured by a mortgage on certain real property and buildings owned by our Japanese
subsidiary. The full amount of each of the Mitsubishi Bank Loans was drawn on the closing date of February 25,
2015. Interest on the Mitsubishi Bank Loans accrues and is paid monthly based upon the annual rate of the monthly
Tokyo Interbank Offer Rate (TIBOR) plus 1.40%. The Term Loan A requires interest only payments until the
maturity date of February 23, 2018, with a lump sum payment of the aggregate principal amount on the maturity date.
The Term Loan B requires equal monthly payments of principal equal to 8,333,000 JPY until the maturity date of
February 25, 2025, with a lump sum payment of the balance of 8,373,000 JPY on the maturity date. Interest on the
Term Loan B is accrued based upon monthly TIBOR plus 1.40% and is secured by real estate collateral. In
conjunction with the execution of the Bank Loans, the Company paid a loan structuring fee, including consumption
tax, of 40,500,000 JPY ($0.3 million).

The Mitsubishi Bank Loans contain customary representations and warranties and customary affirmative and negative
covenants applicable to the Company’s Japanese subsidiary, including, among other things, restrictions on cessation in
business, management, mergers or acquisitions. The Mitsubishi Bank Loans contain financial covenants relating to
minimum net assets, maximum ordinary loss and a dividends covenant. The Mitsubishi Bank Loans also include
customary events of default, including but not limited to the nonpayment of principal or interest, violations of
covenants, restraint on business, dissolution, bankruptcy, attachment and misrepresentations. In February 2015, the
Company used a portion of the proceeds of the Mitsubishi Bank Loans to repay the then-outstanding loan related to
the acquisition of NeoPhotonics Semiconductor, which had an outstanding principal and interest amount of
approximately 710 million JPY ($6.0 million) and the remainder will be used for general working capital. As of June
30, 2015, outstanding principal balance under the Mitsubishi Bank Loans was approximately 1.5 billion JPY
(approximately $11.9 million) and the Company was in compliant with the related covenants.

At June 30, 2015, maturities of long-term debt were as follows (in thousands):

2015 (remaining six months) $16,207

2016 815
2017 815
2018 4,888
2019 815
Thereafter 4,210
$27,750

Note 9. Japan pension plans

In connection with its acquisition of NeoPhotonics Semiconductor on March 29, 2013, the Company assumed
responsibility for two defined benefit plans that provide retirement benefits to its NeoPhotonics Semiconductor
employees in Japan: the Retirement Allowance Plan (“RAP”) and the Defined Benefit Corporate Pension Plan
(“DBCPP”). The RAP is an unfunded plan administered by the Company. Effective February 28, 2014, the DBCPP was
converted to a defined contribution plan (“DCP”). In May 2014, the semiconductor Optical Components Business Unit
of LAPIS Semiconductor Co., Ltd. (“LAPIS”), a wholly-owned subsidiary of Rohm Co., Ltd. of Japan, transferred
approximately $2.0 million into the newly formed DCP which was the allowable amount that can be transferred
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according to the Japanese regulations. LAPIS also paid the Company approximately $0.3 million in connection with
the conversion of the plan. Additionally, the Company transferred the net unfunded projected benefit obligation
amount from the DBCPP to the RAP and froze the RAP benefit at the February 28, 2014 amount.

As a result of these changes to the DBCPP and the RAP, the Company recorded a curtailment gain of $0.1 million in
the quarter ended March 31, 2014. The pension liability at June 30, 2015 and December 31, 2014 was $4.9 million
and $5.1 million, respectively, of which $0.1 million was recorded in accrued and other current liabilities and the
remainder in other noncurrent liabilities on the Company’s condensed consolidated balance sheet.

The Company contributed $15,000 to the DBCPP from January 1, 2014 to February 28, 2014. Because the DBCPP
transitioned to the DCP on that date, no further contributions to the DBCPP are required.
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Net periodic pension costs associated with these plans included the following components (in thousands):

Three Months Ended Six Months Ended

June 30, June 30,
2015 2014 2015 2014
Service cost $ — $ —$ — §$ 53
Interest cost — —_ — 13
Amortization — — — 1
Net periodic pension costs $ — $ —$ — $ 67

Note 10. Commitments and contingencies
Litigation

From time to time, the Company is subject to various claims and legal proceedings, either asserted or unasserted, that
arise in the ordinary course of business. The Company accrues for legal contingencies if the Company can estimate
the potential liability and if the Company believes it is probable that the case will be ruled against it. If a legal claim
for which the Company did not accrue is resolved against it, the Company would record the expense in the period in
which the ruling was made. The Company believes that the likelihood of an ultimate amount of liability, if any, for
any pending claims of any type (alone or combined) that will materially affect the Company’s financial position,
results of operations or cash flows is remote. The ultimate outcome of any litigation is uncertain, however, and
unfavorable outcomes could have a material negative impact on the Company’s financial condition and operating
results. Regardless of outcome, litigation can have an adverse impact on the Company because of defense costs,
negative publicity, diversion of management resources and other factors.

On January 5, 2010, Finisar Corporation, or Finisar, filed a complaint in the U.S. District Court for the Northern
District of California against Source Photonics, Inc., MRV Communications, Inc., Oplink Communications, Inc. and
the Company, or collectively, the co-defendants. In the complaint Finisar alleged infringement of certain of its U.S.
patents. In 2010 the Company filed an answer to the complaint and counterclaims, asserting two claims of patent
infringement and additional claims. The court dismissed without prejudice all co-defendants (including the Company)
except Source Photonics, Inc., on grounds that such claims should have been asserted in four separate lawsuits, one
against each defendant. This dismissal does not prevent Finisar from bringing a new similar lawsuit against the
Company. In 2011 the Company and Finisar agreed to suspend their respective claims and in 2012 they further agreed
to toll their respective claims. While there has been no action on this matter since 2012, the Company is currently
unable to predict the outcome of this dispute and therefore cannot determine the likelihood of loss nor estimate a range
of possible loss.

On January 2, 2013, the Company was served with a lawsuit, filed in Belgium by a distributor called Laser 2000
Beneluo SA (“Laser 2000”) claiming unpaid commissions. The distributor agreement was formally terminated as of
January 3, 2012. The Company paid $492,000 to Laser 2000 as partial settlement of claims and to avoid penalties
from the Court and submitted a legal brief to court on September 16, 2013. Laser 2000 filed a response on December
16, 2013 and the Company filed the final rebuttal brief on January 30, 2014. On March 23, 2015, the Belgian Court
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issued a ruling awarding Laser 2000 approximately one million euros in damages (approximately $1,100,000 at
current exchange rates). The Company is appealing this verdict, but is unable to predict the duration or outcome of the
appeal or the overall lawsuit at this time. The Company does not believe it will ultimately be liable for the full amount
of damage; however, in light of developments in the case, the Company increased its accrual for estimated probable
net litigation expense relating to this matter in March 2015.

Indemnifications

In the normal course of business, the Company enters into agreements that contain a variety of representations and
warranties and provide for general indemnification. The Company’s exposure under these agreements is unknown
because it involves claims that may be made against the Company in the future, but have not yet been made. To date,
the Company has not paid any claims or been required to defend any action related to its indemnification obligations.
However, the Company may record charges in the future as a result of these indemnification obligations. As of June
30, 2015, the Company does not have any material indemnification claims that were probable or reasonably possible.

Leases

The Company leases various facilities under non-cancelable operating leases expiring through 2023. As of June 30,
2015, future minimum payments under these operating leases totaled $6.9 million and future minimum sublease
receipts was approximately $1.7 million. Rent expense was $0.6 million and $1.1 million in the three months and six
months ended June 30, 2015, respectively, and $0.5 million and $1.0 million in the three and six months ended June
30, 2014, respectively.
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Penalty Payment Derivative

In connection with a private placement transaction in 2012, the Company agreed to certain performance obligations
including establishing a wholly-owned subsidiary in the Russia and making a $30.0 million investment commitment
(the ‘Investment Commitment’) towards the Company’s Russian operations. The Investment Commitment can be
partially satisfied by investment outside of the Russian Federation and/or by way of non-cash asset transfers, including
but not limited to capital equipment, small tools, intellectual property, and other intangibles. A minimum of $15.0
million of the Investment Commitment is required to be satisfied by making capital expenditures and the remaining
$15.0 million can be satisfied through general working capital and research and development expenditures. All of the
amount for general working capital can be spent either inside or outside of Russia. At least 80% of the amount
expended for research and development expenditure must be spent inside Russia. General working capital can include
acquisition of other businesses or portions thereof to be owned by the Russian subsidiary.

The purchaser of the common stock has non-transferable veto rights over the Company’s Russian subsidiary’s annual
budget during the investment period and must approve non-cash asset transfers to be made in satisfaction of the
Investment Commitment. Spending and/or commitments to spend for general working capital and research and
development do not require approval by the purchaser. There are no legal restrictions on the specific usage of the
$39.8 million received in the private placement transaction or on withdrawal from the Company’s bank accounts for
use in general corporate purposes.

