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Explanatory Note

Options Investigation. On August 30, 2006, we announced that our board of directors had formed a
Special Committee consisting of independent directors and that the Special Committee had hired independent
counsel to conduct a full investigation of our historical option grant practices from the time of our initial public
offering on July 1, 1998 through June 2006 (“Review Period”). On October 25, 2006, we filed with the SEC a
Form 8-K under Item 4.02 (Non-reliance on Previously Issued Financial Statements or a Related Audit) and
announced that though the investigation by the Special Committee remained on-going, the Special Committee
had reached a determination that different measurement dates should have been used for computing
compensation costs for certain stock options grants than those used in the preparation of our historical financial
statements. The Special Committee had not yet completed its investigation to allow for the final determination of
the proper measurement dates, and therefore, we had not determined the amount of additional compensation
expense that would be recorded. Nonetheless, we had determined that our financial statements included in reports
that we had previously filed with the SEC would need to be restated, and that such financial statements, and our
earnings releases reporting periodic operating results and financial condition for such periods, should no longer
be relied upon. On January 24, 2007, we announced that the Special Committee had completed its investigation
into the company’s stock option practices.

As a result of the independent investigation, as well as our internal review, our management has concluded,
and the Audit and Corporate Governance Committee of the Board of Directors agrees, that incorrect
measurement dates were used for financial accounting purposes and pro forma disclosure purposes for certain
stock option grants made in the Review Period. As a result, we have recorded net additional non-cash stock-
based compensation expense and related tax effects of $32.0 million, net of forfeitures related to employment
terminations, during the Review Period with regard to past stock option grants, and we are restating previously
filed financial statements for fiscal years ended June 30, 2005 and June 30, 2004 in this Form 10-K. The
additional stock-based compensation expense is being amortized over the vesting period relating to each option,
typically 48 to 50 months, with approximately 99% of the expense being recorded in years prior to fiscal 2004.
For fiscal 2006, 2005 and 2004 these adjustments, after tax, were an increase to net income of $186,000, a
decrease to net income of $149,000 and an increase to net loss of $317,000, respectively. The adjustments did not
affect MIPS’ previously reported revenue, cash, cash equivalents and marketable investment balances in any of
the restated periods. We have also made certain other adjustments to the historical consolidated financial
statements to correct errors identified during the preparation of the restated financial statements. These
adjustments included: (1) Correction of an error in the calculation of the fair value of the options which were the
subject of a settlement in the first quarter of fiscal 2006 with certain former employees in Denmark. The market
value of MIPS common stock on the original grant date was erroneously used instead of the market value of
MIPS common stock on the reinstatement date in determining the fair value of the reinstated options under the
Black-Scholes valuation model. The impact of the adjustment was an increase of $2.1 million in income before
taxes for fiscal 2006; (2) Recording realized accumulated translation gain upon closure of our branch in Denmark
in fiscal 2005. The impact of the adjustment was an increase of $280,000 in income before taxes for fiscal 2005;
(3) Correction of errors in calculating accretion of interest on certain debt securities. The impact of this
adjustment was an increase in income before taxes of $13,000 in fiscal 2003, $43,000 in fiscal 2004, $59,000 in
fiscal 2005 and a decrease in income before taxes of $45,000 in the nine months ended March 31, 2006; (4)
Correction of errors in the computation of available federal and state research and development income tax
credits in estimating our income tax provision expense. This adjustment impacted our income tax provision
expense resulting in an increase of $220,000 in fiscal 2000, a decrease of $317,000 in fiscal 2001, a decrease of
$17,000 in fiscal 2002 and an increase of $2,200,000 in fiscal 2003; and (5) Correction of errors in our income
tax provision calculation related to foreign income taxes resulting in reductions of income tax expense in the
amount of $90,000 in fiscal 2004, $88,000 in fiscal 2005 and $118,000 in the second quarter of fiscal 2006.

Restatement of Financial Information. In this Form 10-K, we are restating our Consolidated Balance Sheet
as of June 30, 2005, and the related Consolidated Statements of Operations, Stockholders’ Equity and Cash
Flows for each of the fiscal years ended June 30, 2005 and June 30, 2004.



This Form 10-K also reflects the restatements of “Selected Consolidated Financial Data” in Item 6 for the
fiscal years ended June 30, 2005, 2004, 2003 and 2002, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” in Item 7 for the fiscal years ended June 30, 2005 and June 30, 2004 and
selected quarterly financial information in Item 8 for the fiscal year ended June 30, 2005 and for the first three
quarters of fiscal 2006.

The financial statement and selected quarterly information, “Selected Consolidated Financial Data,” and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” included in
previously filed Annual Reports on Form 10-K and Quarterly Reports on Form 10-Q affected by the restatements
have not been amended and should not be relied upon. Similarly, press releases setting forth selected financial
information for fiscal quarters, and year-to-date periods, ending on or before June 30, 2006 should not be relied
upon. Our restated interim financial statements for the quarterly and year-to-date periods ended September 30,
2005, December 31, 2005 and March 31, 2006 will be included in our quarterly reports on Form 10-Q for the
periods ended September 30, 2006, December 31, 2006 and March 31, 2007.
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PART 1
Item 1. Business
General

MIPS Technologies, Inc. is a leading developer of embedded processors and related intellectual property for
use in markets such as digital consumer, wired and wireless communications (including broadband access),
office automation, security, and automotive. For more than twenty years, MIPS has developed and licensed a
wide range of reduced instruction set computers, or “RISC” processor architectures and cores. The flexibility,
performance, and cost of these architectures and cores have resulted in broad usage, and a broad base of suppliers
have designed their products, usually software or tools, to operate with our MIPS architecture products. MIPS is
the hub of an environment — what we call an “ecosystem” — that includes these suppliers, together with our
semiconductor licensees and their system level customers. This ecosystem has been responsible for mutually
reinforcing innovations across a broad spectrum of markets and applications.

Our business model is based on the licensing of microprocessor intellectual property or “IP” in the form of
both architectures and implementations. Microprocessor IP requires considerable development efforts in order to
create a product, but once created it can be licensed for use to multiple parties and distributed electronically. We
license our IP products for prices ranging from a few hundred thousand dollars to millions of dollars depending
upon the technology involved and the specifics of the license. Once our IP has been incorporated into our
licensees’ products, which may take several months to several years, we are eligible to receive royalties from our
licensees that are usually a few percent of the selling price of the licensee’s products.

We have developed standards for both 32-bit and 64-bit computing. We license our industry-standard
MIPS32 and MIPS64 instruction-set architectures, application specific extensions, or ASEs, core designs and
other related intellectual property to semiconductor companies and system original equipment manufacturers, or
system OEMs. Together with our architecture and core licensees, we offer a broad variety of performance-
oriented embedded processors that scale across multiple markets in standard, custom, semi-custom and
application-specific products. We currently have more than 180 license agreements with more than 110
companies around the world offering more than 850 processor-based chips for the embedded market.

The markets and applications that benefit from the MIPS architecture continue to expand. As transistor
density increases and as per unit manufacturing costs continue to drop, more and more high volume markets are
moving to 32-bit or 64-bit processing power. While our products can serve a broad cross section of these
markets, we apply special efforts to target high growth and high volume markets where the cost or performance
advantages of our products have significant value.

MIPS Technologies, Inc. was incorporated in Delaware in June 1992. Our predecessor, MIPS Computer
Systems, Inc., was founded in 1984 and was acquired by Silicon Graphics in 1992. We were separated from the
business of Silicon Graphics, effective June 1, 1998. Our principal executive office is located at 1225 Charleston
Road, Mountain View, California 94043-1353, and our telephone number at that address is (650) 567-5000. Our
website address is www.mips.com.

Industry Background

Continuing rapid advances in semiconductor technology have enabled the integration of very large numbers
of transistors on single integrated circuit silicon chips. The same capability enables lower cost, lower power, and
higher performance per function in those chips. During the 1990’s and continuing in the 2000’s the state of the
silicon technology art pushed to and past the point where truly powerful computers in the form of single chip or
embedded microprocessors could be built for a well under a dollar. As a result, it is now cost-effective for system
OEMs to embed these processors into a wider range of electronic products and systems, including a new
generation of digital consumer and business products. In some cases, processors are standalone devices, but
increasingly processor cores are included with other functional blocks on a single chip. In many cases, these
system-on-a-chip or “SOC’s” are the most cost-effective method of creating new product solutions. The
availability of low-cost, high-performance processors and the development of SOC technology have contributed
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to the emergence and rapid growth of the market for embedded systems, particularly for advanced digital
consumer and business products.

Embedded processor systems are broadly defined as microcontrollers, processors and cores plus related
software and hardware incorporated into devices other than personal computers, workstations, servers,
mainframes and minicomputers. Today the market for these embedded processors is much larger than the
personal computer market in terms of processor units. A very large portion of this market consists of 4-bit, 8-bit
and 16-bit microcontrollers embedded primarily into low-cost, consumer products such as home appliances, fax
machines, printers, telephone answering machines and automobile systems. Although microcontrollers are
adequate for many applications, their limited performance often limits the feature set or functionality of the
product, and they often require sophisticated and time consuming programming from expert programmers to
achieve the product needs. Until the mid-1990’s the use of higher performance 32-bit and 64-bit processors was
limited to higher-cost, low-volume applications such as telecommunications switching equipment and data
networking routers. As costs of 32-bit and 64-bit processors have come down, it is often economically feasible to
employ these processors in products previously using a lower-end solution. Examples of this migration are video
games in the mid-1990°s and cellular phones in the late 1990’s. The use of these advanced processors provides a
material advantage to the system builder, and the market for 32-bit and 64-bit processors has grown from a few
millions of units in the mid-1990’s to in excess of two and one-half billion units today.

Digital consumer and business products that incorporate low-power and high-performance processors and
software can offer advanced functionality such as realistic 3-D graphics rendering, digital audio and video, and
communications and high-speed signal processing. Examples include set-top boxes, digital video disks,
broadband access devices such as cable and digital subscriber lines, or DSL, modems, VoIP enabled devices,
video game consoles, processor-based smart cards, digital cameras, 802.11 wireless networking devices and
home and office printers and multi-function peripherals. To meet the demands of the digital consumer and
business products market, system OEMs rely on semiconductor companies to design and deliver critical
components within rigorous price and performance parameters. In order to supply products for these markets,
semiconductor suppliers are increasingly combining their own intellectual property with that of third-party
suppliers, such as MIPS, in the form of processor cores and other functional blocks.

The MIPS Ecosystem

Processors are unlike many other kinds of semiconductors, such as memories, which interface with other
components in a highly standardized manner. Each processor architecture has its own unique language called an
instruction set. The specifics of the architecture and its instruction set have a major impact on the cost and
performance of the end product and require much support.

Processors of a given architecture, like MIPS’ architecture, which have created widely used standards, offer
the system developer access through third parties to a broad array of software and engineering development tools
such as compilers, debuggers and in-circuit emulation testers, middleware, and application platforms and
reference designs for that processor. The collective effect of this collateral work is what we call the “ecosystem.”
The availability of this supportive technology is an incentive for anyone building a new system to stay with the
standard. Several companies, including MIPS, have recognized that such ecosystems serve as barriers to entry for
anyone attempting to create new standards for processor architectures in the embedded markets.

MIPS also considers certain licensees to be part of our ecosystem. Specifically, companies which have
licensed design rights to our architecture contribute to the MIPS product base with their own versions of MIPS-
compatible processors, most of which have been optimized for the licensee’s market of interest. The collective
effect of these design rights licensees is to enhance the number of MIPS compatible offerings in a much wider
base of markets than MIPS Technologies could serve on its own. This in turn enhances the desirability for third
parties to provide their products, such as software or applications, which are compatible with the MIPS
architecture.

Some of the companies that form the MIPS ecosystem, including Green Hills Software, Monta Vista
Software and Wind River Systems, provide more than 150 products in support of the MIPS architecture. Popular

5

S
S
=
=
=
~




operating systems compatible with our architecture include Cisco’s 10S, Express Logic’s ThreadX, Mentor
Graphics’ Nucleus, Microsoft’s Windows CE.NET, Linux, and Wind River’s VxWorks. This broad range of
third-party support allows system OEMs to save cost and shorten the time required to design the MIPS processor
technology in their products and get to market more quickly.

Customers and Channels

We have over 110 licensees that develop, manufacture or have manufactured and sell silicon solutions based
on the MIPS processor architecture, processors, and cores. We have two major types of licensees: architecture
licensees that license design rights and independently develop their own MIPS compatible cores and
implementation licensees that license processor core implementations from MIPS which they normally insert
directly into their own integrated circuits containing other elements of their system. Our implementation
licensees may license either or both synthesizable, or “soft” cores or cores ported to a specific manufacturing
process, or “hard” cores. Many architectural licensees license our core implementations to serve multiple needs
in their product lines.

The design rights, or architecture, licensees make significant investments in our technology and market
development. Through our flexible approach to licensing our architectural intellectual property, our licensees are
able to design optimized semiconductor products for multiple segments of the embedded market resulting in
what we believe is the broadest offering of embedded processor solutions in the world. In most cases, our
licensees also add custom integration services and derivative design technologies to complement our processor
designs.

Our licensees have developed a broad portfolio of processors and standard products based on the MIPS
architecture. In addition, some companies choose to extend the instruction set to perform specialized functions
more effectively. These are called application specific extensions, and some are licensed back to us and offered
to other licensees. The MIPS16e ASE, an extension which reduces the cost of some implementations, is an
example.

We reach our customers through different channels, consisting of:

Direct Sales. We have an internal sales force, which calls directly on potential licensees worldwide. Our
sales force consists of both direct sales personnel and “systems architects” who provide technical assistance to
our customers and potential customers. Most of MIPS’ licenses are derived from this activity.

Sales Agents. We selectively employ representatives in certain areas where specialized account knowledge
or cultural skills are critical to success. Most of the representatives that we employ today are in China and
surrounding countries.

Indirect Distribution Channels. We have expanded our reach into applications and markets with unique
needs by adding indirect distribution channels. These distribution channels include foundries, such as
Semiconductor Manufacturing International (Shanghai) Corporation, Taiwan Semiconductor Manufacturing Co.,
Ltd., and United Microelectronics Corporation, ASIC companies such as LSI Logic, Kawasaki Microelectronics,
Inc or KME, NECEL, Dai Nippon Printing Co. Ltd. or DNP and Socle Technology Corporation and design
service companies, such as Avnet ASIC Israel, Cadence Methodology Services Corporation, Socle Technology
Corporation and Wipro Limited.

System OEMs. Products based on the MIPS architecture are used by a variety of system OEMs in the
embedded market. A number of digital consumer and business products incorporate the MIPS architecture,
including Motorola Broadband and Cisco’s Scientific Atlanta set-top boxes, DVD recorders from Philips and
Toshiba, Sony PlayStation 2 and PSP video game systems, Minolta digital cameras, HP laser printers, and Cisco
routers. We participate in various sales and technical efforts directed to system OEMs and our strategic
marketing organization is focused on building value and brand awareness of the MIPS architecture among system
OEMs. These efforts result in direct license agreements from these OEMs or in the OEMs expressing a
preference or requirement for MIPS-based SOC solutions from their semiconductor suppliers.
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Markets and Applications
The primary markets for the MIPS architecture are described below:

Digital Consumer Products. Together with our existing semiconductor licensees, we expect to sell our
architecture into solutions for a wide variety of sophisticated, high-volume digital consumer products.

Set-Top Boxes. Set top boxes provide the interface between digitally transmitted signals over the air,
over cables or from satellites. Set-top boxes are becoming sophisticated digital appliances with features like
high definition, video-on-demand and personal video recording, which has driven growth in the use of
32-bit and 64-bit processors and related designs. Our design wins in this market include those from DISH
Network, Galaxis, Motorola, Pace, Pioneer, TiVo, and Scientific-Atlanta. Our licensees in this market
include ATI Technologies, Inc., Broadcom Corporation, NEC Electronics, Philips Semiconductors, PMC
Sierra, Scientific Atlanta, Toshiba Corporation and Zoran.

Broadband Products. High-speed connectivity to networks outside the enterprise is becoming
increasingly important for businesses as well as home users of personal computers. Products that provide
such connectivity include cable modems, DSL modems, 802.11 wireless IC’s, 802.16 WiMax IC’s and PON
or Passive Optical Networks. Our licensees in this market include Atheros, Broadcom, Centillium, Infineon
Technologies and Texas Instruments.

Automotive Products. An important new automotive application, telematics, provides a new level of
visual information from sources such as global positioning systems, GPS with mapping and routing, traffic
congestion and other useful information for travelers. Sophisticated displays require substantial processing
power to render the display in real time and companies such as Toshiba are supplying MIPS-based chips to
do this.

Video Games. Video games represent a highly specialized high volume opportunity, which is served
by our design rights licensees such as LSI Logic, Toshiba, and NEC. Our key design wins in this market
include the Sony PlayStation 2 and the Sony PSP.

Digital Television. ~As the world shifts from analog to digital transmission of television programming,
the SOC’s used in digital televisions are upgrading to 32-bit processors. Licensees such as ATI, Micronas,
NEC, Philips, Toshiba and Zoran provide SOC’s to LG, Philips, Samsung, Sharp, Sony, Toshiba and other
digital television OEM’s.

Other Digital Consumer Products. Other digital consumer applications for our 32-bit and 64-bit
processors include Windows-based terminals, mobile telecommunications products, DVD players and
recorders, digital televisions, and digital cameras. Our licensees include ATI Technologies, Micronas, NEC
Electronics, Philips, PMC Sierra, Toshiba, Zarlink, Zoran and others. A developing market opportunity is
the smart card market, which we believe will evolve from using 8-bit and 16-bit microcontroller technology
to 32-bit processor-based designs allowing more flexible security algorithms through software
implementations to improve security of critical data and applications. MIPS has a leading 32-bit solution for
this market and the support of key market leaders such as GemPlus and Philips.
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Business Products. We and our licensees have also developed solutions that serve the needs of businesses.

Office Automation Products. MIPS-Based processors are being used in high-end and mid-range
office automation applications such as laser printers with products from Agilent, Integrated Device
Technology (IDT), Marvell, NEC, PMC-Sierra and Toshiba.

Networking Equipment. The MIPS architecture is a leading architecture in networking routers and
switches at Cisco Systems. Nortel Networks, Lucent Technologies and Extreme Networks also use our
architecture for their networking equipment.

Products
We develop and license our processor designs in two forms. We generate both high-level description

language representations of our cores called synthesizable, or “soft,” cores, and process-optimized or “hard”
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cores which are silicon process specific implementations expressed in an electronic data format that can be used
almost directly to create masks used in the production process. Synthesizable cores are more flexible. Customers
can specify a number of configuration options on synthesizable cores, such as the size of the included memory,
and have control over which silicon technology is targeted with the final product. This allows our synthesizable
core customers flexibility in sourcing production of their chips from competing foundries.