In March 2015, the Company extended the Investment Commitment deadline to June 30, 2015 and then further
amended the Investment Commitment in July 2015. The amendment became effective on June 30, 2015 and provides
that the maximum amount of penalties (the ‘Penalty Payment’) to be paid by the Company will not exceed $5.0 million
in the aggregate. In addition, the amendment also provides for an updated investment plan for the Company’s Russia
subsidiaries that includes non-cash transfer of licensing rights to intellectual property, non-cash transfers of existing
equipment and commitments to complete the remaining investment milestones through fiscal year 2019. If certain of
the Investment Commitments are not achieved in the indicated time frames in 2016 and 2019, the Company also has
the ability to pay exit fees (see Note 14).

The Company has accounted for the $5.0 million Penalty Payment as an embedded derivative instrument, with the
underlying being the performance or nonperformance of meeting the Investment Commitment and initially classified
$4.9 million of the $5.0 million as additional paid-in capital and the remaining $0.1 million, representing the estimated
fair value of the Penalty Payment derivative, in other noncurrent liabilities.

The fair value of the Penalty Payment derivative has been estimated at the date of the original common stock sale
(April 27, 2012) and at each subsequent balance sheet date using a probability-weighted discounted future cash flow
approach using unobservable inputs, which are classified as Level 3 within the fair value hierarchy. The primary
inputs for this approach include the probability of achieving the Investment Commitment and a discount rate that
approximates the Company’s incremental borrowing rate. After the initial measurement, changes in the fair value of
this derivative were recorded in other expense, net. The estimated fair value of this derivative was $0.4 million and
$0.5 million as of June 30, 2015 and December 31, 2014, respectively.

Separately, in December 2014, the Company entered into a Commitment to File a Registration Statement and Related
Waiver of Registration Rights, whereby Open Joint Stock Company “RUSNANO” or Rusnano waived certain
registration rights in connection with a potential offering by the Company of shares of the Company’s common stock,
and the Company committed to file with the U.S. Securities and Exchange Commission a resale registration statement
on Form S-1 covering the resale of all shares of the Company’s common stock held by Rusnano. The Company filed
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such resale registration statement in April 2015 (See Note 11). Rusnano also waived its demand registration rights
under the original rights agreement and agreed to enter into a lock up agreement with the Company whereby it would
agree not to sell any shares of the Company’s common stock, or engage in certain other transactions relating to the
Company’s securities, for a period of 60 days from the filing date of the resale registration statement. Rusnano signed
such lock up agreement with the Company on April 2, 2015. In addition, in connection with the Company’s public
stock offering completed in the second quarter of 2015 (see Note 11), Rusnano entered into a separate lock up
agreement with Needham & Company, LLC, the lead underwriter of the offering, whereby it agreed not to sell any
shares of the Company’s common stock, or engage in certain other transactions relating to the Company’s securities, for
a period of 180 days from May 21, 2015.

Note 11. Stockholders’ equity
Common Stock

As of June 30, 2015, the Company had reserved 7,343,527 common stock shares for issuance under its stock option
plans and 678,438 common stock shares for issuance under its stock purchase plan.
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Resale Registration Statement

In April 2015, the Company filed a resale registration statement, which registered 4,972,905 shares of the Company’s
common stock, at a par value of $0.0025 per share, held by Rusnano. The Company does not receive any proceeds
from any sales of the Company’s common stock held by Rusnano (See Note 10).

Follow-On Public Offering

In the second quarter of 2015, the Company completed a follow-on offering, in which the Company sold 6,866,689
shares of its common stock, including 895,655 shares of common stock sold upon the exercise in full of the
overallotment option by the underwriters, at a public offering price of $7.25 per share. The Company raised
approximately $45.6 million, net of underwriting discounts of $3.0 million and other offering expenses of
approximately $1.2 million.

Accumulated Other Comprehensive Income, Net of Tax

The components of accumulated other comprehensive income, net of related taxes, were as follows (in thousands):

June December

30,2015 31,2014
Foreign currency translation adjustment $5981 $5.391
Unrealized gains on available-for-sale securities 1 6
Defined benefit pension plan adjustment (71 ) (71 )

$5911  $5326
No material amounts were reclassified out of accumulated other comprehensive income during the three and six
months ended June 30, 2015 and 2014 for realized gains or losses on available-for-sale securities.
Accumulated Deficit
Approximately $7.1 million of the Company’s accumulated deficit at December 31, 2014 was subject to restriction due
to the fact that the Company’s subsidiaries in China are required to set aside at least 10% of their respective

accumulated profits each year to fund statutory common reserves as well as allocate a discretional portion of their
after-tax profits to their staff welfare and bonus fund.

Note 12. Stock-based compensation

The following table summarizes the stock-based compensation expense recognized for the three and six months ended
June 30, 2015 and 2014 (in thousands):
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Three Months Ended  Six Months Ended

June 30,
(in thousands) 2015
Cost of goods sold $410
Research and development 501
Sales and marketing 447
General and administrative 568

$ 1,926

2014

$455
408
587
273

$ 1,723

June 30,
2015 2014
$780 $785
994 1,115
900 960
1,308 764

$ 3982 $ 3,624
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Determining Fair Value

The Company estimated the fair value of certain stock-based awards using a Black-Scholes-Merton valuation model
with the following assumptions:

Three Months Ended June 30,

2015

Stock options
Weighted-average expected term (years) 5.6

Weighted-average volatility 64%
Risk-free interest rate 1.37%-1.54%
Expected dividends —

Stock appreciation units
Weighted-average expected term (years) 3.6

Weighted-average volatility 62%
Risk-free interest rate 0.26%-1.24%
Expected dividends —

ESPP

Weighted-average expected term (years) 0.5
Weighted-average volatility 59%
Risk-free interest rate 0.14%
Expected dividends —

Stock Options and Restricted Stock Units (RSUs)

Six Months Ended June
30,
2014 2015 2014
5.1 5.4 5.1
69% 64% 70%
1.37%—
1.73% 1.65% 1.73%-1.75%
2.4 3.7 2.3
56% 63% 57%
0.25%—
0.13%—0.90% 1.57% 0.13%-0.90%
0.4 0.5 0.7
56% 59% 54%
0.05% 0.14% 0.05%-0.13%

The following table summarizes the Company’s stock option and RSU activity in the six months ended June 30, 2015:

During the six months ended June 30, 2015, the Company issued fully vested RSUs covering 139,954 shares of
common stock to certain eligible employees, in lieu of cash bonus payments earned in 2014, with a total grant date

Restricted Stock Units

Weighted

average

grant date

fair value
$6.19

6.35

(194,277) 6.55
(20,935 ) 5.52

Stock Options
Weighted Number
Number of  average of
shares exercise price units
Balance at December 31, 2014 4,899,713 $4.07 655,729
Granted 210,200 4.59 178,154
Exercised/Converted (67,065 ) 4.13
Forfeited and canceled (97,601 ) 4.89
Balance at June 30, 2015 4945247 $4.07 618,671

$6.15
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fair value of $0.9 million.
Stock appreciation units (“SAUs”)
SAUESs are liability classified share-based awards. The Company did not grant any SAUs during the three and six
months ended June 30, 2015 or 2014. As of June 30, 2015 and December 31, 2014, there were 355,819 and 375,833
SAUs outstanding. Outstanding SAUs were re-measured each reporting period at fair value.

Employee Stock Purchase Plan (“ESPP”)

As of June 30, 2015 there was $0.1 million of unrecognized stock-based compensation expense for stock purchase
rights that will be recognized over the remaining offering period, through November 2015.
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Note 13. Income taxes

The provision for income taxes is based upon the income (loss) before income taxes as follows:

Three Months Ended  Six Months Ended
June 30, June 30,
(in thousands) 2015 2014 2015 2014
Provision for income taxes $ (1,127 ) $ 97 ) $ (1,541) $ (859)

The Company’s income tax expense for the three and six months ended June 30, 2015 and 2014 was primarily related
to income taxes of the Company’s non-U.S. operations.

The Company conducts its business globally and its operating income is subject to varying rates of tax in the United
States, China and Japan. Consequently, the Company’s effective tax rate is dependent upon the geographic distribution
of its earnings or losses and the tax laws and regulations in each geographical region. Historically, the Company has
experienced net losses in the United States and in the short term, expects this trend to continue. One of the Company’s
subsidiaries in China has historically qualified for a preferential 15% tax rate available for high technology enterprises
as opposed to the statutory 25% tax rate. In November 2014, the Company received the final approval for the
preferential tax rate for 2014 to 2016.

Due to historic losses in the U.S., the Company has a full valuation allowance on its U.S. federal and state deferred tax
assets. Management continues to evaluate the realizability of deferred tax assets and the related valuation allowance. If
management's assessment of the deferred tax assets or the corresponding valuation allowance were to change, the
Company would record the related adjustment to income during the period in which management makes the
determination.

As of June 30, 2015, there were no material changes to either the nature or the amounts of the uncertain tax positions
previously determined for the year ended December 31, 2014.

Note 14. Subsequent Event

Subsequent event, through the filing of this report, included the following:
Amendment to Rights Agreement with Rusnano

In July 2015, the Company entered into an Amendment to Rights Agreement relating to the Rights Agreement dated
as of April 27, 2012 between the Company and Rusnano. The Amendment to Rights Agreement became effective on
June 30, 2015. It provides an updated investment plan for the Company’s Russian subsidiaries that includes the
non-cash transfer of licensing rights to intellectual property, non-cash transfers of existing equipment and
commitments to complete the remaining investment milestones of approximately one-half of the overall investment
through fiscal year 2019. It also provides that the maximum amount of penalties to be paid by the Company will not
exceed $5.0 million in the aggregate. If certain of the Investment Commitments are not achieved in the indicated time
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frames in 2016 and 2019, the Company also has the ability to pay exit fees.
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ITEM 2.MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion and analysis of our financial condition and results of operations should be read in

conjunction with the unaudited condensed consolidated financial statements and the related notes thereto included

elsewhere in this Quarterly Report on Form 10-Q for the period ended June 30, 2015 and the audited consolidated

financial statements and notes thereto and management’s discussion and analysis of financial condition and results of

operations for the year ended December 31, 2014 included in our Annual Report on Form 10-K. References to

“NeoPhotonics” “we,” “our” and “us” are to NeoPhotonics Corporation unless otherwise specified or the context otherwise
requires.

This Quarterly Report on Form 10-Q for the period ended June 30, 2015 contains “forward-looking statements” that

involve risks and uncertainties, as well as assumptions that, if they never materialize or prove incorrect, could cause

our results to differ materially from those expressed or implied by such forward-looking statements. The statements

contained in this Quarterly Report on Form 10-Q for the period ended June 30, 2015 that are not purely historical are
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. Terminology such as “believe,” “may,” “might,” “objective,’
“estimate,” “continue,” “anticipate,” “intend,” “should,” “plan,” “expect,” “predict,” “potential,” or the negative of these terms

similar expressions is intended to identify forward-looking statements.

EEINT3
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We have based these forward-looking statements largely on our current expectations and projections about future
events and industry and financial trends that we believe may affect our financial condition, results of operations,
business strategy and financial needs. Such forward-looking statements are subject to risks, uncertainties and other
important factors that could cause actual results and the timing of events to differ materially from future results
expressed or implied by such forward-looking statements. Factors that could cause or contribute to such differences
include, but are not limited to, those identified in “Part Il —Item 1A. Risk Factors” below, and those discussed in the
sections titled “Special Note Regarding Forward-Looking Statements” and “Risk Factors” included in our Annual Report
on Form 10-K for the year ended December 31, 2014, as filed with the SEC on March 16, 2015. Furthermore, such
forward-looking statements speak only as of the date of this report. Except as required by law, we undertake no
obligation to update any forward-looking statements to reflect events or circumstances after the date of such
statements.

Business overview

We develop, manufacture and sell optoelectronic products that transmit, receive and switch high speed digital optical

signals for communications networks. We sell our products to the world’s leading network equipment manufacturers,

including Alcatel-Lucent SA, Ciena Corporation, Cisco Systems, Inc., and Huawei Technologies Co., Ltd. These four
companies are among our largest customers and a focus of our strategy due to their leading market positions.

We have research and development and wafer fabrication facilities in San Jose and Fremont, California and in Tokyo,
Japan that coordinate with our research and development and manufacturing facilities in Dongguan, Shenzhen and
Wuhan, China and Ottawa, Canada. We use proprietary design tools and design-for-manufacturing techniques to align
our design process with our precision nanoscale, vertically integrated manufacturing and testing. We believe we are
one of the highest volume PIC manufacturers in the world and that we can further expand our manufacturing capacity
to meet market needs.

On January 2, 2015, we closed an acquisition of the tunable laser product lines of EMCORE Corporation (“EMCORE”)
for approximately $17.5 million, which was subsequently reduced to approximately $17.0 million in conjunction with
the execution of a True-Up Confirmation Agreement to adjust for inventory, net accounts receivable and pre-closing
revenues. Consideration for the transaction consisted of $1.5 million in cash and a final promissory note (the
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“Amended EMCORE Note”) of approximately $15.5 million, which had a maturity of two years from the closing of the
transaction and an interest rate of 5% per annum for the first year and 13% per annum for the second year. We
accounted for the acquisition as a business combination and included EMCORE’s revenue and expense in our
consolidated financial results from the acquisition close date. The Amended EMCORE Note was repaid in full in

April 2015.

Recognizing our focus on growth in our 100Gbps (“100G”) and beyond products, we have realigned our product group
reporting for 2015 to “High Speed Products” which includes products designed for 100G and beyond applications and
“Network Products and Solutions”, which comprises all products designed for applications below 100G, and includes
40G products previously included in our “High Speed Products” group.

In the three and six months ended June 30, 2015, our revenue growth of 10% and 15%, respectively, compared to the
same periods in 2014, was driven primarily by demand for our High Speed Products, which includes the tunable laser
products acquired from EMCORE in January 2015, as carriers continued to accelerate deployment of high capacity
optical transport networks worldwide, particularly in China. Our gross margin increased to 30.6% and 30.1% in the
three and six months ended June 30, 2015,
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respectively, compared to 18.8% and 19.5% in the three and six months ended June 30, 2014, respectively, primarily
attributable to a volume increase in High Speed Products, designed for 100G and above operation, product pruning
and our ongoing efforts to reduce costs.

We expect continued volume growth for our High Speed Products, although quarter-to-quarter results may show
considerable variability as is usual in a rapid initial ramp-up for a new technology. Similar to revenue, our gross
margins may fluctuate materially depending on a variety of factors including average selling price changes, product
mix, volume, manufacturing utilization and ongoing manufacturing process improvements.

We have completed the discontinuation of certain products that accounted for approximately $23 million of total
revenue in 2014 and are expected to account for less than 2% of anticipated total revenue in 2015. These products,
which are in the end of life, had relatively low gross margins. This action is expected to lower our annual revenue
growth while improving gross margin and profitability.

Follow-On Public Offering

On May 27, 2015, we completed our follow-on offering of 5,971,034 shares of our common stock in a registered
public offering at $7.25 per share. On May 27, 2015, the underwriters in our follow-on offering exercised an option to
purchase 895,655 shares of our common stock at a price of $7.25 per share, which was completed on June 1, 2015.
We raised approximately $45.6 million, net of underwriting costs and other directly related costs of approximately
$4.1 million.

Amendment to Rights Agreement with Rusnano

In July 2015, we entered into an Amendment to Rights Agreement relating to the Rights Agreement dated as of April
27,2012 between us and Open Joint Stock Company “RUSNANO”, or Rusnano. The Amendment to Rights Agreement
became effective on June 30, 2015. It provides for an updated investment plan for our Russian subsidiaries that

includes the licensing of non-cash intellectual property, non-cash transfers of existing equipment and commitments to
complete the remaining investment milestones of approximately one-half of the overall investment through fiscal year
2019, and provides that the maximum amount of penalties to be paid by us will not exceed $5.0 million in the

aggregate. If certain of the Investment Commitments are not achieved in the indicated time frames in 2016 and 2019,

we also have the ability to pay exit fees. For more information, see “—Liquidity and capital resources—Private placement
transaction” below.

Debt Refinancing Arrangements

During the first quarter of 2015, we restructured our term loan led by Comerica Bank to eliminate the restricted cash
requirement and increased our Comerica borrowing capacity from $20.0 million as of December 31, 2014 to $30.0
million as of June 30, 2015. In February 2015, we entered into a new financing arrangement with Bank of
Tokyo-Mitsubishi UFJ, Ltd. (the “Mitsubishi Bank™’) which paid off our mortgage from the semiconductor Optical
Components Business Unit of LAPIS Semiconductor Co., Ltd. (“LAPIS”), a wholly-owned subsidiary of Rohm Co.,
Ltd. of Japan and increased our available cash balances through two long-term mortgage instruments totaling 1.5
billion JPY ($11.9 million). By restructuring our debt, we eliminated certain cash restrictions and improved our cash
availability for 2015.

Critical accounting policies and estimates

There have been no material changes to our critical accounting policies and estimates during the three and six months
ended June 30, 2015 from those disclosed in Item 7. Management’s Discussion and Analysis of Financial Condition
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and Results of Operations in our Annual Report on Form 10-K for the year ended December 31, 2014.
Results of operations
Revenue

We sell substantially all of our products to original equipment manufacturers, or OEMs. Revenue is recognized when
title of our products passes to the OEM. We price our products based on market and competitive conditions and may
periodically reduce the price of our products as market and competitive conditions change and as manufacturing costs
are reduced. Our first quarter revenue is typically seasonally lower than the rest of the year due to lower capacity
utilization and the impact on average selling prices from annual price negotiations. Our sales transactions to customers
are denominated primarily in Chinese Renminbi (“RMB”), Japanese Yen (“JPY”) or U.S. dollars. Our revenue in 2015
includes the tunable laser product lines acquired from EMCORE.
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Three Months Ended Six Months Ended
June 30, June 30,
: $ $ %
(in thousands) 2015 2014 Change % Change 2015 2014 Change Change
Total revenue $85,372  $77,451 $7,921 10 % $166,756 $145,619 $21,137 15 %

We have generated most of our revenue from a limited number of customers. Customers accounting for more than
10% of our total revenue and revenue from our top ten customers in three and six months ended June 30, 2015 and
2014 were as follows:

Six Months

Three Months Ended Ended

June 30, June 30,

2015 2014 2015 2014
Percent of revenue from customers accounting for 10% or more of total
revenue:
Huawei Technologies Co., Ltd 40 % 39 % 40 % 37 %
Ciena Corporation 22 % 13 % 23 % 14 %
Alcatel-Lucent SA 11 % 12 % 10 % 12 %
Percent of revenue from top ten customers 91 % 89 % 90 % 88 %

We expect that a significant portion of our revenue will continue to be derived from a limited number of customers.
As a result, the loss of, or a significant reduction in, orders from any of our other key customers would materially
affect our revenue and results of operations. Similarly, our accounts receivable are from a limited number of
customers. Three customers accounted for 46%, 14% and 10% of our total accounts receivable as of June 30, 2015
and two customers accounted for 45% and 10% of our total accounts receivable as of December 31, 2014.