“Hard” cores have the advantage that most of the work required to gain a precise expectation of the actual
results in terms of size, speed, and power has been completed by MIPS or one of our design service providers.
The benefit may be faster time to market with less risk and less development cost. Any particular hard core can
be used in one technology from one foundry only and configuration parameters have been predetermined by
MIPS.

MIPS offers a series of audio products optimized to allow system designers to eliminate a portion of their
system by incorporating the function directly into the MIPS processor. In many cases, these products can result
in significant cost reductions in consumer markets where cost is the single most critical factor.

Designs. We provide flexible, modular processor and related core designs that meet a range of
performance, power and cost needs, and enable our licensees to provide both standardized and customized
semiconductor products more quickly to system OEMs. These designs include:

MIPS32 4K Cores. The MIPS32 4Kc, MIPS32 4Km, MIPS32 4Kp, MIPS32 4KSd, MIPS32 4KEc,
MIPS32 4KEm, MIPS32 4KEp and MIPS32 M4K processor cores are high-performance, low-power, small
die size 32-bit core designs for custom system-on-a-chip applications. The MIPS32 4K core designs are
available in synthesizable formats and are designed for easy integration with a wide variety of custom logic
and peripherals.

The MIPS32 4KSd core was introduced in November 2002 to meet the demands of 32-bit smart card
and related security applications. The high-performance, low-power, 4KSd core builds on our smart card
expertise and the latest enhancements to the MIPS32 architecture to provide an advanced solution for a
broad range of applications that require high levels of system security and performance. Applications for the
new core also include point-of-deployment security and digital rights management modules for set-top
boxes, smart cards, secure data storage, and others where the protection of information from unwanted
tampering is of critical importance. To date, the 4KS core family has been licensed to Gemplus, Innova
Card, Philips and Sharp.

MIPS64 5K Cores. The MIPS64 5Kc and MIPS64 5Kf processor cores are 64-bit core designs aimed
at companies with short time-to-market requirements and that also require the higher performance of a
64-bit core. The MIPS64 5Kc core design is available in synthesizable format, designed for easy integration
with a wide variety of custom logic and peripherals. The 5K family includes a floating-point coprocessor,
which is highly useful in applications requiring significant amounts of precise computation such as
graphical displays. The 5K family is prevalent in cable television products throughout the world shipped by
our licensees.

MIPS64 20K Cores. The MIPS64 20Kc core and closely related cores discussed below are powerful
semi-custom cores optimized for applications such as automotive telematics, networking and office
automation. The 20Kc core has been licensed to Agilent and NEC. We have jointly developed with Toshiba
a 64-bit microprocessor, the TX99, based on an enhanced MIPS core. Both Agilent and Toshiba are
shipping these products commercially and paying royalties.

In May 2003, we announced a restructuring plan that included the termination of the 20K and directly
related development efforts, subject to completion of certain on-going projects. Although we have ceased
further internal development of our custom cores, we expect our licensees to ship products as they bring
SOC’s based on these products to market.

MIPS32 24K Cores. We believe that the 24K core family is designed to be scalable to future
generations of silicon technology. As such, the 24K core family is the foundation for our next-generation of
high-performance, synthesizable cores, including the MIPS 24KE core family and MIPS32 34K core family.
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In May 2005, we introduced the 24KE core, which leverages the high performance 24K
microarchitecture and efficiently adds DSP functionality. This significantly reduces overall SOC die area,
cost and power consumption as well as system complexity when compared to a system solution employing
both a MIPS core and a DSP core. The 24K and 24KE families include a floating-point coprocessor, which
is highly useful in applications such as graphical displays and printing applications.

The 24K and 24KE cores have been licensed to Atheros, Infineon, LSI, KME, Micronas, PMC-Sierra,
Realtek, Scientific Atlanta, Toshiba and others.

MIPS32 34K Cores. In September 2005, we started shipping the MIPS32 34Kc and 34Kf cores. The
34Kf core also includes floating-point support. The 34K family provides MIPS32 with both the DSP and
multithreading, or MT, ASE’s. The 34K family’s MT capabilities recognize that embedded systems run
multiple program tasks or threads of execution in parallel and that system performance limitations from
memory access timing can be improved by efficiently switching tasks from one that is waiting for data to
another that is ready to execute. The 34K family has been licensed by five companies including iVivity, LSI
Logic and PMC.

MIPS32 and MIPS64 Architectures. The MIPS32 and MIPS64 architectures have been the stable
base of the MIPS embedded processor environment for many years. As such, they provide a reliable, widely
used, target for software and other collateral products. MIPS maintains the architectural standard and
evolves it in a manner consistent with advancing needs while assuring both backward compatibility and the
flexibility to innovate with the architecture in the future. This maintains both the current software and tools
investment while providing real opportunity to build for advanced needs.

Application Specific Extensions. ASEs provide design flexibility for our application-specific products
and are licensed to our architecture licensees as optional, additional features to use in designing processors
and cores.

MIPS16e ASE. The MIPS16e ASE reduces system costs by reducing memory requirements by up to
40% through the use of 16-bit instruction representation. The MIPS16e ASE is implemented in the MIPS32
4KE core family, the MIPS32 M4K core, the MIPS32 4KSd smart card core and the MIPS32 24K core
family, the MIPS32 24KE and the MIPS32 34K family.

MIPS-3D ASE. The MIPS-3D ASE increases geometry processing performance for MIPS64-based
processors and the MIPS-3D ASE adds 13 new instructions to the MIPS64 floating point unit.

SmartMIPS ASE. Personal authentication and security are growing more critical in today’s world.
There are a vast number of security devices in the world today in such applications as GSM phones and set
top boxes. Most of these products use specialized or custom silicon designs together with relatively low
performance processors. Our SmartMIPS ASE has the potential to provide major advantages in these
products because the algorithms used to secure the information can be software programmed instead of hard
coded, while the inherent 32-bit processor power can extend the capability of the card to make it more
feature rich for users. The SmartMIPS ASE is available for use in smart object devices, including smart card
cores. The SmartMIPS ASE reduces the size of application code, speeds encryption and decryption, and
enhances the performance of smart card operating systems. The SmartMIPS ASE is implemented in the
MIPS32 4KSd smart card core.

MT ASE. Multithreading, or the concurrent presence of multiple active threads on the same CPU, is a
technique for exploiting memory and execution latency to get higher system performance through more
complete processor utilization. Through a multithreading extension to the industry-standard MIPS32 and
MIPS64 architectures, SOC designers are able to significantly increase delivered system performance
through higher processor efficiency in applications that can take advantage of a multi-tasking approach to
SOC design. The MIPS MT ASE provides a framework for multithreading the MIPS architecture and is
implemented in the MIPS32 34K core family.

DSP ASE. DVD recorders, digital cameras, residential gateways and VoIP phones are examples of
the growing list of consumer products that require an increasing amount of signal and media processing
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horsepower. And in the cost-sensitive, high-volume consumer electronics market, eliminating unnecessary
hardware and tool chains and reducing royalty payments can result in significant savings to the consumer
product manufacturer.

To address these trends, MIPS has enhanced its industry-standard architecture with DSP functionality
to provide a single design environment that leverages a common tool set and knowledge base. The MIPS
DSP ASE offers licensees a programmable solution for DSP applications, allowing adaptation to changing
market needs and extending the life of an SOC design. The new DSP extension comprises a set of new
instructions and state in the integer pipeline of MIPS Technologies cores and is incorporated in the new
MIPS32 24KE core family and the MIPS32 34K core family.

Research and Development

We believe that our future competitive position will depend in large part on our ability to develop new and
enhanced processors, cores and related designs in a timely and cost-effective manner. We believe that these
capabilities are necessary to meet the evolving and rapidly changing needs of semiconductor companies and
system OEMs in our target markets. To this end, we have assembled a team of highly skilled engineers who
possess significant experience in the design and development of complex processors. We are building on this
base of experience and the technologies that we have developed to enhance the MIPS architecture and develop a
broader line of products that are optimized for various applications. Our strategy is to use a modular approach
that emphasizes re-usable, licensable processors and cores. We believe that increased flexibility and modularity
will allow our licensees to provide high-performance, customized products more quickly to their customers. In
addition, we develop and license standardized processor architecture and application specific extensions to work
within and around our architecture to enhance and tailor the capabilities of our processor designs for specific
applications.

We also do development work in a broad range of areas that highlight the competitive strengths of our
product offerings. Examples of this work include the open source development work done for Linux kernel and
GNU compilers that optimize both Linux and the compilers for each of our cores offered to our customers. MIPS
also hosts and supports the MIPS version of Linux at Attp.://www.linux-mips.org. The MIPS Linux kernel work is
the basis for Linux offerings and companies such as Monta Vista, Timesys and Wind River products that support
MIPS. Additionally, we do development work on products on audio codec such as Dolby AC-3 that support our
customers, product needs and highlight the efficiency of our cores in these applications.

Our research and development expenses were $28.2 million in fiscal 2006, $22.0 million in fiscal 2005 and
$24.1 million in fiscal 2004. At June 30, 2006, our research and development staff totaled 102 persons compared
to 88 employees at June 30, 2005. We intend to hire additional highly skilled technical personnel for our research
and development activities. We conduct our research and development activities in our Mountain View,
California headquarters location, our Portland, Oregon location and in a development center near Cambridge,
United Kingdom and in Shanghai, China.

Sales and Marketing
Our sales and distribution strategy is discussed above under “Customers and Channels.”

We generally license our processors, cores and related design technology on a non-exclusive and worldwide
basis to semiconductor companies who, in turn, sell products incorporating these technologies to system OEM:s.
Although the precise terms of our contracts vary, they typically provide for technology license fees for
developed, or currently available technology or engineering service fees that relate to technology under
development, which may be payable up-front or upon the achievement of certain milestones such as provision of
deliverables by us or production of semiconductor products by the licensee. Each of these types of contracts is a
nonexclusive license for the underlying intellectual property. While we may be required to perform certain
services to render the intellectual property suitable for license under an engineering service contract, we continue
to own the intellectual property that we develop. The amount of the license fee under an engineering service
agreement is primarily a function of our determination of the underlying value of the technology rather than our
cost of completing the development of the technology required by the agreement. We also have the right to
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license to other licensees the intellectual property developed under engineering service agreements. Our contracts
also provide for annual maintenance fees and for the payment of royalties to us based on a percentage of the net
revenue earned by the licensee from the sale of products incorporating our technology or, in some cases, based
on unit sales of such products. We also offer licensees the option to license our technology on a single-use,
multiple use or unlimited-use basis, and may provide licensees with various technical support, training and
consulting services.

In fiscal 2006, we had two customers, Broadcom and Toshiba, that accounted for more than 10% of our total
revenue. In fiscal 2005, we had one customer, Broadcom, that accounted for more than 10% of our total revenue
and in fiscal 2004, we had one customer, Toshiba, that accounted for more than 10% of our total revenue. The
revenue derived from Broadcom was from royalties and revenue derived from Toshiba reflects technology
license fees from new license agreements and royalties. For further discussion, please see “Management’s
Discussion and Analysis of Financial Condition and Results of Operation — Revenue.” For financial information
regarding revenue derived from our international licensees, see Note 16 of Notes to Consolidated Financial
Statements.

Backlog

We do not report backlog because we do not believe that backlog is a meaningful measure for understanding
our business. Royalties make up a substantial portion of our revenue, and we do not have backlog in respect of
future royalty payments as payments are made based on sales, with no guaranteed minimums. Similarly, from
time to time we have license agreements in place under which we may receive future revenue if our customer
achieves certain of their own milestones, but insofar as many factors including market conditions and customer
product success determine the milestone achievement, we do not believe these potential future payments should
be characterized as backlog. At any given time we do have in place engineering service contracts for technology
under development under which we will receive future payments as we achieve developmental milestones.
However, the aggregate amounts due under these agreements may vary significantly due to the timing of entry
into or completion of a given contract, and the amounts potentially due to us under these licenses are generally
not material, and we do not regard the amount outstanding at any given time as an important indicator of our
future revenue.

Intellectual Property

Our patents, copyrights, trademarks, trade secrets and other intellectual property rights are critical to our
success, and we rely on a combination of patent, trademark, copyright and trade secret laws to protect our
proprietary rights. Our failure to obtain or maintain adequate protection of our intellectual property rights for any
reason could have a material adverse effect on our business, results of operations and financial condition.

Despite our efforts to protect our intellectual property rights, unauthorized parties may attempt to copy or
otherwise use our technologies, including the marketing and sale of unauthorized MIPS compatible clones in
particular geographies. We intend to protect vigorously our intellectual property rights through litigation and
other means. There can be no assurance that we will be able to enforce our rights or prevent other parties from
designing and marketing such unauthorized MIPS compatible products.

We own over 210 patents worldwide on various aspects of our technology, with expiration dates ranging
from 2006 into the 2020s. There can be no assurance that patents will be issued from any patent applications we
submit, that any patents we hold will not be challenged, invalidated or circumvented or that any claims allowed
from our patents will be of sufficient scope or strength to provide meaningful protection or any commercial
advantage to us. In addition, patent rights which we have obtained will expire from time to time. We are not able
to predict the extent to which third parties may use information contained in expired patents to successfully
compete against us.

We also rely on unpatented trade secrets to protect our proprietary technology. No assurance can be given
that others will not independently develop or otherwise acquire the same or substantially equivalent technologies
or otherwise gain access to our proprietary technology or disclose such technology or that we can ultimately
protect our rights to such unpatented proprietary technology. In addition, no assurance can be given that third
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parties will not obtain patent rights to such unpatented trade secrets, which patent rights could be used to assert
infringement claims against us.

We also use licensing agreements, and employee and third party nondisclosure and assignment agreements,
to limit access to and distribution of our proprietary information and to obtain ownership of technology prepared
on a work-for-hire or other basis. There can be no assurance that the steps we have taken to protect our
intellectual property rights will be adequate to deter misappropriation of such rights or that we will be able to
detect unauthorized uses and take immediate or effective steps to enforce our rights. There can also be no
assurance that the steps we have taken to obtain ownership of contributed intellectual property will be sufficient
to assure our ownership of all proprietary rights.

From time to time we have entered, and in the future may enter, into cross licensing arrangements with
others, pursuant to which we license certain of our patents to third parties in exchange for patent licenses from
these third parties licensees. Although these types of cross licensing arrangements are common in the
semiconductor and processor industries, and do not generally provide for transfers of know-how or other
proprietary information, such arrangements may facilitate the ability of these licensees, either alone or in
conjunction with others, to develop competitive products and designs.

From time to time we may wish to negotiate rights to third party intellectual property. There can be no
assurance that we will be able to negotiate commercially attractive intellectual property licensing arrangements
with third parties in the future.

MIPS designs, architectures and extensions are subject to patent, copyright and trademark protection. MIPS,
MIPS-3D, MIPS16e, SmartMIPS, MIPS32, MIPS64, MIPS-Based, 4K, 4Kc, 4Km, 4Kp, 4KE, 4KEc, 4KEm,
4KEp, 4KSd, M4K, 5K, 5Kc, 5Kf, 20Kc, 24K, 24Kc, 24Kf, 24KE, 24KEc, 24KEf, 34K, 34Kc, 34Kf, Pro Series,
CorExtend and SOC-it are among the trademarks or registered trademarks of MIPS Technologies, Inc. in the
United States and other countries. This report also contains trademarks and registered trademarks of other
companies.

Competition

The market for embedded processors and cores is highly competitive and characterized by rapidly changing
technological needs and capabilities. We believe that the principal competitive factors in the embedded processor
markets are legacy software compatibility, manufacturing and licensing cost, performance, functionality,
customizability and power consumption. Our customers seek a range of products that provide multiple price
performance points to allow them to offer their own rich product lines.

Our processors and cores compete with those of ARM Holdings plc, SuperH, Inc., Tensilica Incorporated,
ARC International (UK) Limited, and PowerPC, a product family developed and marketed by AMCC, IBM
Corporation and Motorola, Inc. We also compete against certain semiconductor manufacturers, whose product
lines include processors for embedded and non-embedded applications, including x86 processors from Advanced
Micro Devices, Inc. and Intel Corporation. In addition, we may face competition from the producers of clones
that implement all or part of the MIPS architecture, including early-developed portions of the MIPS architecture
that are no longer subject to patent protection in particular geographies.

To remain competitive, we must continue to differentiate our processors, cores and related designs from
those available or under development by the internal design groups of semiconductor companies, including our
current and prospective licensees. Many of these internal design groups have substantial programming and
design resources and are part of larger organizations, which have substantial financial and marketing resources.
There can be no assurance that internal design groups will not develop products that compete directly with our
processor and related designs or will not actively seek to participate as merchant vendors in the intellectual
property component market by selling to third-party semiconductor manufacturers or, if they do, that we will be
able to compete with them successfully. To the extent that these alternative technologies provide comparable
performance at a lower or similar cost than our technology, semiconductor companies may adopt and promote
these alternative technologies. Certain of our competitors have greater name recognition and customer bases as
well as greater financial and marketing resources than us, and such competition could adversely affect our
business, results of operations and financial condition.
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Employees

As of June 30, 2006, we had 168 employees. Of this total, 102 were in research and development, 46 were
in sales and marketing and 20 were in finance and administration. Our future success will depend in part on our
ability to attract, retain and motivate highly qualified technical and management personnel who are in great
demand in the semiconductor industry. None of our employees are represented by a labor union or subject to a
collective bargaining agreement. We believe that our relations with our employees are good.

Item 1A. Risk Factors

Our success is subject to numerous risks and uncertainties, including those discussed below. These factors
could hinder our growth, cause us to sustain losses or have other adverse effects on us, all of which could cause
our stock price to decline.

Our quarterly financial results are subject to significant fluctuations that could adversely affect our
stock price. Our quarterly financial results may vary significantly due to a number of factors, many of which
are outside of our control. In addition, our revenue components are difficult to predict and may fluctuate
significantly from period to period. Because our expenses are largely independent of our revenue in any
particular period, it is difficult to accurately forecast our operating results. Our operating expenses are based, in
part, on anticipated future revenue and a high percentage of our expenses are fixed in the short term. As a result,
if our revenue is below expectations in any quarter, the adverse effect may be magnified by our inability to adjust
spending in a timely manner to compensate for the revenue shortfall. Therefore, we believe that
quarter-to-quarter comparisons of our revenue and operating results may not be a good indication of our future
performance. It is possible that in some future periods our results of operations may be below the expectations of
securities analysts and investors. In that event, the price of our common stock may fall.

Factors that could cause our revenue and operating results to vary from quarter to quarter include:

 our ability to identify attractive licensing opportunities and then enter into new licensing agreements on
terms that are acceptable to us;

e our ability to successfully conclude licensing agreements of any significant value in a given quarter;

* the financial terms and delivery schedules of our contractual arrangements with our licensees, which may
provide for significant up-front payments, payments based on the achievement of certain milestones or
extended payment terms;

* the demand for products that incorporate our technology;
 our ability to develop, introduce and market new processor intellectual property;

 the establishment or loss of licensing relationships with semiconductor companies or digital consumer
and business product manufacturers;

e the timing of new products and product enhancements by us and our competitors;

e changes in development schedules, research and development expenditure levels and product support by
us and semiconductor companies and digital consumer and business product manufacturers; and

¢ uncertain economic and market conditions.

The success of our business depends on maintaining and growing our contract revenue. Contract
revenue consists of technology license fees paid for access to our developed technology and engineering service
fees related to technology under development. Our ability to secure the licenses from which our contract
revenues are derived depends on our customers, including semiconductor companies, digital consumer and
business product manufacturers, adopting our technology and using it in the products they sell. Our contract
revenue increased by 5% in fiscal 2004 and increased 28% in fiscal 2005, but declined 12% in fiscal 2006. While
we expect that we will continue to grant additional licenses to new licensees and develop new products to license
to both new and existing licensees, we cannot predict whether we can maintain our current contract revenue
levels or if contract revenue will grow. Our licensees are not obligated to license new or future generations of our
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products, so past contract revenue may not be indicative of the amount of such revenue in any future period. If
we cannot maintain or grow our contract revenue or if our customers do not adopt our technology and obtain
corresponding licenses, our results of operations will be adversely affected.

Our ability to achieve design wins may be limited unless we are able to develop enhancements and
new generations of our intellectual property. Our future success will depend, in part, on our ability to
develop enhancements and new generations of our processors, cores and other intellectual property that satisfy
the requirements of specific product applications and introduce these new technologies to the marketplace in a
timely manner. If our development efforts are not successful or are significantly delayed, or if the characteristics
of our processor, core and related designs are not compatible with the requirements of specific product
applications, our ability to achieve design wins may be limited. Our failure to achieve a significant number of
design wins would adversely affect our business, results of operations and financial condition.

Technical innovations of the type critical to our success are inherently complex and involve several risks,
including:

 our ability to anticipate and timely respond to changes in the requirements of semiconductor companies,
and original equipment manufacturers, or OEMs, of digital consumer and business products;

* our ability to anticipate and timely respond to changes in semiconductor manufacturing processes;
¢ changing customer preferences in the digital consumer and business products markets;

e the emergence of new standards in the semiconductor industry and for digital consumer and business
products;

 the significant investment in a potential product that is often required before commercial viability is
determined; and

¢ the introduction by our competitors of products embodying new technologies or features.

Our failure to adequately address these risks could render our existing processor, core and related designs
obsolete and adversely affect our business, results of operations and financial condition. In addition, we cannot
assure you that we will have the financial and other resources necessary to develop processor, core and related
designs in the future, or that any enhancements or new generations of the technology that we develop will
generate revenue sufficient to cover or in excess of the costs of development.

We depend on royalties from the sale of products incorporating our technology, and we have limited
visibility as to the timing and amount of such sales. Our receipt of royalties from our licenses depends on our
customers incorporating our technology into their products, their bringing these products to market, and the
success of these products. In the case of our semiconductor customers, the amount of such sales is further
dependent upon the sale of the products by their customers into which our customers’ products are incorporated.
Thus, our ability to achieve design wins and enter into licensing agreements does not assure us of future revenue.
Any royalties that we are eligible to receive are based on the sales of products incorporating the semiconductors
or other products of our licensees, and as a result we do not have direct access to information that will help us
anticipate the timing and amount of future royalties. Factors that negatively affect our licensees and their
customers could adversely affect our business. The success of our direct and indirect customers is subject to a
number of factors, including:

* the competition these companies face and the market acceptance of their products;

¢ the engineering, marketing and management capabilities of these companies and technical challenges
unrelated to our technology that they face in developing their products; and

e their financial and other resources.

Because we do not control the business practices of our licensees and their customers, we have little
influence on the degree to which our licensees promote our technology and do not set the prices at which
products incorporating our technology are sold.
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We rely on our customers to correctly report to us the number or dollar value of products incorporating our
technology that they have sold, as these sales are the basis for the royalty payments that they make to us. We
have the right under our licensing agreements to perform a royalty audit of the customer’s sales so that we can
verify the accuracy of their reporting, and if we determine that there has been an over-reported or under-reported
amount of royalty, we account for the results when they are identified. By way of an example, we determined in
the second quarter of fiscal 2005, as a result of an audit, that one of our customers had inadvertently reported a
higher level of royalty than had actually occurred, and we accrued for this event as an offset against revenue in
the quarter.

If we do not compete effectively in the market for embedded processors, our business will be
adversely affected. Competition in the market for embedded processors is intense. Our products compete with
those of other designers and developers of processors and cores, as well as those of semiconductor manufacturers
whose product lines include processors for embedded and non-embedded applications. In addition, we may face
competition from the producers of unauthorized MIPS-based clones and other technology designs. The market
for embedded processors has recently faced downward pricing pressures on products. We cannot assure you that
we will be able to compete successfully or that competitive pressure will not materially and adversely affect our
business, results of operations and financial condition.

In order to be successful in marketing our products to semiconductor companies, we must differentiate our
processors, cores and related designs from those available or under development by the internal design groups of
these companies, including some of our current and prospective licensees. Many of these internal design groups
have substantial engineering and design resources and are part of larger organizations with substantial financial
and marketing resources. These internal design groups may develop products that compete with ours.

Some of our existing competitors, as well as a number of potential new competitors, have longer operating
histories, greater brand recognition, larger customer bases as well as greater financial and marketing resources
than we do. This may allow them to respond more quickly than we can to new or emerging technologies and
changes in customer requirements. It may also allow them to devote greater resources than we can to the
development and promotion of their technologies and products.

We may encounter difficulties with future acquisitions, which could harm our business. As part of
our business strategy, in the future we may seek to acquire or invest in businesses or technologies that we believe
can complement or expand our business, enhance our technical capabilities or that may otherwise offer growth
opportunities. Any future acquisitions may require debt or equity financing, or the issuance of shares in the
transaction, any of which could increase our leverage or be dilutive to our existing stockholders. We may not be
able to complete acquisitions or strategic customer transactions on terms that are acceptable to us, or at all. We
may incur charges related to acquisitions or investments that are completed. For instance, we recorded an
in-process research and development charge in the first quarter of fiscal 2006 as a result of our acquisition of
First Silicon Solutions, Inc. We will also face challenges integrating acquired businesses and operations and
assimilating and managing the personnel of the acquired operations. Geographic distances may further
complicate the difficulties of this integration. The integration of acquired businesses, an area in which we have
limited experience, may not be successful and could result in disruption to other parts of our business.
Acquisitions involve a number of other risks and challenges, including:

 diversion of management’s attention;
 potential loss of key employees and customers of the acquired companies;
e exposure to unanticipated contingent liabilities of acquired companies; and

e use of substantial portions of our available cash to consummate the acquisition and/or operate the
acquired business.

Any of these and other factors could harm our ability to realize the anticipated benefits of an acquisition.

We depend on our key personnel to succeed. Our success depends to a significant extent on the
continued contributions of our key management, technical, sales and marketing personnel, many of whom are
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highly skilled and difficult to replace. We cannot assure that we will retain our key officers and employees.
Competition for qualified personnel, particularly those with significant experience in the semiconductor and
processor design industries, remains intense. The loss of the services of any of our key personnel or our inability
to attract and retain qualified personnel in the future could make it difficult to meet key objectives, such as timely
and effective project milestones and product introductions which could adversely affect our business, results of
operations and financial condition.

Changes in effective tax rates or adverse outcomes from examination of our income tax returns could
adversely affect our results. Our future effective tax rates could be adversely affected by earnings being lower
than anticipated in countries with low statutory tax rates, by changes in the valuation of our deferred tax assets
and liabilities, or by changes in tax laws or the interpretation of tax laws. In addition, the Internal Revenue
Service has completed its examination of our federal income tax return for fiscal year 2002 and has issued a
notice of proposed adjustment. A settlement was reached in May 2006 in which adequate amounts had been
provided in prior periods. The assessment was recorded in the fourth fiscal quarter of 2006. We operate in
countries other than the United States and occasionally face inquiries and examinations regarding tax matters in
these countries. There can be no assurance that the outcomes from our current examination or any other
examinations will not have an adverse effect on our operating results and financial condition.

We may be subject to litigation and other legal claims that could adversely affect our financial
results. From time to time, we are subject to litigation and other legal claims incidental to our business. In
addition, it is standard practice for us to include some form of indemnification of our licensees in our core and
architecture license agreements, and from time to time we are engaged in claims by our licensees with respect to
these obligations. It is possible that we could suffer unfavorable outcomes from litigation or other legal claims,
including those made with respect to indemnification obligations, that are currently pending or that may arise in
the future. Any such unfavorable outcome could materially adversely affect our financial condition or results of
operations.

We may be subject to claims of infringement. We cannot assure you that any of the patents or other
intellectual property rights that we own or use will not be challenged, invalidated or circumvented by others or be
of sufficient scope or strength to provide us with any meaningful protection or commercial advantage. Significant
litigation regarding intellectual property rights exists in our industry. As we grow our business and expand into
new markets that other companies are developing in, the risk that our technology may infringe upon the
intellectual property rights of others increases. We cannot be certain that third parties will not make a claim of
infringement against us, our licensees, or our licensees’ customers in connection with use of our technology. For
example, Technology Properties Limited, Inc. filed a lawsuit in November 2005 against some of our licensees
based upon the alleged infringement of certain microprocessor-related patents. Any claims, even those without
merit, could be time consuming to defend, result in costly litigation and/or require us to enter into royalty or
licensing agreements. These royalty or licensing agreements, if required, may not be available on acceptable
terms to us or at all. A successful claim of infringement against us or one of our licensees in connection with its
use of our technology could adversely affect our business.

Our intellectual property may be misappropriated or expire, and we may be unable to obtain or
enforce intellectual property rights. Policing the unauthorized use of our intellectual property is difficult, and
we cannot be certain that the steps we have taken will prevent the misappropriation or unauthorized use of our
technologies, particularly in foreign countries where the laws may not protect our proprietary rights as fully as in
the United States. As part of our business strategy, we license our technology in multiple geographies including
in countries whose laws do not provide as much protection for our intellectual property as the laws of the United
States and where we may not be able to enforce our rights. In addition, intellectual property rights which we have
obtained in particular geographies may expire from time to time. As a result, we cannot be certain that we will be
able to prevent other parties from designing and marketing unauthorized MIPS compatible products, that others
will not independently develop or otherwise acquire the same or substantially equivalent technologies as ours, or
that others will not use information contained in our expired patents to successfully compete against us.
Moreover, cross licensing arrangements, in which we license certain of our patents but do not generally transfer
know-how or other proprietary information, may facilitate the ability of cross-licensees, either alone or in
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conjunction with others, to develop competitive products and designs. We also cannot assure you that any of our
patent applications to protect our intellectual property will be approved, and patents that have issued do expire
over time. Recent judicial decisions and proposed legislation in the U.S. may increase the cost of obtaining
patents, limit the ability to adequately protect our proprietary technology, and have a negative impact on the
enforceability of our patents. In addition, effective trade secret protection may be unavailable or limited in certain
countries. If we are unable to protect, maintain or enforce our intellectual property rights, our technology may be
used without the payment of license fees and royalties, which could weaken our competitive position, reduce our
operating results and increase the likelihood of costly litigation.

We have recorded long-lived assets, and our results of operations would be adversely affected if their
value becomes impaired. In the first quarter of fiscal 2006, we acquired certain core and developed
technologies and customer relationships and a trade name, and the purchase price of these long-lived assets is
being amortized over schedules based on their useful lives. If we complete additional acquisitions in the future,
our purchased intangible assets amortization charge could increase, and we may be required to record substantial
amounts of goodwill. We evaluate our long-lived assets, including purchased assets, for impairment on an annual
basis or whenever events or changes in circumstances indicate that the carrying amount may not be recoverable
from its estimated future cash flows. We recorded additional research and development expense of $1.7 million
in fiscal 2004 related to the accelerated amortization and depreciation of certain computer aided design tool and
software assets whose estimated useful lives were reduced because of the restructuring actions announced in the
fourth quarter of fiscal 2003.

In the future, if we determine that our long-lived assets are impaired, we will have to recognize additional
charges for the impairment. We cannot be sure that we will not be required to record additional long-lived asset
impairment charges in the future.

The matters relating to the investigation by the Special Committee of the Board of Directors and the
restatement of our consolidated financial statements may result in additional litigation and government
enforcement actions. On August 30, 2006, we announced that our board of directors had formed a Special
Committee consisting of independent directors and the Special Committee had hired independent counsel to
conduct a full investigation of our historical option grant practices from the time of our initial public offering in
July 1998 through June 2006. As described in Item 7, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and in Note 3, “Restatement of Consolidated Financial Statements” in
Notes to Consolidated Financial Statements in this Form 10-K, as a result of the independent investigation, as
well as our internal review, our management has concluded, and the Audit and Corporate Governance Committee
of the Board of Directors agrees, that incorrect measurement dates were used for financial accounting purposes
for certain stock option grants made in prior periods. As a result, we have recorded net additional non-cash stock-
based compensation expense and related tax effects with regard to certain past stock option grants, and we have
restated certain previously filed financial statements included in this Form 10-K.

The Special Committee investigation, our internal review, and related activities have resulted in our
incurring substantial expenses for legal, accounting, tax and other professional services, have taken a significant
amount of our management’s attention from our business, and could in the future harm our results of operations
and financial condition.

While our management believes that we have made appropriate judgments in determining the correct
measurement dates for the stock option grants, the SEC may disagree with the manner in which we have
accounted for and reported, or not reported, the financial impact of past incorrect measurement dates.
Accordingly, there is a risk that we may have to further restate our prior financial statements, amend prior filings
with the SEC, or otherwise take other actions not currently contemplated.

As described in Part I, Item 3, “Legal Proceedings”, derivative complaints have been filed in federal courts
against current and former officers and directors pertaining to allegations relating to stock option grants.
Additional litigation based on similar allegations may also be filed. We have provided the results of our
independent investigation to the SEC and we have responded to informal requests for documents and additional
information. We intend to continue to provide the SEC with our full cooperation. No assurance can be given
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regarding the outcomes from litigation, regulatory proceedings or government enforcement actions relating to our
past stock option practices. The resolution of these matters will be time consuming, expensive, and will distract
our management from the conduct our business. Furthermore, if we are subject to adverse findings in litigation,
regulatory proceedings or government enforcement actions, we could be required to pay damages or penalties or
have other remedies imposed, which could harm our results of operations and financial condition.

Since September 2006, we have received several Nasdaq Staff Determination notices stating that the we
were not in compliance with the requirements for continued listing due to the delayed filings of our SEC reports.
On February 2, 2007, the Nasdaq Listing Qualification Panel (the ‘“Panel”) granted our request for continued
listing subject to the condition that we file our Form 10-K for the year ended June 30, 2006 and all required
restatements by March 19, 2007 and our Form 10-Q for the quarter ended September 30, 2006, and any required
restatements by March 26, 2007. On March 13, 2007, we were informed that the Nasdaq Listing and Hearing
Review Council had called for review the decision of the Panel dated February 2, 2007 (the “February 2nd Panel
Decision”) and had also stayed the February 2 Panel Decision and any future Panel determinations to suspend
our securities from trading pending further action by the Listing Council. With the filing of this Form 10-K and
the concurrent filing of our 10-Q for the quarters ended September 30, 2006, December 31, 2006 and March 31,
2007, we believe that we have remedied our non-compliance, subject to Nasdaq’s affirmative completion of our
compliance protocols and its notification to us accordingly. However, if the SEC disagrees with the manner in
which we have accounted for and reported, or not reported, the financial impact of past stock option grants, there
could be further delays in filing our subsequent SEC reports that might result in delisting of our common stock
from the Nasdaq Global Market.

Item 1B. Unresolved Staff Comments
Not applicable.
Item 2. Properties

Our executive, administrative and technical offices currently occupy approximately 55,000 square feet in a
building leased in Mountain View, California. This lease will expire on May 31, 2009.

We lease sales offices in Japan, Taiwan, China, Germany, and Israel, technical office spaces in the United
Kingdom and United States and an administrative office space in Switzerland. These leases range from 3 months
to 4 years.

We believe that these facilities are adequate to meet our current needs but we may need to seek additional
space in the future.

Item 3. Legal Proceedings

On April 30, 2003, our Swiss subsidiary, MIPS Technologies International AG, or MIPS AG, through which
we conducted our operations in Denmark, terminated the employment of 55 employees in connection with the
closure of our Denmark design center. Of these, 45 employees filed claims against MIPS AG in the County Court
of Ballerup, Denmark (subsequently transferred to the Maritime and Commercial Court of Copenhagen,
Denmark). Subsequently, 13 of these employees agreed to withdraw their claims. On the termination date, the
remaining 32 employees of MIPS AG held options to purchase an aggregate of 724,830 shares of our common
stock, of which options to purchase 413,552 shares were vested and options to purchase 311,278 shares were
unvested. The exercise price of these options ranged from $2.94 to $25.50 per share. Under our stock option
plans, unvested options expire upon termination of employment and vested options expire three months after the
termination of employment.

In September 2005, we reached a settlement with each of the 32 former Danish employees and the union
that represented them. Pursuant to the settlement, each of the 32 former employees will retain a substantial
portion of his or her options and relinquish claims to the balance of the options and any other claims regarding
the options. As a result of the settlement, the Danish lawsuit was withdrawn in October 2005 and MIPS
Technologies, Inc. withdrew the lawsuit filed on April 11, 2005 in the U.S. federal court (Northern District of
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California) against the terminated employees who had pending Danish claims against MIPS AG. As a result,
MIPS Technologies, Inc. and MIPS AG no longer have any litigation pending with respect to this matter.