Three Months Ended June 30, 2015 Compared With Three Months Ended June 30, 2014

Our revenue increased $7.9 million, or 10%, in the three months ended June 30, 2015, compared to the same period in
2014, primarily due to an increase in revenue from our High Speed Products. The increase from High Speed Products
revenue was partially offset by a decrease in revenue from our Network Products and Solutions group partly
attributable to our product pruning effort. In the three months ended June 30, 2015, our High Speed Products
represented approximately 59% of total revenue while Network Products and Solutions represented approximately
41% of total revenue.

Six Months Ended June 30, 2015 Compared With Six Months Ended June 30, 2014

Our revenue increased $21.1 million, or 15%, in the six months ended June 30, 2015, compared to the same period in
2014, primarily due to an increase in revenue from our High Speed Products. The increase from High Speed Products
revenue was partially offset by a decrease in revenue from our Network Products and Solutions group partly
attributable to our product pruning effort. In the six months ended June 30, 2015, our High Speed Products
represented approximately 58% of total revenue while Network Products and Solutions represented approximately
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42% of total revenue.

Cost of goods sold and gross profit

Our cost of goods sold consists primarily of the cost to produce wafers and to manufacture and test our products.
Additionally, our cost of goods sold includes stock-based compensation, write-downs of excess and obsolete
inventory, royalty payments, amortization of certain purchased intangible assets, depreciation, acquisition-related fair
value adjustments, restructuring cost, warranty, shipping and allocated facilities costs.

Gross profit as a percentage of total revenue, or gross margin, has been and is expected to continue to be affected by a
variety of factors including the introduction of new products, production volume, production volume compared to
sales over time, the mix of products sold, inventory changes, changes in the average selling prices of our products,
changes in the cost and volumes of materials purchased from our suppliers, changes in labor costs, changes in
overhead costs or requirements, stock-based compensation, write-downs of excess and obsolete inventories and
warranty costs. In addition, we periodically negotiate pricing with certain customers which can cause our gross
margins to fluctuate, particularly in the quarters in which the negotiations occurred. Our first quarter gross margins are
typically seasonally lower than the rest of the year due to lower capacity utilization and the impact on average selling
prices from annual price negotiations. Our cost of goods sold and gross profit in 2015 include the tunable laser
product lines acquired from EMCORE.
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Three Months Ended Six Months Ended

June 30, June 30,
(in thousands, except $ % $ %
percentages) 2015 2014 Change Change 2015 2014 Change  Change
Cost of goods sold $ 59,226 $ 62,883 $ (3,657) -6 % $ 116,557 $ 117,251 $ (694 ) -1 %
Gross profit 26,146 14,568 11,578 79 % 50,199 28,368 21,831 77 %

Three Months Ended  Six Months Ended
June 30, June 30,
2015 2014 2015 2014
Gross margin 31 % 19 % 30 % 19 %
Three Months Ended June 30, 2015 Compared With Three Months Ended June 30, 2014

Gross profit increased $11.6 million, or 79%, to $26.1 million in the three months ended June 30, 2015, compared to
$14.6 million in the same period in 2014. Gross margin increased approximately 12 percentage points in the three
months ended June 30, 2015, compared to the same period in 2014. The increases are primarily attributable to an
increase in volume and related cost reduction activities as well as product mix related to our High Speed Products and
product pruning.

Six Months Ended June 30, 2015 Compared With Six Months Ended June 30, 2014

Gross profit increased $21.8 million, or 77%, to $50.2 million in the six months ended June 30, 2015, compared to
$28.4 million in the same period in 2014. Gross margin increased approximately 11 percentage points in the six
months ended June 30, 2015, compared to the same period in 2014. The increases are primarily attributable to an
increase in volume and related cost reduction activities as well as product mix related to our High Speed Products and
product pruning.

Operating expenses

Personnel costs are the most significant component of operating expenses and consist of costs such as salaries,
benefits, bonuses, stock-based compensation and, with regard to sales and marketing expense, other variable
compensation. Our operating expenses are denominated primarily in RMB, JPY and U.S. dollars. Our operating
expenses in 2015 include the tunable laser product lines acquired from EMCORE.

Three Months Ended Six Months Ended

June 30, June 30,

2015 2014 2015 2014
(in thousands, except $ % $ %
percentages) Amount Amount Change Change Amount Amount Change Change
Research and development  $ 11,457 $ 12,085 $ (628 ) -5 % $ 21,939 $ 24,141 $ (2,202) -9 %
Sales and marketing 3,906 3,571 335 9 % 7,650 6,982 668 10 %
General and administrative 7,419 8,193 @714 ) -9 % 15,615 17,180 (1,565) -9 %
Amortization of purchased o 379 69 18 % 897 758 139 18 %
intangible assets
Acquisition-related costs 147 - 147 0 % 287 - 287 0 %
Restructuring charges 20 - 20 0 % 26 - 26 0 %
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Escrow settlement gain - (3,886 ) 3,886 -100 % - (3,886 ) 3,886 -100 %
Total operating expenses $ 23,397 $ 20,342 3055 15 % $ 46,414 $ 45,175 1,239 3 %

Research and development

Research and development expense consists of personnel costs, including stock-based compensation, for our research
and development personnel, and product development costs, including engineering services, development software
and hardware tools, depreciation of equipment and facility costs. We record all research and development expense as
incurred.

Three Months Ended June 30, 2015 Compared With Three Months Ended June 30, 2014

Research and development expense decreased by $0.6 million, or 5%, in the three months ended June 30, 2015
compared to the same period in 2014. The decrease was primarily due to a $0.7 million net reduction in development
prototype and material related spending and a $0.6 million decrease in payroll and benefit costs, partially offset by a
$0.6 million increase in bonus accrual in the three months ended June 30, 2015.
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Six Months Ended June 30, 2015 Compared With Six Months Ended June 30, 2014

Research and development expense decreased by $2.2 million, or 9%, in the six months ended June 30, 2015
compared to the same period in 2014. The decrease was primarily due to a $1.8 million net reduction in development
prototype and material related spending, a $0.7 million decrease in payroll and benefit costs as a result of past
restructuring effort, a $0.4 million decrease in overhead charges and a $0.2 million decrease in administrative costs,
partially offset by a $1.0 million increase in bonus accrual and a $0.6 million increase in outside consulting fees in the
six months ended June 30, 2015. We intend to continue to invest in research and development activities, including
new products that will further enhance our competitive position and expect this expense to increase as we grow our
business over time.

Sales and marketing

Sales and marketing expense consists primarily of personnel costs, including stock-based compensation and other
variable compensation, costs related to sales and marketing programs and services and facility costs.

Three Months Ended June 30, 2015 Compared With Three Months Ended June 30, 2014

Sales and marketing expense increased by $0.3 million, or 9%, in the three months ended June 30, 2015 compared to
the same period in 2014 primarily due to a $0.3 million increase in bonus accrual.

Six Months Ended June 30, 2015 Compared With Six Months Ended June 30, 2014

Sales and marketing expense increased by $0.7 million, or 10%, in the six months ended June 30, 2015 compared to
the same period in 2014 primarily due to a $0.3 million increase in payroll and stock-based compensation expense and
a $0.3 million increase in bonus accrual and other variable compensation. We expect to continue to focus on
controlling our sales and marketing expenses in 2015 even as our business grows.

General and administrative

General and administrative expense consists primarily of personnel costs, including stock-based compensation, for our
finance, human resources and information technology personnel and certain executive officers, as well as professional
services costs related to accounting, tax, banking, legal and information technology services, depreciation and facility
costs.

Three Months Ended June 30, 2015 Compared With Three Months Ended June 30, 2014

General and administrative expense decreased by $0.8 million, or 9%, in the three months ended June 30, 2015
compared to the same period in 2014, mainly due to a $1.2 million decrease in audit and consulting fees as in the 2014
period we were in the process of completing the restatement of our Quarterly Reports on Form 10-Q for the quarters
ended March 31 and June 30, 2013 and strengthening our internal controls, a $0.4 million decrease in facility related
costs and a $0.3 million decrease in legal fees. The decrease was partially offset by an approximately $0.6 million
increase in payroll and benefit expenses and a $0.3 million increase in bonus accrual.