Three actions seeking to assert derivative claims on behalf of MIPS have been filed in the United States
District Court for the Northern District of California. The shareholder-plaintiffs in each of these actions seek to
assert claims against current and former officers and directors related to our historic stock option grant practices.
Each action alleges that the individual defendants breached their fiduciary duties and violated federal securities
laws as a result of backdating stock option grants, insider trading and the dissemination of false financial
statements. Each action asserts that the individual defendants’ conduct injured MIPS and gives rise to numerous
causes of action on behalf of the MIPS under the federal securities laws and state law. Plaintiffs seek to recover,
on behalf of MIPS, monetary damages, various equitable remedies, attorneys’ fees and costs. The individual
actions are:

e Steger v. Bourgoin, et. al., No. C-06-06699, filed on October 27, 2006, and brought against John
Bourgoin, Jack Browne, Kenneth L. Coleman, Sandy Creighton, Kevin C. Eichler, Fred M. Gibbons,
Anthony B. Holbrook, William M. Kelly, Lavi Lev, and Derek Meyer as individual defendants and MIPS
as nominal defendant;

e Carco v. Holbrook, et. al., No. C-07-0661, filed on February 1, 2007, and brought against Anthony B.
Holbrook, John E. Bourgoin, Mervin S. Kato, Kate Hunt Rundle, Brad Holtzinger, Mark Tyndall, Jack
Browne, Sandy Creighton, Kevin C. Eichler, G. Michael Uhler, Robert R. Herb, Fred M. Gibbons,
Benjamin A. Horowitz, Kenneth L. Coleman and William M. Kelly as individual defendants and MIPS as
nominal defendant; and

* Michaels v. Bourgoin, et. al., No. C-07-0771, filed on February 6, 2007, and brought against John E.
Bourgoin, Sandy Creighton, Kevin C. Eichler, Lavi Lev, Derek Meyer, Kenneth L. Coleman, Fred M.
Gibbons, Anthony B. Holbrook and William M. Kelly as individual defendants and MIPS as nominal
defendant.

By order of the court dated April 12, 2007, the three actions were consolidated into a single action entitled
In re MIPS Technologies, Inc. Derivative Litigation. Pursuant to the court’s order, a consolidated complaint was
due by May 29, 2007 and discovery in the consolidated action was stayed pending resolution of a motion to
dismiss the consolidated complaint due to plaintiffs’ lack of standing to sue on MIPS’ behalf. On June 6, 2007,
the parties jointly submitted to the court a stipulation and proposed order extending the time for lead plaintiff to
file a consolidated complaint until July 16, 2007.

On December 1, 2006, MIPS Technologies, Inc. filed a lawsuit in the United States District Court for the
Northern District of California against Trident Microsystems, Inc. asserting patent and trademark infringement
and unfair competition. This action sought various forms of relief including a permanent injunction from further
infringement of the company’s intellectual property, compensatory and enhanced damages, and attorneys’
fees. In early April 2007, the parties entered into an agreement that settled the lawsuit. On April 9, 2007, MIPS
Technologies issued a press release reporting that the parties had reached agreement on the lawsuit, that the suit
had been dismissed, and that Trident Microsystems had licensed the MIPS32 24KEc Pro Core.

From time to time, we receive communications from third parties asserting patent or other rights covering
our products and technologies. Based upon our evaluation, we may take no action or we may seek to obtain a
license. There can be no assurance in any given case that a license will be available on terms we consider
reasonable or that litigation will not ensue.

Item 4. Submission of Matters to a Vote of Security Holders.

No matters were submitted to a vote of security holders during the quarter ended June 30, 2006.
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Item 4A. Executive Officers of the Registrant.

Our executive officers and their ages as of June 30, 2006, were as follows:

Name Age Position

John E. Bourgoin ........ 60  Chief Executive Officer and President

Jack Browne ............ 51 Vice President, Marketing

Sandy Creighton ......... 53  Vice President, Human Resources and Corporate Administration
W. Patrick Hays ......... 56  Vice President, Engineering

Brad Holtzinger . .. ....... 44 Vice President, Worldwide Sales

Mervin S. Kato .......... 53 Vice President, Chief Financial Officer and Treasurer
Catherine Hunt Rundle . ... 49 Vice President, General Counsel and Secretary

Mark Tyndall ........... 41 Vice President, Business Development and Corporate Relations
G. Michael Uhler ........ 53 Vice President, Chief Technology Officer

John E. Bourgoin has served as our Chief Executive Officer since February 1998 and our President since
September 1996. Mr. Bourgoin has served on our board of directors since May 1997.

Jack Browne has served as our Vice President of Marketing since October 2005. Mr. Browne served as our
Vice President of Worldwide Sales from August 2002 to October 2005 and as Director of Market Development
from December 2001 to August 2002. Prior to joining us and since May 2000, Mr. Browne served as Technical
Marketing and Corporate Supplier Manager at Wyle Electronics, a semiconductor distribution company, which
was subsequently acquired by Arrow Electronics, where he was responsible for growing their embedded
processor, intellectual property and design services businesses.

Sandy Creighton has served as our Vice President, Human Resources and Corporate Administration since
February 2006. From June 1998 to February 2006, Ms. Creighton served as our Vice President, General Counsel
and from June 1998 to April 2006 as Secretary.

W. Patrick Hays has served as our Vice President, Engineering since November 2004. Prior to joining us
and since 2003, Mr. Hays was a co-founder and Vice President, VLSI Engineering for Ultra Data Corporation, a
start-up developing licensable video processing IP. From 1997 to 2003, Mr. Hays was a co-founder and Vice
President and CTO for Lexra, Inc.

Brad Holtzinger has served as our Vice President, Worldwide Sales since October 2005. Mr. Holtzinger
served as Vice President of Sales for the Americas region from July 2004 to October 2005 and as director of
sales for the Americas from May 2003 to July 2004. Mr. Holtzinger joined us in December 2001 and served as
the director of systems solutions until May 2003. Prior to joining us and since March 2001, Mr. Holtzinger was a
business development consultant for early stage companies.

Mervin S. Kato has served as our Vice President and Chief Financial Officer and Treasurer since January
2006. Mr. Kato served as our Vice President, Finance from May 2001 to January 2006 and as our Corporate
Controller from May 1998 to January 2006.

Catherine Hunt Rundle has served as our Vice President and General Counsel from February 2006 and as
Secretary from April 2006 until her resignation on May 18, 2007. Prior to joining us and since August 1997,
Ms. Rundle served as assistant and as deputy general counsel for Sun Microsystems and held successive
management positions in several legal support groups, most recently as managing senior director of the Global
Law Network for Shared Services.

Mark Tyndall has served as our Vice President, Business Development and Corporate Relations since June
2006. Prior to joining us and since July 1999, Mr. Tyndall was Vice President, Business Development at Infineon
Technologies where he additionally assumed responsibility for North America investor relations in 2004.

G. Michael Uhler has served as our Chief Technology Officer since May 2003. Mr. Uhler served as our
Vice President for Architecture and Software Products from October 2001 to May 2003 and as Director, MIPS
Architecture from June 1998 to October 2001.

There are no family relationships between any of our executive officers.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities.

Our common stock is quoted on the Nasdaq National Market under the symbol “MIPS”.

COMMON
STOCK
HIGH LOW
FISCAL YEAR 2006
Fourth QUarter . ... ... e e e $7.74  $5.47
Third QUArter . . . ..ottt e $9.10 $5.94
Second QUATTET . . ... vt ittt e et e e $6.60 $4.70
FIrst QUATTEr . ..ottt et e e e $9.35 $6.03
COMMON
STOCK
HIGH LOW
FISCAL YEAR 2005
Fourth QUArter . . ... ... et e $11.15 $6.81
Third QUATTET . . . . ottt e e e e e e e e e $13.24 $9.24
Second QUATTET . . ..o\ttt ettt $ 9.90 $5.49
First QUArter . ... ...ttt et e e e $ 5.88 $4.15

As of June 27, 2007, there were approximately 3,860 stockholders of record of our common stock. Because
most of our common stock is held by brokers and other institutions on behalf of stockholders, we are unable to
estimate the total number of stockholders represented by these record holders. We have never paid or declared
any cash dividends on our common stock or other securities and do not anticipate paying cash dividends in the
foreseeable future.

Item 6. Selected Consolidated Financial Data.

The Consolidated Balance Sheet as of June 30, 2005 and the Consolidated Statements of Operations for the
fiscal years ended June 30, 2005 and June 30, 2004 have been restated as set forth in this 2006 Form 10-K. The
data for the Consolidated Balance Sheets as of June 30, 2004, 2003 and 2002 and the Consolidated Statements of
Operations for the fiscal years ended June 30, 2003 and 2002 have been restated to reflect the impact of the
stock-based compensation and other adjustments, but such restated data has not been audited and is derived from
our books and records. The information set forth below is not necessarily indicative of results of future
operations, and should be read in conjunction with the “Explanatory Note” immediately preceding Part I, Item 1
and in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operation” and our
consolidated financial statements and the notes to those statements included elsewhere in this report to more fully
understand factors that may affect the comparability of the information presented below. The information
presented in the following tables has been adjusted to reflect the restatement of our financial results, which is
more fully described in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and in Note 3, “Restatement of Consolidated Financial Statements” in the Notes to Consolidated
Financial Statements of this Form 10-K.

We have not amended our previously filed Annual Reports on Form 10-K or Quarterly Reports on Form
10-Q for the periods affected by this restatement. The financial information that has been previously filed or
otherwise reported for these periods is superseded by the information in this Annual Report on Form 10-K, and
the financial statements and related financial information contained in such previously filed reports should no
longer be relied upon. Our restated interim financial statements for the quarterly and year-to-date periods ended
September 30, 2005, December 31, 2005 and March 31, 2006 will be included in our quarterly reports on Form
10-Q for the periods ended September 30, 2006, December 31, 2006 and March 31, 2007.

21

S
S
=
=
=
~




Consolidated Statements of Operations Data:
Revenue:
Royalties ........ ... ...,
Contract revenue . .....................

Totalrevenue ... ..................
Costs and expenses:

Cost of contract revenue . ...............
Research and development ..............
Sales and marketing ...................
General and administrative ..............

Acquired-in process research and
development .......................
Restructuring charge (2) ................

Total costs and expenses . ...........

Operating income (loss) . ...................
Otherincome, net ..............uuuuuununn..

Income (loss) before income taxes ............
Provision (benefit) for income taxes ...........

Netincome (loss) .........................

Per basic share amounts:

Net income (loss) per basic share .............
Per diluted share amounts:

Net income (loss) per diluted share .. ..........

Consolidated Balance Sheet Data:

Cash and cash equivalents ...................
Working capital ........... ... ... .. . ...
Totalassets .......... ... .. oo,
Total long-term liabilities . ...................
Total stockholders’ equity ...................

Years Ended June 30,

2006 2005 2004 2003 2002
As As As As
Restated (1) Restated (1) Restated (3) Restated (3)
(In thousands, except per share data)

$36,675 $29,988 $23,439 $ 15,693 $ 16,791
27,379 31,231 24,446 23,397 30,970
64,054 61,219 47,885 39,090 47,761
— — — 250 250
28,168 21,980 24,110 33,669 42,641
18,637 14,902 11,984 13,964 23,046
12,229 10,312 8,549 8,874 11,010
570 — — 394 1,737

— 277 3,233 10,282 437
59,604 47471 47,876 67,433 79,121
4,450 13,748 9  (28343) (31,360)
4,373 2,750 634 316 3,028
8,823 16,498 643 (28,027) (28,332)
(2,198) 1,312 2,358 5,112 (7,932)
$11,021 $15,186 $(1,715)  $(33,139) $(20,400)
$ 0.26 $ 037 $ (0.04) $ (084) $ (0.52)
$ 025 $ 034 $ (0.04) $ (084 $ (0.52)

June 30,
2006 2005 2004 2003 2002
As As As As
Restated (1) Restated (1) Restated (3) Restated (3)
(In thousands)

$101,481 $ 91,686 $ 78,335 $ 83,839  $90,712

117,251 100,944 82,107 78,176 97,771

147,939 127,546 108,703 105,349 131,856

2,966 2,938 2,038 1,900 770

133,230 108,683 89,749 89,376 118,763

(1) See Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and
Note 3, “Restatement of Consolidated Financial Statements” in Notes to Consolidated Financial Statements

in this Form 10-K.

(2) Restructuring charge primarily relates to our restructuring activities initiated in October 2002 and May

2003. See Note 7 to our consolidated financial statements.

(3) The Selected Financial Data for 2003 and 2002 has been restated to reflect adjustments to stock-based
compensation expense and the associated income tax impact, as well as certain other adjustments as further
described in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and in Note 3, “Restatement of Consolidated Financial Statements” in Notes to Consolidated

Financial Statements in this Form 10-K.
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As aresult of these adjustments, net loss was increased by $4.2 million and $11.0 million for the fiscal years
ended June 30, 2003 and June 30, 2002, respectively as follows (in thousands):

Fiscal Year Ended June 30, 2003 Fiscal Year Ended June 30, 2002
Stock-Based Other Stock-Based Other
Compensation Adjust- Compensation Adjust-
As Adjustments ments As As Adjustments  ments As
Reported [€3X @) (1) (3) Restated Reported [0 X#)) (1) (3) Restated
Revenue:
Royalties . .............. $ 15,693 $ — $ — $15693 $16,791 $ — $— $16,791
Contract revenue ........ 23,397 — — 23,397 30,970 — — 30,970
Total revenue ......... 39,090 — — 39,090 47,761 — — 47,761
Costs and expenses:
Cost of contract revenue . . . 250 — — 250 250 — — 250
Research and
development .......... 32,863 806 — 33,669 34,045 8,596 — 42,641
Sales and marketing ... ... 13,759 205 — 13,964 17,189 5,857 — 23,046
General and
administrative ......... 8,508 366 — 8,874 7,435 3,575 — 11,010
Acquired-in process
Research and
development ........ 394 — — 394 1,737 — — 1,737
Restructuring charge .. ... 10,282 — — 10,282 437 — — 437
Total costs and
expenses . .......... 66,056 1,377 — 67433 61,093 18,028 — 79,121
Operating (loss) ........... (26,966) (1,377) —  (28,343) (13,332) (18,028) — (31,360)
Other income, net . ......... 303 — 13 316 3,028 — — 3,028
Income (loss) before income
(AXES v vve e (26,663) (1,377) 13 (28,027) (10,304) (18,028) — (28,332)
Provision (benefit) for income
TAXES v vii i 2,244 698 2,170 5,112 914) (7,001) 17) (7,932)
Net income (loss) .......... $(28,907) $(2,075) $(2,157) $(33,139) $(9,390)  $(11,027) $17  $(20,400)
Per basic share amounts:
Net income (loss) per basic
share .................. $ (0.73) $ (0.05) $ (0.06) $ (0.84) $ (0.24) $ (0.28) — $ (052
Per diluted share amounts:
Net income (loss) per diluted
share .................. $ (0.73) $ (0.05) $ (0.06) $ (0.84) $ (0.24) $ (0.28) $ (0.52)

(1) See Note 3, “Restatement of Consolidated Financial Statements” in Notes to Consolidated Financial
Statements and Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations.”
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(2) Stock-based compensation related to the stock option investigation and associated income tax impact.

(3) Correction of other accounting and income tax errors. The income tax adjustment of $2.2 million in fiscal
2003 primarily represents the correction of errors in the computation of research and development credits.
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June 30, 2004

June 30, 2003

Stock-Based Other
Compensation Adjust-

Stock-Based
Compensation Adjust-

Other

As Adjustments ments As As Adjustments ments As
Reported 1)@ (1) 3) Restated Reported [€3X®)) (1) (3) Restated

Consolidated Balance

Sheet Data:
Cash and cash

equivalents ........... $78,335 $— $— $78,335 $83.,839 $— $—  $83,839
Working capital ......... 82,017 — 90 82,107 78,176 — — 78,176
Total assets ............ 108,703 — — 108,703 105,349 — — 105,349
Total long-term

liabilities ............ 2,038 — — 2,038 1,900 — — 1,900
Total stockholders’

equity ............. .. 89,659 — 90 89,749 89,376 — — 89,376

June 30, 2002
Stock-Based Other
Compensation  Adjust-
As Adjustments ments As
Reported [€3X@)) 1 @3 Restated

Consolidated Balance Sheet Data:
Cashand cashequivalents ................vviirnennnnn... $ 90,712 $ — $ — $ 90,712
Working capital ......... .. ... 99,318 (1,661) 114 97,771
Total @ssets . ...t 128,988 2,754 114 131,856
Total long-term liabilities ............ ... .. ... ... .. .... 770 — — 770
Total stockholders’ equity . ........ ..., 115,895 2,754 114 118,763

(1) See Note 3, “Restatement of Consolidated Financial Statements” in Notes to Consolidated Financial
Statements and Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of

Operations.”

(2) Stock-based compensation related to the stock option investigation and associated income tax impact.

(3) Correction of other accounting and income tax errors.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

You should read the following discussion and analysis together with our consolidated financial statements
and notes to those statements included elsewhere in this report. Except for the historical information contained
in this Annual Report on Form 10-K, this discussion contains forward-looking statements that involve risks and
uncertainties including statements regarding our expectation for specific aspects of our results of operations in
fiscal 2007. Our actual results could differ materially from those indicated in these forward-looking statements as
a result of certain factors, as more fully described under “Risk Factors,” and other risks included from time to
time in our other Securities and Exchange Commission reports, copies of which are available from us upon
request. The forward-looking statements within this Annual Report on Form 10-K are identified by words such as
“believes,” “anticipates,” “expects,” “intends,” “may” and other similar expressions. However, these words are
not the exclusive means of identifying such statements. We undertake no obligation to update any forward-
looking statements included in this discussion.

EEINT3 9

The discussion and analysis set forth below in this Item 7 reflect the restatement of our financial results as
referenced in the “Explanatory Note” immediately preceding Part I, Item 1 and further discussed in this Item 7
and in Note 3, “Restatement of Consolidated Financial Statements” in Notes to Consolidated Financial
Statements of this Form 10-K. The net of tax impact of the adjustments relating to the first three quarters of fiscal
2006 amounted to an increase to net income of $2.2 million in 2006. The net of tax impact of the restatement on
our Results of Operations amounted to an increase to net income of $277,000 in 2005 and an increase to net loss
of $184,000 in 2004.

Overview

We are a leading provider of industry-standard processor architectures and cores for digital consumer and
business applications. We design and license high performance 32- and 64-bit architectures and cores, which
offer smaller dimensions and greater energy efficiency in embedded processors. Our technology is utilized in
many high-growth embedded markets including digital set-top boxes, digital televisions, DVD recordable
devices, broadband access devices, digital cameras, laser printers and network routers.

Fiscal 2006 revenue increased 5% compared to fiscal 2005. Royalty revenue increased 22% due to an
increase of over 100 million units shipped in fiscal 2006 for a total of 280 million units shipped as reported by
our licensees. We received royalties from a total of 43 royalty-paying licensees during the year, including 13
licensees reporting for the first-time. Royalties accounted for 57% of total revenue, up from 49% in the prior
fiscal year. We expect royalties to increase in fiscal 2007.

Contract revenue decreased by 12% primarily due to a significant shortfall experienced in our first fiscal
quarter. We were able to return to higher contract revenue levels in our second fiscal quarter and maintain at a
similar level for the remainder of the fiscal year. We completed 25 new license agreements during the year
compared to 43 completed in the prior year. We shipped our newest developed core, the MIPS32 34K family of
cores, in September 2005 and derived $3.7 million of contract revenue related to this core during the year. We
expect that our contract revenue will also increase in fiscal 2007 as more customers complete their evaluation of
the multi-threaded MIPS32 34K core.

In September 2005, we acquired First Silicon Solutions, Inc. (FS2), a design services and development tools
company based in Lake Oswego, Oregon. FS2’s products and services will provide value to our customer base by
improving performance analysis and de-bugging capability and accelerating time to market of their products.

Total costs and expenses in fiscal 2006 increased by $12.1 million including $8.3 million in non-cash stock
option expense as a result of the adoption of SFAS No. 123R beginning on July 1, 2005. We expect that our
operating expenses will continue to increase in fiscal 2007 as we invest in new initiatives to grow our revenue.

Net income in fiscal 2006 declined by $4.2 million which includes the above mentioned stock option
compensation expense.

Our balance sheet remains strong as our cash, cash equivalents and marketable investments balance
increased by $9.7 million during the year with net cash of $13.0 million provided from operating activities.
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Background of the Stock Option Investigation, Findings and Restatement of Consolidated Financial
Statements

Background of the Stock Option Investigation.

Our management began a voluntary review of our historic option grants in the summer of 2006 as a result of
general media coverage of the subject at the time. In late August 2006, we became aware of a brokerage firm
report analyzing certain option grants at 46 companies, including MIPS. On August 30, 2006, we announced that
our board of directors had formed a Special Committee consisting of independent directors and that the Special
Committee had hired independent counsel to conduct a full investigation of our historical option grant practices
during the Review Period. The Special Committee was formed to examine our historic option granting practices,
to determine if any adjustments to our financial statements were required as a result of past grant practices and to
propose any remedial measures that they believed were warranted based on the examination. There were no
restrictions placed on the scope of the Special Committee’s investigation by the Board, and the Special
Committee placed no restrictions on the activities of the outside attorneys and accountants it retained.

The Special Committee examined each option grant made in the Review Period. There were 107 granting
actions and 1,849 individual grants during the Review Period. Among other things, the Special Committee
examined documents, e-mail and electronic “meta-data,” and interviewed current and former employees, officers
and directors in an effort to reconstruct the chronology related to each grant.

On September 14, 2006, we filed with the Securities and Exchange Commission a Notification of Late
Filing on Form 12b-25 (“Form 12b-25”) for Form 10-K for the fiscal year ending June 30, 2006, indicating we
would be unable to file our Annual Report by the due date of September 13, 2006 until the voluntary review of
historical stock-based compensation practices was completed.

On October 25, 2006, we filed with the SEC a Form 8-K under Item 4.02 (Non-reliance on Previously
Issued Financial Statements or a Related Audit) and announced that although the investigation by the Special
Committee remained on-going, the Special Committee had reached a determination that different measurement
dates should have been used for computing compensation costs for certain stock options grants than those used in
the preparation of our historical financial statements. The Special Committee had not yet completed its
investigation to allow for the final determination of the proper measurement dates, and therefore, we had not
determined the amount of additional compensation expenses that would be recorded. Nonetheless, we had
determined that our financial statements included in reports that we had previously filed with the SEC would
need to be restated, and that such financial statements, and our earnings releases reporting periodic operating
results and financial condition for such periods, should no longer be relied upon.

On November 13, 2006, we filed with the SEC a Form 12b-25 for Form 10-Q for the period ending
September 30, 2006 indicating we would be unable to file our Quarterly Report until the voluntary review of
historical stock-based compensation practices was completed and until we filed our Annual Report on Form 10-K
for the fiscal year ending June 30, 2006.

On January 24, 2007, we announced that the Special Committee had completed its investigation into our
stock option practices. The Special Committee had reached a determination that different measurement dates
should have been used for computing compensation costs for certain stock option grants. The findings were
under review by management and our independent auditors, and, therefore, we had not determined the amount of
additional non-cash charges for compensation expense and the related cash and non-cash tax adjustments that
would be recorded. We subsequently filed with the SEC Forms 12b-25 for Form 10-Q’s for periods ending
December 31, 2006 and March 31, 2007 indicating the we were unable to file our Quarterly Reports until we
completed our review of the Special Committee’s findings and the restatement of our historical financial
statements.

Findings.

The Special Committee examined the facts and circumstances surrounding grants made during the Review
Period and determined that different measurement dates should have been used for computing compensation
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costs for certain historic stock option grants. The Special Committee found that the Committee of the Board of
Directors responsible for administering the option program had delegated its option-granting authority to the
former Vice President of Human Resources. The Special Committee concluded that hindsight was likely used by
the former Vice President of Human Resources in selecting grant dates for options granted in the period October
1998 through October 2000 and this person had a lack of knowledge of the accounting rules related to the
granting of options. While no direct evidence of using hindsight was found, the quantum of circumstantial
evidence, coupled with the absence of contemporaneously created electronic documents for the grants, led the
Special Committee to reach this conclusion. In particular, this circumstantial evidence included the fact that 20
out of 28 grants coincided with a weekly or monthly low in our stock price during this period. The former Vice
President of Human Resources left the Company in June 2003. The investigation did not find any evidence that
any other employees, executives or Board members were aware of the use of hindsight in selecting grant dates or
that measurement dates were based on improper practices. The investigation also did not find any evidence of
intentional misconduct by our current management, or any evidence that the incorrect grant practice was used for
the purpose of having a financial statement impact.

The grants reviewed by the Special Committee included (1) grants to persons elected or appointed to the
Board of Directors under a Directors’ Stock Plan (“Board Grants”); (2) grants to the Chief Executive Officer and
other executives (direct reports to the CEO) (“Executive and CEO Grants”); (3) grants to employees upon hire,
promotion or adjustments (“New Hire / Promotion / Adjustment Grants”); and (4) grants to employees under an
annual renewal program (“Employee Renewal”).

The table below summarizes the intrinsic value of options for which a new measurement date has been
established by type of grant in the fiscal year in which the stock option was granted. These intrinsic values are
recognized as expense over the vesting periods of the subject options, as reflected in the table appearing below
under “Restatement of Consolidated Financial Statements.”

Intrinsic Value by Grant Type
(dollars in thousands)

New Hire /

Executive Promotion / Total Pre-Tax

Board and CEO Adjustment Employee Compensation
Grant Made in Fiscal Year Grants Grants Grants Renewal Expense
1999 . $— $ — $ 5188 $ 2463 $ 7,651
2000 . . $— $ — $14861 $17,120 $31,981
2001 .. $—  $3793 $ 2549 § 19 $ 6,361
2002 . . &— $ — $ — 8 — $  —
2003 .ot $— §$ — 8§ 2 5 — 3 2
Total 1999-2003 ... ... ... ... $—  $3,793  $22,600 $19,602 $45,995
2004 . . $— $ — 5 6 $ 171 $ 177
2005 . . &— $ — $ — 8 — $  —
2006 . .. — $ — 8 — 8 — 3 —
Total ... $—  $3,793  $22,606 $19,773 $46,172

Board Grants — The Special Committee did not find any errors in the measurement dates of the grants to
Board members.

Executive and CEO Grants — A new measurement date was determined for options granted in three of the
granting actions to Executives and the Chief Executive Officer. However, the application of a new measurement
date to options granted in only one of these actions resulted in a stock compensation charge of $3.8 million
pre-tax. The Special Committee concluded that this grant was possibly made with hindsight. None of the options
from this grant were exercised, and none of the options remains outstanding. These options were exchanged and
cancelled in fiscal 2002 as part of a company-wide option exchange program for existing out-of-the-money
options.
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New Hire / Promotion / Adjustment Grants — Sixty-five granting actions involved the grant of options for
new hire, promotion and adjustment grants during the Review Period. New hire grants refer to the grants made to
employees when they joined us. Promotion grants are grants awarded to employees when they are promoted.
Adjustment grants are grants made to reward employee performance, in some ways similar to a bonus. None of
the options in this category was made to members of the Board of Directors or to the Chief Executive Officer.
New measurement dates have been applied to options granted in twenty-six of these granting actions, and the
application of a new measurement date to options granted in twenty-three of these actions resulted in a stock-
based compensation charge in the aggregate amount of $22.6 million pre-tax. Of these options, the Special
Committee concluded that it was likely that hindsight was used in selecting the grant date for seventeen grants in
the period from October 1998 through October 2000, resulting in a stock-based compensation charge in the
aggregate amount of $22.5 million.

Employee Renewals — Fourteen granting actions involved the grant of options to eligible employees for an
annual “renewal” grant. The process of determining the number of renewal options each employee would receive
was generally done in conjunction with the employees’ annual performance review. New measurement dates
have been applied to options granted in seven granting actions in this category, and the application of a new
measurement date to options granted in five of these actions resulted in a stock-based compensation charge in the
aggregate amount of $20 million pre-tax. Of these options, the Special Committee concluded that it was likely
that hindsight was used in selecting three of the grant dates for these grants that occurred in the period from
October 1998 through October 2000, resulting in stock-based compensation charge in the aggregate amount of
$19.6 million.

Restatement of Consolidated Financial Statements.

As a result of the independent investigation, as well as our internal review, our management has concluded,
and the Audit and Corporate Governance Committee of the Board of Directors agrees, that incorrect
measurement dates were used for financial accounting purposes and pro forma disclosure purposes for certain
stock option grants made in the Review Period. As a result, we have recorded net additional non-cash stock-
based compensation expense and related tax effects of $32.0 million, net of forfeitures related to employment
terminations, during the Review Period with regard to past stock option grants, and we are restating previously
filed financial statements for fiscal years ended June 30, 2005 and June 30, 2004 in this Form 10-K. The
additional stock-based compensation expense is being amortized over the vesting period relating to each option,
typically 48 to 50 months, with approximately 99% of the expense being recorded in years prior to fiscal 2004.
For fiscal 2006, 2005 and 2004 these adjustments, after tax, were an increase to net income of $186,000, a
decrease to net income of $149,000 and an increase to net loss of $317,000, respectively. The adjustments did not
affect MIPS’ previously reported revenue, cash, cash equivalents and short-term investment balances in any of
the restated periods.

The incremental impact from recognizing stock-based compensation resulting from the investigation of past
stock options grants is as follows (dollars in thousands):

Pre-Tax

Expense After-Tax
Fiscal Year (Income) Expense
1099 $ 1,304 $ 1,304
2000 .. $ 6,079 $ 3942
2000 $19,105  $13,338
2002 $18,028  $11,027
2003 $ 1,377 $ 2,075
Total 1999 —2003 impact .. ......ovi i $45,893  $31,686
2004 $ 317 $ 317
2005 $ 149 $ 149
20006 . $ (186) $ (186)
Total . ... $46,173  $31,966




We have also made certain other adjustments to the historical consolidated financial statements to correct
errors identified during the preparation of the restated financial statements. These adjustments included: (1)
Correction of an error in the calculation of the fair value of the options which were the subject of a settlement in
the first quarter of fiscal 2006 with certain former employees in Denmark. The market value of MIPS common
stock on the original grant date was erroneously used instead of the market value of MIPS common stock on the
reinstatement date in determining the fair value of the reinstated options under the Black-Scholes valuation
model. The impact of the adjustment was an increase of $2.1 million in income before taxes for fiscal 2006; (2)
Recording realized accumulated translation gain upon closure of our branch in Denmark in fiscal 2005. The
impact of the adjustment was an increase of $280,000 in income before taxes for fiscal 2005; (3) Correction of
errors in calculating accretion of interest on certain debt securities. The impact of this adjustment was an increase
in income before taxes by $13,000 in fiscal 2003, $43,000 in fiscal 2004, $59,000 in fiscal 2005 and decrease in
income before taxes by $45,000 in the nine months ended March 31, 2006; (4) Correction of errors in the
computation of available federal and state research and development income tax credits in estimating our income
tax provision expense. This adjustment impacted our income tax provision expense resulting in an increase of
$220,000 in fiscal 2000, a decrease of $317,000 in fiscal 2001, a decrease of $17,000 in fiscal 2002 and an
increase of $2,200,000 in fiscal 2003; and (5) Correction of errors in our income tax provision calculation related
to foreign income taxes resulting in reductions of income tax expense in the amount of $90,000 in fiscal 2004,
$88,000 in fiscal 2005 and $118,000 in the second quarter of fiscal 2006.

The effects of the adjustments are summarized as follows (in thousands):

Year Ended June 30,
1999 2000 2001 2002 2003 2004 2005 2006 TOTAL
As As As As As As As

restated restated restated restated restated restated restated
Adjustments to stock-based
compensation expense:
Revised stock option measurement

dates (pre-tax) ................. $1,304 $ 6,079 $19,105 $18,028 $ 1,377 $ 317 $ 149 $ (186) $46,173
Correction of other accounting

errors (1) .. ... — — — — — — —  (2,092) (2,092)
Total adjustment to stock-based

compensation expense .......... $1,304 $ 6,079 $19,105 $18,028 $ 1,377 $ 317 $ 149 $(2,278) $44,081

Non-stock-based compensation
expense / (benefit):
Correction of other accounting

errors (2) . oo — — — — (13) (43) (338) 145 (249)
Income tax adjustments (3) ......... —  (2,137) (5,767) (7,001) 698 — — — (14,207)
Income tax corrections (4) .......... — 220 (316) 7 2,170 (90) (88) (118) 1,761
Net decrease / (increase) in net

income due to adjustments . ... .. $1,304 $ 4,162 $13,022 $11,010 $ 4,232 $ 184 $ (277) $(2,251) $31,386
Cumulative increase to accumulated

deficit ........................ $1,304 $ 5,466 $18,488 $29,498 $33,730 $33,914 $33,637 $31,386

(1) Adjustment primarily pertains to a calculation error under FAS 123R in the fair value of options which were
the subject of a settlement of our Denmark lawsuit in the amount of $2.1 million during the first quarter of
fiscal 2006.

(2) Adjustments primarily pertain to accounting for currency translation adjustments and accretion of interest
on certain investments.

(3) Income tax impact associated with stock-based compensation expense.

(4) Adjustments primarily pertain to the income tax impact of correction of errors related to calculation of
research and development credits.
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Additionally, we have restated the pro forma expense under Statement of Financial Accounting Standards
(“SFAS”) No. 123 in Note 2 of the Notes to Consolidated Financial Statements of this Form 10-K to reflect the
impact of these adjustments for the years ended June 30, 2005 and June 30, 2004.

The following tables present the impact of stock-based compensation and associated tax adjustments, as
well as other adjustments made to our previously reported consolidated balance sheet, and statements of
operations.

Consolidated Balance Sheet as of June 30, 2005 (in thousands):

June 30, 2005

Stock-Based Other
Compensation  Adjust-

As Adjustments ments
Reported D@2 [€0XK)] As Restated
ASSETS
Current assets:
Cash and cash equivalents ........................... $ 91,686 $ — $ — $ 91,686
Marketable investments . ............... ..., 19,825 — — 19,825
Accountsreceivable . ....... ... . 2,544 — — 2,544
Prepaid expenses and other current assets . .............. 2,813 — — 2,813
Total current assets . ... 116,868 — — 116,868
Equipment, furniture and property, net ................. 2,899 — — 2,899
Intangible assets, net ............... .. ... 2,623 — — 2,623
Other aSSEtS . .o 5,156 — — 5,156
$127,546 $ — $ — $127,546
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable ........... .. $ 1,346 $ — $ — $ 1,346
Accrued liabilities ............... ... ... ... 12,058 (127) (177) 11,754
Deferredrevenue .............. ... .. 2,825 — — 2,825
Total current liabilities . ......................... 16,229 (127) (77) 15,925
Long-term liabilities ............. .. .. .. .. .. .. ... 2,938 — — 2,938
19,167 (127) (177) 18,863

Stockholders’ equity:
Common stock, $0.001 par value: 250,000,000 shares authorized

and 42,495,427 shares outstanding net of 17,361 reacquired

Shares . ... . 42 — — 42
Preferred stock, $0.001 par value: 50,000,000 shares authorized;

none issued and outstanding . .......... ... .. . ... — — — —

Additional paid-in capital ........... .. .. .. . . o L. 185,663 34,463 — 220,126
Accumulated other comprehensive income . ................. 464 — (394) 70
Deferred compensation . .................iiiiiiiiiian... (635) (128) — (763)
Accumulated deficit . .......... ... ... . (77,155) (34,208) 571 (110,792)
Total stockholders’ equity ....................... 108,379 127 177 108,683
$127,546  $ — $ — $127,546

(1) See Note 3, “Restatement of Consolidated Financial Statements.”
(2) Stock-based compensation related to the stock option investigation.

(3) Correction of other accounting and income tax errors. Adjustment to accumulated deficit amounting to
$571,000 primarily pertains to the income tax impact of correction of errors related to research and
development credits.
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Consolidated Statements of Operations for the Years ended June 30, 2005 and June 30, 2004 (in thousands,
except per share amounts):

Fiscal Year Ended June 30, 2005 Fiscal Year Ended June 30, 2004
Stock-Based  Other Stock-Based  Other
Compensation Adjust- Compensation Adjust-
As Adjustments ments As As Adjustments ments As
Reported 1)@ (1) 3 Restated Reported 1) @) (1) (3) Restated
Revenue:
Royalties . ............. $29,988 $ — $ — $29,988 $23,439 $ — $ — $23,439
Contract revenue . ...... 31,231 — — 31,231 24,446 — — 24,446
Total revenue . ..... 61,219 — — 61,219 47,885 — — 47,885
Costs and expenses:
Research and
development ......... 21,911 69 — 21,980 23,962 148 — 24,110
Sales and marketing . . ... 14,851 51 — 14,902 11,878 106 — 11,984
General and
administrative . ....... 10,283 29 — 10,312 8,486 63 — 8,549
Restructuring charge . ... 277 — — 277 3,233 — — 3,233
Total costs and
expenses ........ 47,322 149 — 47471 47,559 317 — 47,876
Operating income (loss) . ... .. 13,897 (149) — 13,748 326 (317) — 9
Other income, net ........... 2,412 338 2,750 591 43 634
Income (loss) before income
TAXES © oo 16,309 (149) 338 16,498 917 (317) 43 643
Provision (benefit) for income
TAXES © oo 1,400 — (88) 1,312 2,448 — (90) 2,358
Net income (loss) ........... $14,909 $(149) $426 $15,186 $(1,531) $(317) $133 $(1,715)
Per basic share amounts:
Net income (loss) per basic
share ................... $ 0.36 — $0.01 $ 0.37 $ (0.04) — — $ (0.04)
Per diluted share amounts:
Net income (loss) per diluted
share ................... $ 033 — $0.01 $ 0.34 $ (0.04) — — $ (0.04)

(1) See Note 3, “Restatement of Consolidated Financial Statements.”
(2) Stock-based compensation related to the stock option investigation.

(3) Correction of other accounting and income tax errors. The adjustment of $338,000 in fiscal 2005 primarily
relates to the correction of an error in accounting for currency translation adjustments.
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Methodology Used for Assessing Measurement Dates in Restated Consolidated Financial Statements.