Six Months Ended June 30, 2015 Compared With Six Months Ended June 30, 2014
General and administrative expense decreased by $1.6 million, or 9%, in the six months ended June 30, 2015

compared to the same period in 2014, mainly due to a $3.0 million decrease in audit and consulting fees as in the 2014
period we were in the process of completing the restatement of our Quarterly Reports on Form 10-Q for the quarters
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ended March 31 and June 30, 2013 and strengthening our internal controls, as well as a $1.1 million decrease in
facility and overhead charges. The decrease was partially offset by a $1.6 million increase in payroll and benefits and
a $0.6 million increase in bonus accrual. We expect to continue to focus on controlling our general and administrative
expenses in 2015.
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Amortization of purchased intangible assets

Our intangible assets are being amortized over their estimated useful lives. Amortization expense relating to
technology, patents and leasehold interests are included within cost of goods sold, while customer relationships and
other agreements are recorded within operating expenses. Amortization of purchased intangibles included in
operating expenses increased slightly in the three and six months ended June 30, 2015 primarily due to the
amortization of intangible assets from our acquisition of EMCORE’s tunable laser products in January 2015.

Acquisition-related transaction costs

In connection with our acquisition of tunable laser products from EMCORE, we incurred $0.1 million and $0.3
million in acquisition-related transaction costs in the three and six months ended June 30, 2015, respectively, related
to legal, accounting and other professional services.

Restructuring charges

In 2014, we initiated a restructuring plan (the “2014 Restructuring Plan”) to refocus on our strategy execution, optimize
our structure, and improve operational efficiencies. The 2014 Restructuring Plan consisted of workforce reductions
primarily in the U.S and in China. Restructuring charges in the three and six months ended June 30, 2015 were $0.1
million and $0.2 million, respectively.

Interest and other income (expense), net

Interest income consists of income earned on our cash, cash equivalents and short-term investments, as well as
restricted cash and investments. Interest expense consists of amounts paid for interest on our bank and other
borrowings. Other expense, net is primarily made up of government subsidies as well as foreign currency transaction
gains and losses. The functional currency of our subsidiaries in China is the RMB and of our subsidiaries in Japan is
the JPY. The foreign currency transaction gains and losses of our subsidiaries in China and Japan primarily result
from their transactions in U.S. dollars.

Three Months Ended Six Months Ended

June 30, June 30,
(in thousands) 2015 2014 ?Jhange Z)hange 2015 2014 ihange Z)hange
Interest income $ 23 $ 38 $A15 ) -39 % $53 $ 103 $650 ) 49 %
Interest expense (456 ) (311 ) (145 ) 47 % (962) (562 ) (400 ) 71 %
Other income (expense), net 602 (635 ) 1,237 -195 % 556 (1,242) 1,798 -145 %
Total $ 169 $ 908 ) 1,077 -119 % $ (353) $ (1,701) 1,348 -79 %

Total interest and other income (expense), net increased by $1.1 million in the three months ended June 30, 2015
compared to the same period in 2014, mainly due to a $1.2 million increase in other income (expense), net primarily
driven by favorable foreign exchange fluctuations as a result of stronger U.S. Dollar.

Total interest and other income (expense), net, decreased by $1.3 million in the six months ended June 30, 2015
compared to the same period in 2014, mainly due to a $1.8 million increase in other income (expense), net primarily
driven by favorable foreign exchange fluctuations, partially offset by a $0.4 million increase in interest expense as a
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result of our financing activities in the U.S., China and Japan.
Income taxes

We conduct our business globally and our operating income is subject to varying rates of tax in the United States,
China, Japan and other various foreign jurisdictions. Consequently, our effective tax rate is dependent upon the
geographic distribution of our earnings or losses and the tax laws and regulations in each geographical region.
Historically, we have experienced net losses in the U.S. and in the short term, we expect this trend to continue. In
China, one of our subsidiaries has historically qualified for a preferential 15% tax rate available for high technology
enterprises as opposed to the statutory 25% tax rate for 2014 to 2016.

Three Months Ended Six Months Ended
June 30, June 30,
) $ % $ %
(in thousands) 2015 2014 Change Change 2015 2014 Change Change

Provision for income taxes $ (1,127 ) $ (97 ) $ (1,030) 1062 % $ (1,541) $ (859) $ (682 ) 79 %
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Our income tax provision in the three and six months ended June 30, 2015 was primarily related to income taxes of
our non-U.S. operations.

Liquidity and capital resources

At June 30, 2015, we had working capital of $155.3 million and total cash, cash equivalents and short-term
investments of $100.4 million, of which 15% was held in accounts by our subsidiaries in China and 5% was held in
accounts by our subsidiaries in Japan. In addition, we had $4.0 million in restricted cash in accounts held by our
subsidiaries in China as of June 30, 2015.

Approximately $7.1 million of our accumulated deficit at December 31, 2014 was subject to restrictions due to the
fact that our subsidiaries in China are required to set aside at least 10% of their respective accumulated profits each
year to fund statutory common reserves as well as allocate a discretional portion of their after-tax profits to their staff
welfare and bonus fund. This restricted amount is not distributable as cash dividends except in the event of
liquidation.

On May 27, 2015, we completed our follow-on offering of 5,971,034 shares of our common stock in a registered
public offering at $7.25 per share. On May 27, 2015, the underwriters in our follow-on offering exercised an option to
purchase 895,655 shares of our common stock at a price of $7.25 per share, which was completed on June 1, 2015.
We raised approximately $45.6 million, net of underwriting costs and other directly related costs of approximately
$4.1 million.

We have a bank credit agreement with Comerica Bank in the U.S. Our original credit agreement with Comerica Bank
required the maintenance of specified financial covenants, including a debt to EBITDA ratio and liquidity ratios. The
agreement also restricts our ability to incur certain additional debt or to engage in specified transactions, restricts the
payment of dividends and is secured by substantially all of its U.S. assets, other than intellectual property assets. On
May 19, 2014, we executed an amendment to the credit agreement that waived the testing of certain covenants for
compliance, provided that we maintain compensating balances equal to outstanding amounts under the credit
agreement in accounts for which the bank will have sole access. In January 2015, we executed an amended credit
agreement with Comerica to eliminate the compensating balance requirement and modified the financial covenants,
including the maintenance of a modified EBITDA and certain liquidity covenants, and replaced our $20.0 million
revolving credit facility with a $25.0 million senior secured revolving credit line. In January 2015, we also repaid the
remaining Comerica term loan balance and borrowed $15.8 million under the amended revolving credit facility. In
March 2015, we further amended our credit agreement with Comerica to increase our borrowing capacity from $25.0
million to $30.0 million, subject to covenant requirements.

Amounts borrowed under the Comerica Bank credit facility, as amended, are due on or before November 2, 2016 and
borrowings bear interest at an interest rate option of a base rate as defined in the agreement plus 1.75% or LIBOR plus
2.75%. As of June 30, 2015, the rate on the LIBOR option was 2.93% outstanding balance was $15.8 million, which
was repaid in full in July 2015.

As of June 30, 2015 and December 31, 2014, the amount of our cash and investments in its compensating balance
accounts for the credit arrangement with Comerica Bank was zero and $17.5 million, respectively, which was
classified as current and non-current restricted cash and investments on our condensed consolidated balance sheet.

We regularly issue notes payable to our suppliers in China in exchange for accounts payable. These notes are
supported by non-interest bearing bank acceptance drafts and are due three to six months after issuance. As a
condition of the notes payable arrangements, we are required to keep a compensating balance at the issuing banks that
is a percentage of the total notes payable balance until the amounts are settled.
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In June 2015, our subsidiary in China renewed its short-term line of credit facility with a banking institution. Under
the renewed agreement, which expires in June 2016, RMB 120.0 million ($19.6 million) can be used for short-term
loans, which bears interest at varying rates, or up to approximately RMB 171.4 million ($28.1 million) can be used for
bank acceptance drafts (with a 30% compensating balance requirement). In September 2014, our China subsidiary
renewed its second short-term line of credit facility with a banking institution, under which RMB 150.0 million ($24.6
million) can be used for short-term loan or up to approximately RMB 214.3 million ($35.1 million) can be used for
bank acceptance drafts (with a 30% compensating balance requirement). This line of credit facility expires in
September 2015. As of June 30, 2015 and December 31, 2014, the non-interest bearing bank acceptance drafts issued
in connection with our notes payable to our suppliers in China under these line of credit facilities had an outstanding
balance of $13.2 million and $12.8 million, respectively.

As of June 30, 2015 and December 31, 2014, the compensating balance for these bank acceptance drafts totaled $4.0
million and $3.8 million, respectively, and was classified as restricted cash and investments on our consolidated
balance sheets. In 2014, our subsidiary in China entered into two $5.0 million short-term advance financing
agreements under one of its line of credit facilities to borrow a total of $10.0 million against export sales to us as its
parent company, with interest rates ranging from 2.33% to 4.02% per annum, respectively, and expiration dates in
April 2015 and May 2015, respectively. Interest and the principal were due upon
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expiration. In April 2015 and May 2015, we repaid each of these two $5.0 million advance financing agreements. In
April 2015, we executed a new $5.0 million advance financing agreement that bears interest at approximately 3.71%
and expires on October 8§, 2015.