The primary objective of our new measurement date methodology is to determine the appropriate
measurement date of stock grants for financial accounting purposes on a consistent basis through the Review
Period. To determine the appropriate measurement date, we followed guidance provided by the Office of the
Chief Accountant of the SEC in the Chief Accountant’s September 19, 2006 letter and APB 25, which defines the
measurement date as “the first date on which are known both (1) the number of shares that an individual
employee is entitled to receive and (2) the option or purchase price, if any.” Therefore, our methodology requires
that appropriate approvals have occurred by the measurement date on which both criteria (1) and (2) are met.

We analyzed the evidence from the Special Committee’s review including, but not limited to, physical
documents, electronic documents, underlying electronic data about documents, and personal interviews. Based
on the relevant facts and circumstances, we applied the then appropriate accounting standards to determine for
every grant the proper measurement date. Our methodology incorporated the review of all available evidence, as
well as a thorough consideration of the facts and circumstances related to each grant date and the individual
grants, including whether administrative delays were reasonable and whether more favorable selection of dates
occurred. Our methodology results in the selection of a measurement date that coincides with the date on which
there is the strongest evidence that a granting action related to the approval of the stock option grant had occurred
and the terms of the option were determined with finality. If the measurement date was not the originally
assigned grant date, accounting adjustments were made as required, resulting in stock-based compensation
expense and related tax effects.

Judgment

As stated above, we considered the guidance provided in the SEC Chief Accountant’s Letter in determining
the grant dates for our historical stock option grants and in calculating the amount of stock-based compensation
expense to record. Specifically, we used the best available evidence indicating that the required granting actions
were complete and both measurement date criteria were met and not subject to change. This process required us
to make certain judgments and assumptions to reach the resulting conclusions. There is risk that the judgments
and assumptions we made could be disputed by others, or that we did not draw the correct conclusions.

The measurement date methodology used results in the selection of a measurement date that coincides with
the date on which there is the strongest evidence that a granting action related to the approval of the stock option
grant had occurred and the terms of the option were determined with finality. Evidence used to determine the
new measurement included minutes of the meetings of the Compensation Committee, the electronic record of
when relevant documents such as Unanimous Written Consents of the Compensation Committee and grant
allocation lists generated by our human resources department were last modified, email messages by our human
resources and legal department, offer letters, promotion notifications and information obtained during interviews
of the persons involved in the granting process. For those option grants where the new measurement date could
not be defined with certainty, we prepared a sensitivity analysis. Due to the lack of evidence as previously
discussed, or because the evidence is inconclusive, we determined the measurement dates for these option grants
by using the date the option information was input into the Equity Edge database as evidence. The sensitivity
analysis is formulated to show the potential expense impact of a change in measurement dates to another date
within a specific time frame that includes all reasonably possible dates when the terms of the award were
approved and finalized.

In completing the sensitivity analysis, we reviewed stock trading prices from the unanimous written consent
(“UWC”) creation date through the date the option information was input into the Equity Edge database. It may
be possible that the terms of the grant were determined with finality before the date of input into the Equity Edge
database, but because we believe that UWCs were created promptly after approval, we do not believe the terms
could have been determined with finality before the date of creation of the UWC. Had we used for the
measurement date the highest closing stock price for the period from the UWC creation date through the date that
grant information was input into the Equity Edge database, the restated stock-based compensation charge would
have increased by $1.1 million pre-tax. Alternatively, had we used as the measurement date the lowest closing
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stock price within the range between the UWC creation date and the date of input into Equity Edge, the restated
stock-based compensation charge would have decreased by $1.5 million pre-tax.

We believe that the approaches we used for each of the categories were the most appropriate under the
circumstances.

Remedial Measures.

The Special Committee found that the shortcomings which contributed to the errors in the option grant
practices were historical. Over time, and in connection with the formal review of our internal control over
financial reporting by our management and our independent accountants as a result of implementing Section 404
of Sarbanes Oxley, the Special Committee found that we have strengthened our procedures so as to greatly
reduce the likelihood of a future failure in this area. These improvements in procedures included, beginning in
November 2000, a notifying e-mail sent by our General Counsel to the Compensation Committee members on
the date when a grant decision was made. This procedure created a record date of the grant. This procedure was
further refined in June 2004 by requiring that grants for new hires, promotions and adjustments take place on a
pre-determined date — the last Thursday of each month. The Special Committee has recommended that our
general counsel participate in the meetings of our Compensation Committee so that it will have the benefit of the
participation of the legal department. We have implemented this recommendation starting in March 2007.

Regulatory Inquiries

On September 14, 2006, we received a notice that the SEC’s Division of Enforcement was conducting an
informal inquiry to determine whether there have been violations of the federal securities laws in connection with
our historical stock option practices. In connection with this inquiry, the SEC Staff requested and we provided
information and documents on stock options and our policies, procedures, and practices for granting and
accounting for stock options. We are continuing to cooperate with the SEC investigation.

Derivative Lawsuits

Three actions seeking to assert derivative claims on behalf of MIPS have been filed in the United States
District Court for the Northern District of California. The shareholder-plaintiffs in each of these actions seek to
assert claims against current and former officers and directors related to our historic stock option grant practices.
Each action alleges that the individual defendants breached their fiduciary duties and violated federal securities
laws as a result of backdating stock option grants, insider trading and the dissemination of false financial
statements. Each action asserts that the individual defendants’ conduct injured MIPS and gives rise to numerous
causes of action on behalf of MIPS under the federal securities laws and state law. Plaintiffs seek to recover, on
behalf of MIPS, monetary damages, various equitable remedies, attorneys’ fees and costs. The specifics of the
individual actions are described under Item 3, Legal Proceedings.

Nasdaq

On September 19, 2006, we received a Nasdaq Staff Determination notice stating that the we were not in
compliance with the requirements for continued listing as set forth in Marketplace Rule 4310(c)(14) due to the
delayed filing of our Annual Report on Form 10-K for the fiscal year-end June 30, 2006. We were granted a
hearing with the Nasdaq Listing Qualification Panel (the “Panel””) on November 9, 2006, where we presented our
plan to regain compliance with Nasdaq’s filing requirements. The plan consisted of the background of the
investigation, the advisors engaged, the preliminary findings to date, the on-going communications with the SEC
and the commitment to keep the public informed of material developments throughout the process.

Since November 2006, we received several additional Nasdaq Staff Determination notices stating that we
were not in compliance with requirements for continued listing due to the delayed filings of our SEC reports.

On December 26, 2006, we received a written notification that the Panel granted our request for continued
listing on the Nasdaq Stock Market, subject to the condition that we file our Form 10-K for the fiscal year-ended
June 30, 2006 and any restatement by February 7, 2007 and Form 10-Q for the quarter-end September 30, 2006
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by February 21, 2007. On January 29, 2007, we requested a further extension through March 19, 2007 to file the
Form 10-K and through March 26, 2007 to file the Form 10-Q for the period ending September 30, 2006.

On February 2, 2007, the Panel granted our request for continued listing subject to the condition that we file
our Form 10-K for the year ended June 30, 2006 and all required restatements by March 19, 2007 and our Form
10-Q for the quarter ended September 30, 2006, and any required restatements by March 26, 2007. On March 13,
2007, we were informed that the Nasdaq Listing and Hearing Review Council (the “Listing Counsel”) had called
for review the decision of the Panel dated February 2, 2007 (the “February 2nd Panel Decision”) and had also
stayed the February 2" Panel Decision and any future Panel determinations to suspend our securities from
trading pending further action by the Listing Council. We submitted additional information regarding the status
of the investigation and the restated financial statement on May 4, 2007 for consideration by the Listing Council
in their review.

Cost of Restatement and Legal Activities

We have incurred substantial expenses for legal, accounting, tax and other professional services in
connection with the Special Committee’s investigation, our internal review, the preparation of the June 30, 2006
consolidated financial statements and the restated consolidated financial statements, and the derivative litigation.
These expenses were approximately $2.6 million in aggregate through the quarter ended March 31, 2007 and we
expect to incur additional expenses of approximately $1.8 million for the quarter ended June 30, 2007. We expect
to continue to incur significant expense in connection with the derivative litigation and our indemnity obligations
related thereto. Our directors’ and officers’ liability insurance may cover a portion of these costs. In addition, we
expect to incur additional expenses in connection with measures that we likely will adopt for the benefit of
employees and former employees relating to adverse tax consequences arising from the granting of options with
exercise prices below the fair market value of our common stock on the actual measurement date.

As a result of the failure to file this Annual Report and our Quarterly Reports for the first three quarters of
fiscal 2007 and our determination that previously filed financial statements should no longer be relied upon, we
suspended our registration statement on Form S-8, and options held by certain former employees were scheduled
to expire during this suspension period. We have extended the post-termination exercise period for some former
employees whose options would have expired to allow for a 30-day period to exercise in-the-money options after
we become current with our SEC filings. This modification results in a compensation charge that will be
recorded in our third fiscal quarter of 2007 in the amount of $392,000. For those former officers and employees
whose in-the-money options have expired, we expect to accrue in our fourth fiscal quarter of 2007 compensation
expense for an expected cash payment of approximately $800,000. We have also agreed to extend the post
termination exercise period for current employees that may leave the company whose options may expire to
allow for a 30-day period to exercise in-the-money options after we become current with our SEC filings. This
modification results in a compensation charge that will be recorded in our third fiscal quarter of 2007 in the
amount of $99,000.

Critical Accounting Policies and Estimates

We prepare our financial statements in conformity with U.S. generally accepted accounting principles,
which require us to make estimates and assumptions that affect the reported amounts of assets and liabilities at
the date of the financial statements and the reported amounts of revenue and expenses during the reporting
period. We regularly evaluate our accounting estimates and assumptions. We base our estimates and assumptions
on historical experience and on various other factors that we believe to be reasonable under the circumstances,
the results of which form the basis for making judgments about the carrying value of assets and liabilities that are
not readily apparent from other sources. Actual results inevitably will differ from the estimates, and such
differences may require material adjustments to our financial statements.

We believe the following critical accounting policies affect the significant judgments and estimates we use
in the preparation of our consolidated financial statements.

Revenue Recognition. Our revenue consists of royalties and contract revenue earned under contracts with
our licensees. Although the precise terms of our contracts vary, they typically provide for technology license fees
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for currently available technology or engineering service fees for technology under development, and include
maintenance and support fees and royalties.

We recognize revenue upon concluding that all of the fundamental criteria for revenue recognition have
been met. We derive revenue from license fees for currently available technology or from engineering services
for technology under development. Each of these types of contracts includes a nonexclusive license for the
underlying intellectual property. Consistent with SAB No. 104, fees for or allocated to licenses for currently
available technology are recorded as revenue upon the execution of the license agreement when there is
persuasive evidence of an arrangement, fees are fixed or determinable, delivery has occurred and collectibility is
reasonably assured. We assess the credit worthiness of each customer when a transaction under the agreement
occurs. If collectibility is not considered reasonably assured, revenue is recognized when the fee is collected. In
contracts relating to technology under development, we undertake best efforts engineering services intended to
further the development of certain technology that has yet to be developed into a final processor design.
Customers under these arrangements pay us milestone fees as we perform the engineering services rather than
paying an upfront license fee. Fees for engineering services are recognized as revenue as services are performed;
however, we limit the amount of revenue recognized to the aggregate amount received or currently due pursuant
to the milestone terms. We also have the right to license the intellectual property developed under engineering
service agreements to other licensees. Under our maintenance and support arrangements, we provide unspecified
upgrades, bug fixes and technical support. No other upgrades, products or other post-contract support are
provided. These arrangements are renewable annually by the customer. Maintenance and support revenue is
recognized at its fair value ratably over the period during which the obligation exists, typically 12 months. The
fair value of any maintenance or support obligation is established based on the specified renewal rate for such
maintenance and support and is generally priced as a percentage of license fees.

We generate royalties from the sale by our licensees of products incorporating our technology. Royalty
revenue is recognized in the quarter in which a report is received from a licensee detailing the shipments of
products incorporating our intellectual property, which is in the quarter following the sale of the licensee’s
product to its customer. Royalties are calculated either as a percentage of the revenue received by the seller on
sales of such products or on a per unit basis. We periodically engage a third party to perform royalty audits of our
licensees and if these audits indicate any over- or under-reported royalties, we account for the results when they
are identified as was the case in the second quarter of fiscal 2005 when we reduced our royalty revenue by
$900,000 due to an over-reporting by one of our licensees.

Income Taxes. Significant judgment is required in determining our worldwide income tax provision. In the
ordinary course, there are many transactions and calculations for which the ultimate tax outcome is uncertain.
Some of these uncertainties arise as a consequence of revenue sharing and cost reimbursement arrangements
among related entities and segregation of foreign and domestic income and expense to avoid double taxation.
Although we believe that our estimates are reasonable, no assurance can be given that the final tax outcome of
these matters will not be different from that which is reflected in our historical income tax provisions and
accruals. Such differences could have a material effect on our income tax provision and net income in the period
in which such determination is made.

We record a valuation allowance to reduce our deferred tax assets to the amount that is more likely than not
to be realized. In order for us to realize our deferred tax assets, we must be able to generate sufficient taxable
income in those jurisdictions where the deferred tax assets are located. We have provided a full valuation
allowance against our U.S. net deferred tax assets due to our history of net losses, difficulty in forecasting future
results and belief that we cannot rely on projections of future taxable income to realize deferred tax assets.
Significant management judgment is required in determining our deferred tax assets and liabilities and valuation
allowances for purposes of assessing our ability to realize any future benefit from our net deferred tax assets. We
intend to maintain this valuation allowance until sufficient positive evidence exists to support the reversal of the
valuation allowance. Future income tax expense will be reduced to the extent that we have sufficient positive
evidence to support a reversal of, or decrease in, our valuation allowance.

We calculate our current and deferred tax provision based on estimates and assumptions that could differ
from the actual results reflected in income tax returns filed during the subsequent year. Adjustments based on
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filed returns are generally recorded in the period when the tax returns are filed and the tax implications are
known.

The amount of income taxes we pay is subject to ongoing audits by federal, state and foreign tax authorities,
which often result in proposed assessments. For example, the Internal Revenue Service (“IRS”) has completed its
examination of our fiscal year 2002 federal income tax return and has issued a notice of proposed adjustment. A
settlement was reached in May 2006 in which adequate amounts had been provided in prior periods. The
assessment was recorded in the fourth fiscal quarter of 2006. However, our future results may include favorable
or unfavorable adjustments to our estimated tax liabilities in the period the assessments are made or resolved or
when statutes of limitation on potential assessments expire. As a result, our effective tax rate may fluctuate
significantly on a quarterly basis.

Impairment of Long-Lived Assets. We evaluate our long-lived assets, including purchased intangible
assets, whenever certain events or changes in circumstances indicate that the carrying value of assets may not be
recoverable or that the estimated useful life of the asset has changed. In order to judge the carrying value of an
asset or the remaining useful life of an asset, we make various assumptions about the value of the asset in the
future. This may include assumptions about future prospects for the products to which the asset relates and
typically involves computations of the estimated future cash flows to be generated by these products. If such
assets are deemed impaired, an impairment loss equal to the amount by which the carrying amount exceeds the
fair value of the assets is recognized. Judgments and assumptions about future values and remaining useful lives
are complex and often subjective. They can be affected by a variety of factors, including external factors such as
industry and economic trends, and internal factors such as changes in business strategy and our internal forecasts.
For example, research and development expense in fiscal 2004 included $1.7 million related to the accelerated
amortization and depreciation of certain computer aided design tool and software assets whose estimated useful
lives were reduced because of the restructuring actions announced in the fourth quarter of fiscal 2003.

Goodwill and Purchased Intangible Assets. We make estimates when we acquire businesses or acquire
groups of assets for a single aggregate price. The purchase method of accounting for acquisitions requires
extensive use of accounting estimates and judgments to allocate the purchase price to the fair value of the
tangible and intangible assets acquired, including in-process research and development, or IPR&D. Goodwill is
recorded as the difference, if any, between the aggregate consideration paid for an acquisition of a business and
the fair value of the net tangible and intangible assets acquired. Goodwill is not amortized but is subject to annual
impairment tests. The amounts and useful lives, generally 3 to 10 years, assigned to tangible and intangible
assets, other than IPR&D, impact future amortization expense; the amount assigned to IPR&D is expensed
immediately. Patent costs are being amortized and charged as a research and development expense, on a straight-
line basis, over their estimated useful lives of ten years.

Accrued Facilities Restructuring Costs. In October 2002, we exited our Denmark research facility, and we
recorded a restructuring charge in the second quarter of fiscal 2003 to reflect the anticipated costs of the
restructuring. Among other things, the anticipated costs included lease charges that were based on assumptions
about the estimated period to sublease the facilities and future rental income. The sublease income estimate and
the estimated period to sublease the facility entail a high level of management judgment. For example, on
September 28, 2004, we entered into an agreement with the landlord and a new tenant to terminate our lease
obligation in return for a lump sum payment of approximately $1.9 million, resulting in additional charges of
$277,000 in the first quarter of fiscal 2005.

Stock-Based Compensation. Prior to July 1, 2005, we accounted for our stock-based employee
compensation arrangements under the intrinsic value method prescribed by Accounting Principles Board Opinion
No. 25, Accounting for Stock Issued to Employees (APB No. 25), as allowed by SFAS No. 123, Accounting for
Stock-based Compensation (SFAS No. 123), as amended by SFAS No. 148, Accounting for Stock-Based
Compensation — Transition and Disclosure (SFAS No. 148).

Under the provisions of APB No. 25, compensation expense is recognized for options to purchase our
common stock that were granted with an exercise price lower than fair market value of our common stock on the
measurement date. The compensation expense is equal to the excess of fair market value of our common stock
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over the exercise price. We have elected to amortize compensation expense over the vesting period based on an
accelerated attribution method. Under this attribution method, we separate a grant with graded vesting terms in to
multiple tranches. Each tranche includes number of shares that vest during a twelve month period. Compensation
cost for each tranche is recognized as if each tranche were a separate award.

Under the provisions of APB No. 25, no expense was recognized for options to purchase our common stock
that were granted with an exercise price equal to fair market value at the date of grant. No expense was
recognized in connection with purchases under our employee stock purchase plan in fiscal years 2005 and 2004.

Effective July 1, 2005, we adopted SFAS No. 123R, Share-Based Payment using the modified prospective
method which requires all share-based payments to employees, including grants of employee stock options, to be
recognized in the financial statements based on their fair value. The fair value is estimated at the date of grant
using a Black-Scholes option pricing model with weighted average assumptions for the activity under our stock
plans. Option pricing model assumptions such as expected term, expected volatility, and risk-free interest rate,
impact the fair value estimate. Further, the forfeiture rate impacts the amount of aggregate compensation. These
assumptions are subjective and generally require significant analysis and judgment to develop. When estimating
fair value, some of the assumptions will be based on or determined from external data and other assumptions
may be derived from our historical experience with share-based payment arrangements. The appropriate weight
to place on historical experience is a matter of judgment, based on relevant facts and circumstances.

As a result of the adjustment to our term and vesting schedule in July 2005 for stock options awarded under
our 1998 and 2002 Plans, we do not believe that we are able to rely on our historical exercise and post-vested
termination activity to provide relevant data for estimating our expected term for use in determining the fair
value of these options. Therefore, as allowed by Staff Accounting Bulletin (SAB) No. 107, Share-Based
Payment, we have opted to use the simplified method for estimating our expected term equal to the midpoint
between the vesting period and the contractual term.

We currently estimate volatility by considering the implied volatility derived from publicly traded options to
purchase our common stock and our historical stock volatility.

The risk-free interest rate is the implied yield currently available on U.S. Treasury zero-coupon issues with a
remaining term equal to the expected term used as the input to the Black-Scholes model.

We estimate forfeitures using a weighted average historical forfeiture rate. Our estimates of forfeitures will
be adjusted over the requisite service period based on the extent to which actual forfeitures differ, or are expected
to differ, from their estimate.

In connection with the restatement of our consolidated financial statements, we applied judgment in
determining new measurement dates for prior option grants. Information regarding the restatement is set forth in
the “Explanatory Note” immediately preceding Part I, Item 1 and in Note 3, “Restatement of Consolidated
Financial Statements” in Notes to Consolidated Financial Statements of this Form 10-K.

Judgments

Please see Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations Background of the Stock Option Investigation, Findings, Restatement of Consolidated Financial
Statements—Judgment.”
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Results of Operation — Years Ended June 30, 2006, 2005 and 2004

Revenue. Total revenue consists of royalties and contract revenue. Royalties are based upon sales by
licensees of products incorporating our technology. Contract revenue consists of technology license fees
generated from new and existing license agreements for developed technology and engineering service fees
generated from contracts for technology under development. Technology license fees vary based on, among other
things, whether a particular technology is licensed for a single application or for multiple or unlimited
applications, and whether the license granted covers a particular design or a broader architecture. Our revenues in
fiscal 2006, 2005 and 2004 were as follows (in millions):

Fiscal Year Fiscal Year
Change in Change in
Percent Percent
2006 2005  2005-2006 2004  2004-2005
Revenue
ROYAIties . ..ottt e $36.7 $30.0 22% $23.4 28%
Percentage of Total Revenue . ......................... 57%  49% 49%
ContractRevenue ................ .. ... ... ... .. ..... 274  31.2 (12%) 24.5 28%
Percentage of Total Revenue .......................... 43%  51% 51%
Total Revenue . . ...t $64.1 $61.2 5% $47.9 28%

Fiscal 2006 compared to fiscal 2005. The 22% increase in royalties primarily resulted from a $5.2 million
increase in royalties under license agreements signed since our initial public offering in June 1998 due to an
increase in unit shipments by certain licensees and an increase in the overall number of licensees reporting
royalties. Royalties from our legacy agreements, which were signed prior to our IPO, represented $1.5 million of
the increase. The 12% decrease in contract revenue was primarily due to a decline in revenue from MIPS32 24K
core family revenue of $1.7 million and MIPS 4K core family revenue of $4.5 million offset in part by an
increase in the MIPS32 34K core family of $2.3 million. The decrease in fees for developed technology was
primarily due to the completion of 25 new license agreements including 9 agreements for the MIPS 24K core
family during fiscal 2006 compared to 43 agreements including 14 agreements for the MIPS 24K core family
completed in fiscal 2005. There was an increase in contract revenue of $2.0 million in fiscal 2006 associated with
the FS2 acquisition.

Fiscal 2005 compared to fiscal 2004. Contract revenue increased 28% due to an increase in fees from
developed technology as a total of 43 new license agreements were completed during fiscal 2005 compared to 35
agreements in fiscal 2004, resulting in an increase of $7.0 million in fees for currently available technology
primarily from our MIPS32 24K core family. The 28% increase in royalties resulted from a $10.3 million
increase in post-IPO royalties as customers under these agreements are shipping more products incorporating our
technology. This increase was offset in part by a decline of $3.7 million in pre-IPO royalties.

International revenue accounted for approximately 51% of our total revenue in fiscal 2006, 39% of our total
revenue in fiscal 2005 and 47% of our total revenue in fiscal 2004. Substantially all of this revenue has been
denominated in U.S. dollars. We expect that revenue derived from international licensees will continue to
represent a significant portion of our total revenue.

Cost and Expenses. Our cost and expenses in fiscal 2006, 2005 and 2004 were as follows (in millions):

Change in Change in

Percent Percent
2006 2005 2005-2006 2004 2004-2005

As As
restated (1) restated (1)
Cost and Expenses

Research and Development . .................... $28.2  $22.0 28% $24.1 (9%)

Sales and Marketing .......................... $18.6 $14.9 25% $12.0 24%

General and Administrative .................... $12.2 $10.3 18% $ 85 21%

(1) See Note 3, “Restatement of Consolidated Financial Statements,” in Notes to Consolidated Financial
Statements.
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Research and Development. Research and development expenses include salaries and contractor and
consultant fees, as well as costs related to workstations, software, and computer aided design tools. The costs we
incur with respect to internally developed technology and engineering services are included in research and
development expenses as they are incurred and are not directly related to any particular licensee, license
agreement or license fee.

Fiscal 2006 compared to fiscal 2005. Research and development expenses increased in fiscal 2006
primarily due to the recognition of $4.0 million in stock-based compensation expense due to the adoption of
SFAS No. 123R beginning July 1, 2005. The stock-based compensation charge included a non-recurring charge
of $1.2 million related to the options that were the subject of the Denmark lawsuit settlement reached in
September 2005. In addition, salary expense increased by $1.9 million due to an increase in headcount of 14
employees, including the FS2 employees, and amortization expense increased by $845,000 due to an increase in
our computer-aided design tool asset base to support our increased headcount and our development center in
China, and the intangible assets acquired in the FS2 acquisition. These increases were offset in part by a decrease
in bonus and profit sharing expense of $1.3 million as we did not reach plan targets in fiscal 2006.

Fiscal 2005 compared to fiscal 2004. Research and development expenses decreased in fiscal 2005
primarily due to a decrease in computer aided design tool amortization expense of $2.1 million. This decrease
was primarily due to higher amortization and depreciation expense of approximately $1.7 million in fiscal 2004
related to the accelerated amortization of certain computer aided design tools and software assets whose useful
lives were reduced because of our restructuring plans announced in fiscal 2003. In addition, we experienced
lower depreciation expense of $1.3 million as a result of more assets being fully depreciated during fiscal 2005
and consulting expense decreased by approximately $658,000 due to the completion of a custom core project in
fiscal 2004. These decreases were offset in part by an increase in bonus expense of approximately $978,000
primarily due to increased payouts from our profit sharing plan and the reinstatement of a bonus program, and an
increase of $785,000 in salary expense driven by a net increase in headcount of 24 engineers during fiscal 2005.
Fiscal 2004 reflected the savings associated with the termination of 32 engineers from the custom core
development team at the end of the first fiscal quarter of that year as a result of the restructuring action
implemented in fiscal 2003.

Our research and development staff increased to 102 persons at June 30, 2006, compared to 88 persons at
June 30, 2005, and 64 persons at June 30, 2004, as we added more resources for projects under development. We
expect our research and development expenses to increase in fiscal 2007 as we invest in additional projects to
support our growth.

Sales and Marketing. Sales and marketing expenses include salaries, commissions and costs associated
with third party independent software development tools, direct marketing and other marketing efforts. Our sales
and marketing efforts are directed at establishing and supporting our licensing relationships.

Fiscal 2006 compared to fiscal 2005. Sales and marketing expense increased in fiscal 2006 primarily due
to the recognition of $1.9 million in stock-based compensation expense due to the adoption of SFAS No. 123R
beginning July 1, 2005. In addition, increases in average headcount and salaries led to an increase in salary
expense of $914,000. There was also an increase of $491,000 primarily due to the completion of project
milestones related to the FS2 acquisition, $467,000 primarily due to the completion, by third party tool vendors,
of certain project milestones during the period related to various on-going third party marketing projects and an
increase of $635,000 for the purchase of evaluation boards and amortization expense related to FS2 intellectual
property and other assets. These increases were partially offset by a decrease in commission and bonus expense
of $1,147,000 because our commissionable revenue decreased and because we did not reach bonus plan targets in
fiscal 2006.

Fiscal 2005 compared to fiscal 2004. Sales and marketing expense increased in fiscal 2005 primarily due
to an increase of $1.2 million in salary and benefits expense related to increases in headcount and an increase in
commission and bonus expenses of $836,000 as a result of an increase in contract revenue and an increase in
bonus and profit sharing expenses. In addition, spending on marketing communications, consulting and third
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party development tools increased by $502,000 due to an increase in projects and tools requirements and the
opening of our branch office in China in the third quarter.

We incur expenses related to third party software development tools when we enter into agreements with
tool vendors to develop software tools that are compatible with our products such as compilers, debuggers,
probes and operating systems. Expenses associated with third party tools are typically driven by the third party’s
attainment of specified milestones and vary from period to period. Our commitments at June 30, 2006, under
these agreements are immaterial.

Our sales and marketing staff was 46 persons at June 30, 2006, compared to 43 persons at June 30, 2005,
and 35 persons at June 30, 2004. We expect that our sales and marketing expenses will increase in fiscal 2007 as
we focus additional resources on expanding our market presence.

General and Administrative. General and administrative expenses comprise salaries, legal fees including
those associated with the establishment and protection of our patent, trademark and other intellectual property
rights which are integral to our business and expenses related to compliance with the reporting and other
requirements of a publicly traded company including directors and officers liability insurance.

Fiscal 2006 compared to fiscal 2005. General and administrative expenses increased in fiscal 2006
primarily due to the recognition of $2.4 million in stock-based compensation expense due to the adoption of
SFAS No. 123R beginning July 1, 2005. This increase was partially offset by a decrease in bonus expense of
$977,000 because our bonus plan targets were not met in fiscal 2006.

Fiscal 2005 compared to fiscal 2004. General and administrative expenses increased in fiscal 2005
primarily due to increased fees for accounting and audit services of $881,000 related to costs associated with
Sarbanes-Oxley compliance, additional royalty audits conducted during the fiscal year and the establishment of
the branch office in China. In addition, legal expenses increased by $558,000 as a result of increased legal and
patent activity.

Acquired In-process Research and Development. In September 2005, we completed the acquisition of
FS2, a design services and development tools company based in Lake Oswego, Oregon, for cash consideration.
FS2’s products and services will provide value to our customer base by improving performance analysis and
de-bugging capability and accelerating time to market of their products. We recorded a charge in fiscal 2006 of
$570,000 for purchased in-process research and development expenses upon completion of the acquisition
because technological feasibility of the acquired technology had not been established and no future alternative
uses existed. The fair value of the projects was determined by estimating the present value of the net cash flows
we believed would result from the acquired technology.

Restructuring. In the second quarter of fiscal 2003, we closed our Denmark design center to consolidate
our research and development activities in California and in our then recently acquired design center in the
United Kingdom. The restructuring expense of $3.2 million in fiscal 2004 included $1.4 million of additional
expense based upon our revised estimate of sublease income during the remainder of the lease term related to our
Denmark design center facilities. In September 2004, we entered into an agreement with the landlord of our
Denmark design center facilities and obtained a new tenant which allowed us to terminate our long-term lease
obligation in return for a lump sum payment of approximately $1.9 million. This resulted in an additional charge
to restructuring in the first quarter of fiscal 2005 of $277,000.

In the fourth quarter of fiscal 2003, we announced a restructuring plan intended to reduce our operating
expenses. The plan included the termination of approximately 57 employees and contractors or approximately
one-third of our workforce. The restructuring expense of $3.2 million in fiscal 2004 consisted of $1.8 million
related to this restructuring action including the termination of our custom core team in September 2003.
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Other Income, Net. Other income, net in fiscal 2006, 2005 and 2004 were as follows (in thousands):

Years Ended June 30,
2005 2004

As As
2006 restated (1) restated (1)

INEErest INCOME . .« v v v o e e e e e e e e e e e e e e $4.413 $2,066 $ 852
INterest eXPense . .. ..o v vt 2) 2) —
Other . ... (38) 636 (218)
Other inCome, Net . .. ..ottt $4,373 $2,750 634

(1) See Note 3, “Restatement of Consolidated Financial Statements,” in Notes to Consolidated Financial
Statements.

The increase in interest income in both fiscal 2006 and 2005 was primarily due to higher cash and
investment balances and higher interest rates. In fiscal 2005, other included realized foreign currency translation
gains of $672,000 arising from disposition of certain overseas subsidiaries.

Income Taxes. 1In fiscal 2006, we recorded an income tax benefit of $2.2 million. This is primarily the
result of the release of tax reserves due to the settlement of our IRS examination for the fiscal year 2002 federal
income tax return, offset by tax on operating income at an effective tax rate of 22%. The annual effective tax rate
of 22% is lower than the applicable combined federal and state statutory rate due to the utilization of foreign tax
credits and general business tax credits. We recorded an income tax provision of $1.3 million in fiscal 2005. The
annual effective tax rate of 8% for the year ended June 30, 2005 is lower than the applicable combined federal
and statutory rate primarily due to the utilization of net operating loss, foreign tax credit and general business tax
credit carryovers from prior years. We recorded an income tax provision of $2.4 million in fiscal 2004 which
consists primarily of foreign income taxes and foreign withholding taxes.

Impact of Currency

Certain of our international licensees pay royalties based on revenues that are reported in a local currency
and translated into U.S. dollars at the exchange rate in effect when such revenues are reported by the licensee. To
date, substantially all of our revenue from international customers has been denominated in U.S. dollars.
However, to the extent that sales by our manufacturing licensees are denominated in foreign currencies, royalties
we receive on such sales could be subject to fluctuations in currency exchange rates.

Liquidity and Capital Resources

At June 30, 2006, we had cash, cash equivalents and marketable investments of $121.2 million, an increase
of $9.7 million from June 30, 2005, and working capital of $117.3 million. Our principal requirements for cash
are to fund working capital needs, and, to a lesser extent, capital expenditures for equipment purchases, licensing
of computer aided design tools used in our development activities, and acquisition of technologies. In fiscal
2006, we primarily generated cash from operations and financing activities and we used cash primarily for
investing activities. The following table summarizes selected items (in thousands) from our statement of cash
flows for fiscal 2006, 2005 and 2004. For complete statements of cash flows for those periods, see our
consolidated financial statements in Item 8.
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Years Ended June 30,

2005 2004
As As

2006 restated (1) restated (1)
Net cash provided by operating activities ............................ $12,965 $13,719 $ 11,104
Netincome (0SS) .. ..ottt 11,021 15,186 (1,715)
Depreciation ... ...t 1,628 1,840 3,207
Stock based cOmMpPensation .. ... .. ... ... 8,332 958 961
Acquired in-process research and development ......................... 570 — —
Amortization of intangibles . .. ....... ... L L 1,259 553 593
Accounts receivable ... ... ... (1,810) (56) 2,274
Prepaid eXpenses . ... ... (262) 338 459
Other aSSetS . ..ottt (1,048) (2,230) 2,203
Other current accrued liabilities ........... ... ... ... ... .. ... ..., 21 (2,579) (1,117)
Income tax payable . ......... ... (3,097) (343) 1,023
Accrued COMPENSAtION . ... oottt ettt e e (1,805) 54 1,563
Net cash used in investing activities . . . .............................. $(8,325) $(5,518) $(17,598)
Net maturities (purchases) of marketable investments .................... 971 (4,350) (15,009)
Capital expenditures . ... ... ...ttt e (2,179) (1,168) (2,589)
Investments in private COMpany . .................ouveninenannenen .. (4,500) — —
Acquisition of First Silicon Solutions, Inc.,net ......................... (2,857) — —
Net cash provided by financing activities ............................ $5198 $ 5152 $ 1,004
Net proceeds from issuance of common stock .......................... 5,098 5,152 1,004
Net increase (decrease) in cash and cash equivalents .................. $ 9,795 $13,351 $ (5,504)

(1) See Note 3, “Restatement of Consolidated Financial Statements,” in Notes to Consolidated Financial
Statements.

For fiscal 2006, our operating activities provided net cash of $13.0 million primarily reflecting our net
income and adjustments for in-process research and development charges related to the FS2 acquisition and by
non-cash charges including stock-based compensation under SFAS No. 123R, depreciation expense and
amortization of intangibles. In addition, cash was generated by an increase in income taxes payable due to tax
payment provisions for the period. The net cash provided by these sources was partially offset by an increase in
accounts receivable due to new license agreements signed near the end of the year, an increase in other assets
primarily due to prepaid royalties net of amortization of $503,000 and an increase in the cash surrender value on
life insurance policies of $578,000, and a decrease in accrued compensation which included $1.5 million in
executive bonus and performance bonus payments from our prior fiscal year.

For fiscal 2005, our operating activities generated cash of $13.7 million primarily due to our net income of
$15.2 million. In addition, we had non-cash charges including depreciation and amortization of intangibles which
were slightly offset by an increase in other assets due to the purchase of additional computer aided design time-
based licenses, and a decrease in other current accrued liabilities primarily due to the payment of our fiscal 2005
business insurance renewal and other accrued amounts along with final payments made under our October 2002
restructuring action.

For fiscal 2004, our operating activities generated cash of $11.1 million due to our net loss of $1.7 million
offset by non-cash charges including depreciation and amortization of intangibles. In addition, cash was
generated from the decrease in accounts receivable due to collections and timing of licensing agreements along
with a decrease in prepaid expenses and other assets due to amortization on our computer aided design time-
based licenses offset in part by a decrease in other current accrued liabilities due to final payments made under
our May 2003 restructuring action. The increase in accrued compensation was primarily due to profit sharing and
executive bonus to be paid after the end of the fiscal year.
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Net cash used in investing activities was $8.3 million for fiscal 2006 primarily due to investments made in
two privately-held companies, as well as our acquisition of First Silicon Solutions, Inc. Net cash used in
investing activities was $5.5 million for fiscal 2005, and $17.6 million for fiscal 2004 primarily due to net
purchases of marketable investments and capital expenditures.

Net cash provided by financing activities was $5.2 million in fiscal 2006, $5.2 million in fiscal 2005 and
$1.0 million in fiscal 2004. Net cash provided by financing activities for all periods presented consisted primarily
of net proceeds to us from the issuance of common stock upon the exercise of stock options and purchases under
our employee stock purchase plans.

Our future liquidity and capital requirements could vary significantly from quarter to quarter, depending on
numerous factors, including, among others:

¢ the cost, timing and success of product development efforts;

¢ the level and timing of contract revenues and royalties;

» the cost of maintaining and enforcing patent claims and other intellectual property rights and other
litigation;

¢ level and timing of restructuring activities; and

» whether we complete any acquisitions.