On February 25, 2015, we entered into certain loan agreements and related special agreements (collectively, the “Loan
Arrangements”) with the Bank of Tokyo-Mitsubishi UFJ, Ltd. (the “Mitsubishi Bank™) that provided for (i) a term loan in
the aggregate principal amount of 500 million JPY ($4.2 million) (the “Term Loan A”) and (ii) a term loan in the
aggregate principal amount of one billion JPY ($8.4 million) (the “Term Loan B” and together with the Term Loan A,
the “Mitsubishi Bank Loans”). The Mitsubishi Bank Loans are secured by a mortgage on certain real property and
buildings owned by our Japanese subsidiary in Japan. The full amount of each of the Mitsubishi Bank Loans was
drawn on the closing date of February 25, 2015. Interest on the Mitsubishi Bank Loans accrues and is paid monthly
based upon the annual rate of the monthly Tokyo Interbank Offer Rate (TIBOR) plus 1.40%. The Term Loan A
requires interest only payments until the maturity date of February 23, 2018, with a lump sum payment of the
aggregate principal amount on the maturity date. The Term Loan B requires equal monthly payments of principal
equal to 8,333,000 JPY until the maturity date of February 25, 2025, with a lump sum payment of the balance of
8,373,000 JPY on the maturity date. Interest on the Term Loan B is accrued based upon monthly TIBOR plus 1.40%
and is secured by real estate collateral. In conjunction with the execution of the Mitsubishi Bank Loans, we paid a
loan structuring fee, including consumption tax, of 40,500,000 JPY ($0.3 million).

The Mitsubishi Bank Loans contain customary representations and warranties and customary affirmative and negative
covenants applicable to our Japanese subsidiary, including, among other things, restrictions on cessation in business,
management, mergers or acquisitions. The Mitsubishi Bank Loans contain financial covenants relating to minimum
net assets, maximum ordinary loss and a dividends covenant. The Mitsubishi Bank Loans also include customary
events of default, including but not limited to the nonpayment of principal or interest, violations of covenants, restraint
on business, dissolution, bankruptcy, attachment and misrepresentations. In February 2015, we used a portion of the
proceeds of the Mitsubishi Bank Loans to repay the then-outstanding outstanding principal and interest amount of
approximately 710 million JPY ($6.0 million) under the loan from the acquisition of NeoPhotonics Semiconductor.

As of June 30, 2015, our total outstanding balance under the two Mitsubishi Banks Loans was 1.5 billion JPY
(approximately $11.9 million).

On January 2, 2015, we closed an acquisition of the tunable laser product lines of EMCORE for approximately $17.5
million. Consideration for the transaction consisted of $1.5 million in cash and a promissory note of approximately
$16.0 million, which was subject to certain adjustments for inventory, net accounts receivable and pre-closing
revenues and was subsequently adjusted to $15.5 million and was fully repaid in April 2015.

From time to time we accept notes receivable in exchange for accounts receivable from certain of our customers in
China. These notes receivable are non-interest bearing and are generally due within six months. Historically, we have
collected on the notes receivable in full at the time of maturity.

We believe that our existing cash, cash equivalents and cash flows from our operating activities will be sufficient to
meet our anticipated cash needs for at least the next 12 months. Our future capital requirements will depend on many
factors including our growth rate, the timing and extent of spending to support development efforts, the expansion of
sales and marketing activities, the introduction of new and enhanced products, the costs to increase our manufacturing
capacity and our foreign operations, the continuing market acceptance of our products and acquisitions of businesses
and technology. In the event that additional financing is required from outside sources, we may not be able to raise it
on terms acceptable to us or at all. If we are unable to raise additional capital when desired, our business, operating
results and financial condition would be adversely affected.
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Private placement transaction

In April 2012, we entered into a rights agreement with Rusnano, one of our principal stockholders. Under the rights
agreement, we agreed to make a $30.0 million investment commitment (the “Investment Commitment”) toward our
Russian operations. The Investment Commitment can be partially satisfied by cash and/or non-cash investment inside
or outside of Russia and/or by way of non-cash asset transfers.

In July 2015, we amended our rights agreement with Rusnano. The amendment to the rights agreement became
effective on June 30, 2015 and provides for an updated investment plan for our Russian subsidiaries that includes a
non-cash transfer of licensing rights to intellectual property, non-cash transfers of exiting equipment and commitments
to complete the remaining milestones of approximately one-half of the overall investment through fiscal year 2019. It
also provides that the maximum amount of penalties to be paid by us will not exceed $5.0 million in the aggregate,
with the following penalties for failure to meet specified milestones and exit options at the end of the following years,
subject to a 90-day cure period (“Cure Period”) following such years:
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-By December 31, 2015, if the actual cumulative investment and spending to the Company’s Russian subsidiaries is
less than $13.0 million, or if the Company has not sold any products manufactured by its Russian subsidiary, or if the
Company has not completed agreed-upon manufacturing milestones, then the Company will be subject to a $5.0
million penalty within 30 days after the end of the applicable Cure Period; if the cumulative investments and
spending to the Company’s Russian subsidiaries are less than $15.4 million but more than $13.0 million by December
31, 2015 and is not cured within the applicable Cure Period, the Company will be subject to a $1.5 million penalty
within 30 days after the end of the applicable Cure Period.

-By December 31, 2016, if the actual cumulative investment and spending to the Company’s Russian subsidiaries is
less than $18.8 million, the Company will be subject to a $1.5 million penalty within 30 days after the end of the
applicable Cure Period.

- At the end of 2016, the Company will be subject to pay an exit fee of $3.5 million to Rusnano should the Company
decide to cease the operations of its Russian subsidiaries, provided that the cumulative investments and spending
including the tangible asset transfers, other than intangible asset transfers which is limited to a maximum valuation of
$5.7 million, exceed $10.0 million.

- At the end of 2019, the Company will be subject to pay an exit fee of $2.0 million to Rusnano should the Company
decide to cease the operations of its Russian subsidiaries, if the cumulative investments and spending are less than
$30.0 million.

Separately, on December 18, 2014, we entered into a Commitment to file a Registration Statement and Related

Waiver of Registration Rights, whereby Rusnano waived certain registration rights in connection with a potential

offering by us of shares of our common stock, and we committed to file with the SEC a resale registration statement

on Form S-1 covering the resale of all shares of our common stock held by Rusnano. We filed such resale registration
statement on April 6, 2015 to register 4,972,905 shares of our common stock held by Rusnano. Rusnano also waived
its demand registration rights under the original rights agreement and agreed to enter into a lock up agreement with us
whereby it would agree not to sell any shares of our common stock, or engage in certain other transactions relating to
our securities, for a period of 60 days from the filing date of the resale registration statement. Rusnano signed such
lock up agreement with us on April 2, 2015. In connection with our public stock offering completed in the second
quarter of 2015, Rusnano entered into a separate lock up agreement with Needham & Company, LLC, the lead
underwriter of the offering, whereby it agreed not to sell any shares of our common stock, or engage in certain other
transactions relating to our securities, for a period of 180 days from May 21, 2015. We do not receive any proceeds
from any sales of our common stock held by Rusnano.

Cash flow discussion

The table below sets forth selected cash flow data for the periods presented:

Six Months Ended
June 30,
(in thousands) 2015 2014
Net cash provided by (used in) operating activities $15,122 $(20,307)
Net cash provided by (used in) investing activities 3,475 (12,496)
Net cash provided by financing activities 30,666 3,627

Effect of exchange rates on cash and cash equivalents (163 ) 118
Net increase (decrease) in cash and cash equivalents ~ $49,100 $(29,058)
Operating activities

Net cash provided by operating activities was $15.1 million in the six months ended June 30, 2015, which was a $35.4
million increase from $20.3 million used in operating activities in the same 2014 period. The increase was primarily
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attributable to a $1.9 million net income in the 2015 period compared to a $19.4 million net loss in the 2014 period, a
$22.8 million increase in cash flows from accounts receivable due to collections and a $6.8 million increase in cash
flows from prepaid expenses and other assets primarily due to higher prepaid value-added tax payments in the 2014
period, partially offset by a $11.0 million decrease in inventory due to product demand and a $8.2 million decrease in
cash flows from accounts payable due to timing of payments.

Investing activities

Net cash provided by investing activities was $3.5 million in the six months ended June 30, 2015, compared to $12.5
million used in investing activities in the same 2014 period. The change was driven by a $25.0 million decrease in
restricted cash primarily due to the removal of compensating balance associated with our Comerica credit arrangement
and a $9.2 million decrease in purchase
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of marketable securities in 2015, partially offset by a $18.7 million decrease in proceeds from sales and maturities of
marketable securities.

Financing activities

Net cash provided by financing activities was $30.7 million in the six months ended June 30, 2015, a $27.0 million
increase from $3.6 million provided by financing activities in the same 2014 period. The increase was largely due to
$46.3 million in net proceeds from issuance of common stock in a public offering in 2015, a $24.7 million increase in
proceeds from issuance of bank loans in 2015 and a $2.0 million contingent consideration payment in 2014. The
increase was partially offset by a $42.2 million decrease due to repayments of the loan associated with the
NeoPhotonics Semiconductor acquisition, the Amended EMCORE Note and the Comerica term loan, a $2.0 million
decrease related to repayment of notes payable, a $1.0 million decrease due to less proceeds from stock issued under
the employee stock purchase plan and stock option exercises, along with a $0.7 million decrease related to less
proceeds from issuance of notes payable.

Contractual obligations and commitments

As of June 30, 2015, our principle commitments consist of obligations under operating leases, purchase commitments,
debt and other contractual obligations. There have been no significant changes to these obligations during the six
months ended June 30, 2015 compared to the contractual obligations disclosed in Management's Discussion and
Analysis of Financial Condition and Results of Operations, set forth in Part II, Item 7, of our Annual Report on Form
10-K for the fiscal year ended December 31, 2014.

Off-balance sheet arrangements

During the six months ended June 30, 2015, we did not have any significant off-balance sheet arrangements other than
our operating lease obligations.

Recent accounting pronouncements

See Note 1 “Basis of presentation and significant accounting policies” in the Notes to Condensed Consolidated Financial
Statements on this Quarterly Report on Form 10-Q for a description of recent accounting pronouncements and
accounting changes.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our exposures to market risk have not changed materially since December 31, 2014. For quantitative and qualitative
disclosures about market risk, see Item 7A, Quantitative and Qualitative Disclosures About Market Risk, in our
Annual Report on Form 10-K for the year ended December 31, 2014.

ITEM 4.CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the

effectiveness of our disclosure controls and procedures as of June 30, 2015. The term “disclosure controls and
procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act, means controls and other
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procedures of a company that are designed to ensure that information required to be disclosed by a company in the
reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported, within the
time periods specified in the SEC’s rules and forms. Disclosure controls and procedures include, without limitation,
controls and procedures designed to reasonably ensure that information required to be disclosed by a company in the
reports that it files or submits under the Exchange Act is accumulated and communicated to the company’s
management, including its principal executive and principal financial officers, as appropriate to allow timely decisions
regarding required disclosure.

Based upon that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that, as of the end of

the period covered in this report, our disclosure controls and procedures were effective as of June 30, 2015 at a
reasonable assurance level.

Changes in Internal Control over Financial Reporting
There have not been any changes in our internal control over financial reporting (as defined in Rule 13a-15(f) under
the Securities and Exchange Act of 1934, as amended) as of June 30, 2015 that materially affected, or are reasonably

likely to materially affect, our internal control over financial reporting.
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Inherent Limitation on the Effectiveness of Internal Controls

The effectiveness of any system of internal control over financial reporting is subject to inherent limitations, including
the exercise of judgment in designing, implementing, operating, and evaluating the controls and procedures, and the
inability to eliminate misconduct completely. Accordingly, any system of internal control over financial reporting can
only provide reasonable, not absolute assurances. In addition, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate. We intend to continue to monitor and upgrade
our internal controls as necessary or appropriate for our business, but cannot assure that such improvements will be
sufficient to provide us with effective internal control over financial reporting.
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PART II. OTHER INFORMATION

ITEM 1.LEGAL PROCEEDINGS

From time to time, we are involved in litigation that we believe is of the type common to companies engaged in our
line of business, including commercial disputes and employment issues. As of the date of this Quarterly Report on
Form 10-Q, other than as described below, we are not involved in any pending legal proceedings that we believe could
have a material adverse effect on our financial condition, results of operations or cash flows. However, as described
below, a certain dispute involves a claim by a third party that our activities infringe their intellectual property rights.
This and other types of intellectual property rights claims generally involve the demand by a third party that we cease
the manufacture, use or sale of the allegedly infringing products, processes or technologies and/or pay substantial
damages or royalties for past, present and future use of the allegedly infringing intellectual property. Claims that our
products or processes infringe or misappropriate any third-party intellectual property rights (including claims arising
through our contractual indemnification of our customers) often involve highly complex, technical issues, the outcome
of which is inherently uncertain. Moreover, from time to time, we may pursue litigation to assert our intellectual
property rights. Regardless of the merit or resolution of any such litigation, complex intellectual property litigation is
generally costly and diverts the efforts and attention of our management and technical personnel which could
adversely affect our business.

For a discussion of our current legal proceedings, please refer to the information set forth under the “Litigation” section
in Note 10, Commitments and Contingencies, in Notes to Condensed Consolidated Financial Statements in Item 1 of
Part I of this Quarterly Report on Form 10-Q, which is incorporated herein by reference.

ITEM 1A.RISK FACTORS

The risk factors facing our company have not changed materially from those set forth in Part I, Item 1A of our Annual
Report on Form 10-K for the year ended December 31, 2014, as filed with the SEC on March 16, 2015, which risk
factors are set forth below, except for those risk factors denoted by an asterisk (*).

Risks related to our business

Customer demand is difficult to accurately forecast and, as a result, we may be unable to optimally match production
with customer demand, which could adversely affect our business and financial results.

We make planning and spending decisions, including determining the levels of business that we will seek and accept,
production schedules, and inventory levels, component procurement commitments, personnel needs and other
resource requirements, based on our estimates of customer requirements. The short-term nature of commitments by
many of our customers and the possibility of unexpected changes in demand for their products reduce our ability to
accurately estimate future customer requirements. On occasion, customers may require rapid increases in production,
which can strain our resources, cause our manufacturing to be negatively impacted by materials shortages, necessitate
higher or more restrictive procurement commitments, increase our manufacturing yield loss and scrapping of excess
materials, and reduce our gross margin. We may not have sufficient capacity at any given time to meet the volume
demands of our customers, or one or more of our suppliers may not have sufficient capacity at any given time to meet
our volume demands. Conversely, a downturn in the markets in which our customers compete can cause, and in the
past have caused, our customers to significantly reduce or delay the amount of products ordered from us or to cancel
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existing orders, leading to lower utilization of our facilities. Because many of our costs and operating expenses are
relatively fixed, reduction in customer demand due to market downturns or other reasons would have a material
adverse effect on our gross margin, operating income and cash flow. For example, in the fourth quarter of 2012, we
experienced an increase in manufacturing costs for one of our High Speed Products and separately, lower utilization of
one of our water fabrication facilities, which adversely affected our gross margin in the fourth quarter of 2012 and
each quarter of 2013.

Our products are typically sold pursuant to individual purchase orders or by use of a vendor-managed inventory, or
VMI, model, which is a process by which we ship agreed quantities of products to a customer-designated location and
those products remain our inventory and we retain the title and risk of loss for those products until the customer takes
possession of the products. While our customers generally provide us with their demand forecasts and may give us a
promised market share award, they are typically not contractually committed to buy any quantity of products beyond
firm purchase orders. Many of our customers may increase, decrease, cancel or delay purchase orders already in place.
We have experienced and expect to continue to experience wide fluctuations in demand from customers using VMI,
particularly Huawei Technologies Co., Ltd. and their affiliate HiSilicon Technologies Co., Ltd., even in instances
where we have built and shipped products to the customer-designated locations as VMI. In recent periods, there has
been an increase in the number of our customers utilizing VMI, which may increase our exposure to risks of wide
fluctuations in demand from VMI customer locations. If any of our major customers decrease, stop or delay
purchasing our products for any reason, our business and results of operations would be harmed. Cancellation or
delays of such orders, as well as fluctuations in VMI
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utilization by our customers, may cause us to incur an adverse effect on our revenues, as well as adversely affect our
overall results of operations.

We are under continuous pressure to reduce the prices of our products, which has adversely affected, and may
continue to adversely affect, our gross margins.

The communications networks industry has been characterized by declining product prices over time. We have
reduced the prices of many of our products in the past and we expect to continue to experience pricing pressure for our
products in the future, including from our major customers. Price declines particularly adversely affected our gross
margins in the first and second quarters of 2014. When seeking to maintain or increase their market share, our
competitors may also reduce the prices of their products. In addition, our customers may have the ability or seek to
internally develop and manufacture competing products at a lower cost than we would otherwise charge, which would
add additional pressure on us to lower our selling prices. If we are unable to offset any future reductions in our
average selling prices by increasing our sales volume, reducing our costs and expenses or introducing new products,
our gross margin would continue to be adversely affected.

*We have a history of losses which may continue in the future.

We have a history of losses and we may incur additional losses in future periods. As of June 30, 2015, our
accumulated deficit was $300.3 million. We also expect to continue to make significant expenditures related to the
ongoing operation and development of our business. These include expenditures related to the sales, marketing and
development of our products and to maintain our manufacturing facilities and research and development operations.

*We are dependent on Huawei Technologies Co., Ltd. and their affiliate HiSilicon Technologies Co., Ltd., Ciena,
Alcatel-Lucent SA and our other key customers for a significant portion of our revenue and the loss of, or a significant
reduction in orders from, Huawei Technologies Co., Ltd. or any of our other key customers may reduce our revenue
and adversely impact our results of operations.

Historically, we have generated most of our revenue from a limited number of customers. In the six months ended
June 30, 2015, Huawei Technologies Co. Ltd., together with its affiliate HiSilicon Technologies Co., Ltd., and Ciena
Corporation accounted for approximately 40% and 23% of our total revenue, respectively, and our top ten customers
represented 90% of our total revenue. In 2014, Huawei Technologies Co., Ltd., Ciena Corporation, and
Alcatel-Lucent SA accounted for 38%, 15% and 10% of our total revenue, respectively, and our top ten customers
represented 88% of our total revenue. In 2013, Huawei Technologies Co., Ltd., Ciena Corporation and Alcatel-Lucent
SA accounted for 27%, 16% and 14% of our revenue, respectively, and our top ten customers represented 86% of our
total revenue. As a result, the loss of, or a significant reduction in orders from Huawei Technologies Co., Ltd., and its
affiliate HiSilicon Technologies Co., Ltd., Alcatel-Lucent SA, Ciena Corporation or any of our other key customers
would materially and adversely affect our revenue and results of operations. Adverse events affecting our customers
could also adversely affect our revenue and results of operations.

We face intense competition which could negatively impact our results of operations and market share.

The communications networks industry is highly competitive. Our competitors range from large international
companies offering a wide range of products to smaller companies specializing in niche markets. In addition, we
believe that a number of companies have developed or are developing planar light wave, indium phosphide, high
speed drivers or MEMS-based PIC devices and other products that compete directly with our products. Current and
potential competitors may have substantially greater financial, marketing, research and manufacturing resources than
we possess, and there can be no assurance that our current and future competitors will not be more successful than us
in specific product lines or as a whole.
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Some of our competitors have substantially greater name recognition, technical, financial, and marketing resources,
and greater manufacturing capacity, as well as better-established relationships with customers, than we do. Some of
our competitors have more resources to develop or acquire, and more experience in developing or acquiring, new
products and technologies and in creating market awareness for these products and technologies. Some of our
competitors may be able to develop new products more quickly than us and may be able to develop products that are
more reliable or which provide more functionality than ours. In addition, some of our competitors have the financial
resources on business strategy to offer competitive products at below-market pricing levels that could prevent us from
competing effectively and result in a loss of sales or market share or cause us to lower prices for our products.

In particular we have developed new technologies and products that we believe are key components in our customers’
systems for 100Gbps data transmission. The emergence of technologies and products from our competitors and their
success in competing against our technologies and products for 100Gbps data transmission could render our existing
products uncompetitive from a pricing standpoint, obsolete or otherwise unmarketable.
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We also face competition from some of our customers who evaluate our capabilities against the merits of
manufacturing products internally, including Huawei Technologies Co., Ltd. and its affiliate, HiSilicon Technologies
Co., Ltd. Due to the fact that such customers are not seeking to make a comparable profit directly from the
manufacture of these products, they may have the ability to provide competitive products at a lower total cost than we
would charge such customers. As a result, these customers may purchase less of our products and there would be
additional pressure to lower our selling prices which, accordingly, would negatively impact our revenue and gross
margin.

Intense competition in our markets could result in aggressive business tactics by our competitors, including
aggressively pricing their products or selling older inventory at a discount. If our current or future competitors utilize
aggressive business tactics, including those described above, demand for our products could decline, we could
experience delays or cancellations of customer orders, or we could be required to reduce our sales prices.

Increasing costs may adversely impact our gross margins.

The rate of increase in our costs and expenses, including as a result of rising labor costs in China, may exceed the rate
of increase in our revenue, either of which would materially and adversely affect our business, our results of
operations and our financial condition.

Manufacturing problems could result in delays in product shipments to customers and could adversely affect our
revenue, competitive position and reputation.

We may experience delays, disruptions or quality control problems in our manufacturing operations. For instance, we
could experience a disruption in our fabrication facilities for our PIC products due to any number of reasons, such as
equipment failure, contaminated materials or process deviations, which could adversely impact manufacturing yields
or delay product shipments. As a result, we could incur additional costs that would adversely affect our gross margin,
and product shipments to our customers could be delayed beyond the shipment schedules requested by our customers,
which would negatively affect our revenue, competitive position and reputation.

Additionally, manufacturing yields depend on a number of factors, including the stability and manufacturability of the
product design, manufacturing improvements gained over cumulative production volumes, the quality and consistency
of component parts and the nature and extent of customization requirements by customers. Capacity constraints, raw
materials shortages, logistics issues, labor shortages, volatility in utilization of manufacturing operations, supporting
utility services and other manufacturing supplies, the introduction of new product lines, rapid increases in production
demands and changes in customer requirements, manufacturing facilities or processes, or those of some third party
contract manufacturers and suppliers of raw materials and components have historically caused, and may in the future
cause, reduced manufacturing yields, negatively impacting the gross margin on, and our production capacity for, those
products. Moreover, an increase in the rejection and rework rate of products during the quality control process before,
during or after manufacture would result in our experiencing lower yields, gross margin and production capacity. Our
ability to maintain sufficient manufacturing yields is particularly challenging with respect to PICs due to the
complexity and required precision of a large number of unique manufacturing process steps. Manufacturing yields for
PICs can also suffer if contaminated materials or materials that do not meet highly precise composition requirements
are inadvertently utilized. Because a large portion of our PIC manufacturing costs are fixed, PIC manufacturing yields
have a substantial effect on our gross margin. Lower than expected manufacturing yields could also delay product
shipments and decrease our revenue. It can be hard to cost-effectively increase our production output rapidly, and we
can experience yield loss and excess material scrap, which can increase our cost of goods sold and harm our
profitability. Also, if we do not have sufficient demand for our PIC-based products our cost of goods sold can increase
as the fixed costs of our fabrication facilities are spread over lower production.
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We are subject to the cyclical nature of the markets in which we compete and any future downturn may reduce
demand for our products and revenue.

The markets in which we compete are tied to the aggregate capital expenditures of telecommunications service

providers as they build out and upgrade their network infrastructure. These markets are highly cyclical and

characterized by constant and rapid technological change, price erosion, evolving standards and wide fluctuations in
product supply and demand. In the past, including recently to varying degrees in China, the U.S. and Europe, these

markets have experienced significant downturns, often connected with, or in anticipation of, the maturation of product
cycles—for both manufacturers’ and their customers’ products—or in response to over or under purchasing of inventory by
our customers relative to ultimate carrier demand, and with declining general economic conditions. These downturns

have been characterized by diminished product demand, production overcapacity, high inventory levels and

accelerated erosion of average selling prices.
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Our historical results of operations have been subject to substantial fluctuations, and we may experience substantial
period-to-period fluctuations in future results of operations. Any future downturn in the markets in which we compete
could significantly reduce the demand for our products and therefore may result in a significant reduction in revenue.
It may also increase the volatility of the price of our common stock. Our revenue and results of operations may be
materially and adversely affected in the future due to changes in demand from individual customers or cyclical
changes in the markets utilizing our products.

In addition, the communications networks industry from time to time has experienced and may again experience a
pronounced downturn. To respond to a downturn, many service providers may slow their capital expenditures, cancel
or delay new developments, reduce their workforces and inventories and take a cautious approach to acquiring new
equipment and technologies from original equipment manufacturers, which would have a negative impact on our
business. Weakness in the global economy or a future downturn in the communications networks industry may cause
our results of operations to fluctuate from quarter-to-quarter and year-to-year, harm our business, and may increase the
volatility of the price of our common stock.

It could be discovered that our products contain defects that may cause us to incur significant costs, divert our
attention, result in a loss of customers and result in product liability claims.

Our products are complex and undergo quality testing as well as formal qualification, both by our customers and by
us. However, defects may occur from time to time. Our customers’ testing procedures are limited to evaluating our
products under likely and foreseeable failure scenarios and over varying amounts of time. For various reasons, such as
the occurrence of performance problems that are unforeseeable in testing or that are detected only when products age
or are operated under peak stress conditions, our products may fail to perform as expected long after customer
acceptance. Failures could result from faulty components or design, problems in manufacturing or other unforeseen
reasons. As a result, we could incur significant costs to repair or replace defective products under warranty,
particularly when such failures occur in installed systems. We have experienced such failures in the past and will
continue to face this risk going forward, as our products are widely deployed throughout the world in multiple
demanding environments and applications. In addition, we may in certain circumstances honor warranty claims after
the warranty has expired or for problems not covered by warranty in order to maintain customer relationships. Any
significant product failure could result in lost future sales of the affected product and other products, as well as
customer relations problems, litigation and damage to our reputation.

In addition, our products are typically embedded in, or deployed in conjunction with, our customers’ products, which
incorporate a variety of components, modules and subsystems and may be expected to interoperate with modules
produced by third parties. As a result, not all defects are immediately detectable and when problems occur, it may be
difficult to identify the source of the problem. These problems may cause us to incur significant damages or warranty
and repair costs, divert the attention of our engineering personnel from our product development efforts and cause
significant customer relations problems or loss of customers, all of which would harm our business.

The occurrence of any defects in our products could give rise to liability for damages caused by such defects. They
could, moreover, impair our customers’ acceptance of our products. Both could have a material adverse effect on our
business and financial condition. Although we carry product liability insurance which covers this risk, this insurance
may not adequately cover our costs arising from defects in our products or otherwise.

If spending for communications networks does not continue to grow as expected