We believe that we have sufficient cash to meet our projected operating and capital requirements for the
foreseeable future. However, we may in the future be required to raise additional funds through public or private
financing, strategic relationships or other arrangements. Additional equity financing may be dilutive to holders of
our common stock, and debt financing, if available, may involve restrictive covenants. Moreover, strategic
relationships, if necessary to raise additional funds, may require that we relinquish our rights to certain of our
technologies. Our failure to raise capital when needed could have a material adverse effect on our business,
results of operations and financial condition.

Contractual Obligations

Our contractual obligations as of June 30, 2006, were as follows:

Payments due by period
(in thousands)
Less than 1-3 3-5  More than
Total 1 year years years 5 years
Operating lease obligations (1) ............... ... ... . ... $ 4201 $1,612 $2,589 — —
Purchase obligations (2) .............o ... 3,289 3,289 — — —
Other short-term liabilities (3) ............. .. ... ... .. 676 676 — — —
Other long-term liabilities reflected on our consolidated balance
sheetunder GAAP (4) . ... ... ... i 1,992 — 1,992

Total . ... $10,158 $5,577 $4,581 — —

(1) We lease office facilities under noncancelable operating leases that expire through 2009. In connection with
a lease, we have entered into a letter of credit as a security deposit with a financial institution for $264,000,
which is guaranteed by a time-based certificate of deposit.

(2) Outstanding purchase orders for ongoing operations. Payments of these obligations are subject to the
provision of services or products.

(3) Amount represents an escrow account, which will be settled 18 months from the acquisition date, related to
the FS2 acquisition completed in September 2005 and is included in the consolidated balance sheet as of
June 30, 2006.

(4) Long-term liability to employees under a deferred compensation plan. Distributions under this plan are
elected by the employees.
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Off-Balance-Sheet Arrangements

As of June 30, 2006, we did not have any significant off-balance-sheet arrangements, as defined in
Item 303(a)(4)(ii) of SEC Regulation S-K.

New Accounting Pronouncements

In July 2006, the Financial Accounting Standards Board (FASB) issued Interpretation No. 48, Accounting
Sfor Uncertainty in Income Taxes (FIN No. 48). FIN No. 48 clarifies the accounting for uncertainty in income
taxes recognized in financial statements in accordance with Statement of Financial Accounting Standard (SFAS)
No. 109, Accounting for Income Taxes. This Interpretation prescribes a recognition threshold and measurement
attribute of tax positions taken or expected to be taken on a tax return. FIN No. 48 will be effective for MIPS as
of July 1, 2007. We are currently evaluating the effect that the adoption of FIN No. 48 will have on our results of
operations and financial position.

In September 2006, the FASB, issued SFAS No. 157, Fair Value Measurements (SFAS No. 157), which
defines fair value, establishes a framework for measuring fair value and expands disclosures, about fair value
measurements. SFAS No. 157 is effective for fiscal years beginning after November 15, 2007, and interim
periods within those fiscal years. We are currently assessing the potential effect, if any, of implementing this
standard.

In September 2006, the SEC issued Staff Accounting Bulletin No. 108, Considering the Effects of Prior
Year Misstatements when Quantifying Misstatements in Current Year Financial Statements (SAB No. 108),
which is effective for fiscal years ending after November 15, 2006. SAB No. 108 provides interpretive guidance
on the consideration of the effects of prior year misstatements in quantifying current year misstatements for the
purpose of a materiality assessment. We do not expect the adoption of SAB No. 108 to have a material impact on
our consolidated financial statements.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to interest rate risk on investments of our excess cash. The primary objective of our
investment activities is to preserve capital. To achieve this objective and minimize the exposure due to adverse
shifts in interest rates, we invest in high quality short-term maturity commercial paper, municipal bonds, and
money market funds operated by reputable financial institutions in the United States. Due to the nature of our
investments, we believe that we do not have a material interest rate risk exposure.

We are exposed to fluctuations in currency exchange rates because a substantial portion of our revenue has
been, and is expected to continue to be, derived from customers outside the United States. To date, substantially
all of our revenue from international customers has been denominated in U.S. dollars. Because we cannot predict
the amount of non-U.S. dollar denominated revenue earned by our licensees, we have not historically attempted
to mitigate the effect that currency fluctuations may have on our revenue, and we do not presently intend to do so
in the future.
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Item 8. Financial Statements and Supplementary Data.

The following tables present the effects of adjustments made to our previously reported selected quarterly
financial information for the first three quarters of fiscal 2006 and for the four quarters of fiscal 2005 (in
thousands, except per share amounts):

September 30, December 31, March 31, June 30, September 30, December 31, March 31, June 30,
2004 2004 2005 2005 2005 2005 2006 2006

(as restated) (as restated) (as restated) (as restated) (asrestated) (asrestated) (as restated)

Revenue:
Royalties ... ... $ 6,721 $ 7,596 $ 8,609 $ 7,062 $ 8,054 $ 8,930 $ 9,334 $10,357
Contract
revenue ..... 7,885 7,938 8,186 7,222 3,889 7,445 8,163 7,882
Total
revenue . .. 14,606 15,534 16,795 14,284 11,943 16,375 17,497 18,239

Costs and expenses:
Research and

development . 5,229 5,096 5,786 5,868 7,521 6,163 6,981 7,503
Sales and

marketing . .. 3,076 3,706 3911 4,210 3,844 5,117 4,808 4,868
General and

administrative 2,332 2,252 2,916 2,811 3,009 3,201 3,051 2,967
Restructuring . . . 277 — — — — — — —

Acquired in-process
research and

development . .. — — — — 570 — — —
Total costs and
expenses . . 10,914 11,054 12,613 12,889 14,944 14,481 14,840 15,338
Operating income
(loss) ......... 3,692 4,480 4,182 1,395 (3,001) 1,894 2,657 2,901
Other income,
net ........... 257 404 565 1,523 825 1,002 1,149 1,396

Income (loss)
before income

taxes ......... 3,949 4,884 4,747 2,918 (2,176) 2,896 3,806 4,297
Provision (benefit)

for income

taxes ......... 320 394 383 215 “411) 554 837 (3,178)
Net income ...... $ 3,629 $ 4,490 $ 4,364 $ 2,703 $(1,765) $ 2,342 $ 2,969 $ 7,475

Net income per
basic share . .. .. $ 0.09 $ 0.11 $ 0.10 $ 0.06 $ (0.04) $ 0.06 $ 007 $ 0.17

Net income per
diluted share ... $ 0.08 $ 0.10 $ 0.09 $ 0.06 $ (0.04) $ 0.05 $ 007 $ 0.17
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Revenue:

Royalties . ....................
Contractrevenue ..............

Total revenue ...............

Costs and expenses:

Research and development . . .. ...
Sales and marketing ............
General and administrative ......
Restructuring . ................

Total costs and expenses . .. ...

Operating income .. ..............
Other income, net ................

Income (loss) before income taxes . . . .
Provision (benefit) for income taxes ..

Netincome .....................

Per basic share amounts:

Net income per basic share ........

Per diluted share amounts:

Net income per diluted share .......

Three Months Ended September 30, 2004

Three Months Ended December 31, 2004

Stock-Based  Other Stock-Based  Other
Compensation Adjust- Compensation Adjust-

As Adjustments ments As As Adjustments ments As
Reported 1)@ (1) 3) Restated Reported [€3X@)) (1) 3) Restated
$ 6,721 $— $— $6,721 $ 7,596 $— $— $ 7,59

7,885 — — 7,885 7,938 — — 7,938

14,606 — — 14,606 15,534 — — 15,534

5,207 22 — 5,229 5,080 16 — 5,096

3,045 31 — 3,076 3,696 10 — 3,706

2,321 11 — 2,332 2,245 7 — 2,252

277 — — 277 — — — —
10,850 64 — 10,914 11,021 33 — 11,054
3,756 (64) — 3,692 4,513 (33) — 4,480
245 — 12 257 369 — 35 404
4,001 (64) 12 3,949 4,882 (33) 35 4,884
880 — (560) 320 1,340 — (946) 394
$ 3,121 $ (64) $572 $ 3,629 $ 3,542 $(33) $981 $ 4,490
$ 0.08 $— $0.01 $ 0.09 $ 0.09 $— $0.02 $ 0.11
$ 0.07 $— $0.01 $ 008 $ 0.08 $— $0.02 $ 0.10

(1) See Note 3, “Restatement of Consolidated Financial Statements,” in Notes to Consolidated Financial

Statements.

(2) Stock-based compensation related to the stock option investigation.

(3) Correction of other accounting and income tax errors. The $981,000 adjustment during the three months
ended December 31, 2004 and the $572,000 adjustment during the three months ended September 30, 2004
primarily pertains to the application of the annual income tax provision rate finalized at fiscal year-end to
determine the estimated income tax provision for the quarter.
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Three Months Ended March 31, 2005 Three Months Ended June 30, 2005

Stock-Based  Other Stock-Based  Other
Compensation Adjust- Compensation Adjust-
As Adjustments ments As As Adjustments ments As
Reported [€3X@)) (1) 3) Restated Reported 1)@ (1) 3) Restated
Revenue:
Royalties .................... $ 8,609 $— $— $8,609 $ 7,062 $— $ — $ 7,002
Contract revenue .............. 8,186 — — 8,186 7,222 — — 7,222
Total revenue ............... 16,795 — — 16,795 14,284 — — 14,284
Costs and expenses:
Research and development . ..... 5,772 14 — 5,786 5,853 15 — 5,868
Sales and marketing ............ 3,899 12 — 3911 4,212 2) — 4,210
General and administrative ...... 2910 6 — 2916 2,805 6 — 2,811
Acquired in-process research and
development ................ — — — — — — — —
Total costs and expenses ... ... 12,581 32 — 12,613 12,870 19 — 12,889
Operating income ... ............. 4214 (32) — 4,182 1,414 (19) — 1,395
Other income, net . ............... 580 — (15) 565 1,217 — 306 1,523
Income (loss) before income taxes .. 4,794 — (15) 4,747 2,631 (19) 306 2,918
Provision (benefit) for income
CAXES ot 788 — (405) 383 (1,609) — 1,824 215
Netincome ..................... $ 4,006 $ (32) $390 $ 4,364 $ 4,240 $ (19) $(1,518) $ 2,703
Per basic share amounts:
Net income per basic share . ....... $ 0.10 $— $— $ 010 $ 0.10 $— $ (0.04)$ 0.06
Per diluted share amounts:
Net income per diluted share . . ... .. $ 0.09 $— $— $ 009 $ 0.09 $— $ (0.03)$ 0.06

(1) See Note 3, “Restatement of Consolidated Financial Statements,” in Notes to Consolidated Financial
Statements.

(2) Stock-based compensation related to the stock option investigation.

(3) Correction of other accounting and income tax errors. The $1.5 million adjustment during the three months
ended June 30, 2005 primarily pertains to the application of the annual income tax provision rate finalized at
fiscal year-end to determine the estimated income tax provision for the quarter.
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Revenue:
Royalties
Contract revenue

Total revenue ... ..........
Costs and expenses:
Research and development
Sales and marketing .........
General and administrative . . ..
Acquired in-process research and
development

Total costs and expenses
Operating income (loss)
Other income, net

Income (loss) before income taxes . ..

Provision (benefit) for income

Per basic share amounts:
Net income (loss) per basic share

Per diluted share amounts:

Net income (loss) per diluted share . . .

&)

Statements.
(2
(3)

Three Months Ended September 30, 2005

Three Months Ended December 31, 2005

Stock-Based
Compensation Adjust-

Other

Stock-Based

Other

Compensation Adjust-

As Adjustments  ments As As Adjustments ments As

Reported 1 @) (1) 3) Restated Reported [€3X@)) (1) 3) Restated
... $ 8,054 $ — $ — $ 8,054 $ 8930 $— $— $8930
S 3,889 — — 3,889 7,445 — — 7,445
... 11,943 — — 11,943 16,375 — — 16,375
.. 9,528 130 (2,137) 7,521 6,189 (20) (6) 6,163
ce 3,829 37 (22) 3,844 5,097 (30) 50 5,117
ce 2,853 177 (21) 3,009 3,232 (15) (16) 3,201

.. 570 — — 570 — — — —
... 16,780 344 (2,180) 14,944 14,518 (65) 28 14,481
.. (4,837) (344) 2,180 (3,001) 1,857 65 28) 1,894
. 809 — 16 825 1,003 — (H 1,002
(4,028) (344) 2,196 (2,176) 2,860 65 (29) 2,896
ce (694) — 283 411) 457 — 97 554
... $(3,334) $ (344) $ 1,913 $(1,765) $ 2,403 $ 65 $(126) $ 2,342
... $ (0.08) $(0.01) $ 0.05$ (0.04)$ 0.06 $— $— $ 0.06
$ (0.08) $(0.01) $ 0.05 % (0.04)$ 0.05 $— $— § 0.05

Stock-based compensation related to the stock option investigation.

See Note 3, “Restatement of Consolidated Financial Statements,” in Notes to Consolidated Financial

Correction of other accounting and income tax errors. The $1.9 million adjustment during the three months

ended September 30, 2005 primarily pertains to the correction of an input used to estimate the fair value of
the options reinstated pursuant to the Denmark lawsuit settlement.
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Three Months Ended March 31, 2006

Stock-Based Other
Compensation  Adjust-

As Adjustments ments As
Reported 1 @) (1) (3) Restated
Revenue:
ROYaAItES ..ottt $ 9,334 $— $— $ 9,334
CONraCt TEVENUE . . . o v ettt ettt e et e et e et e et e 8,163 — — 8,163
Total TEVENUE . . .ottt e $17,497 $— $— $17,497
Costs and expenses:
Research and development . ........... ... ...t 7,071 (60) (30) 6,981
Sales and marketing . ........ ... 4,799 30 21 4,808
General and administrative . ............c i 3,195 (122) (22) 3,051
Total costs and eXPenses . . .. ...vvt vttt 15,065 (152) (73) 14,840
Operating iNCoOME . . ..o\ttt et e e et $ 2,432 $ 152 $ 73 $ 2,657
Other iINCOME, NEt . .. .. oottt e e e e e 1,120 — 29 1,149
Income before inCOME taXes ... .....ooit it 3,552 152 102 3,806
Provision (benefit) for income taxes . ............... it 1,327 — (490) 837
NEtINCOME . .ottt e e e e $ 2,225 $ 152 $592 $ 2969
Per basic share amounts:
Net income per basic share . ..., $ 0.05 $0.01 $0.01 $ 0.07
Per diluted share amounts:
Net income per diluted share . ........... ... ... ... ... $ 0.05 $0.01 $0.01 $ 0.07

(1) See Note 3, “Restatement of Consolidated Financial Statements,” in Notes to Consolidated Financial
Statements.

(2) Stock-based compensation related to the stock option investigation.

(3) Correction of other accounting and tax errors. The $592,000 adjustment during the three months ended
March 31, 2006 primarily pertains to the application of the annual income tax provision rate finalized at
fiscal year-end to determine the estimated income tax provision for the quarter.
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CONSOLIDATED BALANCE SHEETS
FOR INTERIM PERIODS OF FISCAL 2005 AND FISCAL 2006
(in thousands except per share data)

September 30, December 31, March 31,  June 30, September 30, December 31, March 31,
2004 2004 2005 2005 2005 2005 2006

(as restated) (asrestated) (as restated) (as restated) (as restated) (as restated) (as restated)

Assets
Current assets:
Cash and cash

equivalents ...... $ 74,106 $ 79,809 $ 86,875 $ 91,686 $ 85651 $ 90,526 $ 97,132
Marketable

investments . . .. .. 19,990 19,893 19,800 19,825 19,864 19,852 19,726
Accounts

receivable ....... 3,250 5,196 4,437 2,544 3,466 3,809 5,023

Prepaid expenses and
other current

assets .......... 2,008 1,844 1,269 2,813 2,425 2,412 2,770
Total current
assets ........ 99,354 106,742 112,381 116,868 111,406 116,599 124,651

Equipment, furniture

and property,

net............. 3,177 3,222 3,208 2,899 2,831 2,932 3,345
Intangible assets,

net............. 3,028 2,898 2,761 2,623 5,897 5,626 5,335
Other assets ....... 2,800 2,756 3,797 5,156 6,625 7,851 7,457

$ 108,359 $ 115,618  $ 122,147 $ 127,546  $ 126,759 $ 133,008 $ 140,788

Liabilities and
Stockholders’ Equity
Current liabilities:
Accounts payable ... $ 1,025 § 484  § 562§ 1,346 $ 293 $ 1,239 §$ 230

Accrued liabilities . . 8,050 8,633 8,865 11,754 9,577 9,036 11,663
Deferred revenue . . . 3,056 3,362 2,019 2,825 1,992 2,418 2,169

Total current
liabilities . ... .. 12,131 12,479 11,446 15,925 11,862 12,693 14,062
Long-term liabilities . . . 2,515 2,667 2,800 2,938 4,146 4,358 3,402
14,646 15,146 14,246 18,863 16,008 17,051 17,464

Stockholders’ equity:

Common stock . . ... 41 41 42 42 42 42 43
Preferred stock ....... — — — — — — —
Additional paid-in

capital ............ 216,822 218,736 221,547 220,126 223,236 226,170 230,558
Accumulated other

comprehensive

income ........... 814 961 1,008 70 68 2) 7
Deferred

compensation ... ... (1,614) (1,407) (1,200) (763) — — —
Accumulated deficit ... (122,350) (117,859) (113,496) (110,792) (112,595)  (110,253) (107,284)

Total stockholders’
equity ........ 93,713 100,472 107,901 108,683 110,751 115,957 123,324

$ 108,359 $ 115,618  $ 122,147 $ 127,546  $ 126,759 $ 133,008 $ 140,788
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RECONCILIATION OF CONSOLIDATED BALANCE SHEETS
FOR INTERIM PERIODS OF FISCAL 2005
(in thousands)

As of September 30,
2004 As of December 31, 2004
Stock-Based  Other Stock-Based Other
Compensation Adjust- Compensation  Adjust-
As Adjustments ments As As Adjustments ments As
reported 1) 2 [€3XR)] restated  reported [€3X @) [€3XR)] restated
Assets
Current assets:

Cash and cash

equivalents .......... $ 74,106 $ —  $ — $ 74,106 $ 79,809 $ —  $ — $ 79,809
Marketable investments . . 19,990 — — 19,990 19,893 — — 19,893
Accounts receivable . .. .. 3,250 —_ —_ 3,250 5,196 —_ —_ 5,196
Prepaid expenses and

other current assets . . .. 2,008 — — 2,008 1,844 — — 1,844
Total current assets . . . ... 99,354 — — 99,354 106,742 — — 106,742
Equipment, furniture and

property, net ......... 3,177 — — 3,177 3,222 — — 3,222
Intangible assets, net . . . . . 3,028 — — 3,028 2,898 — — 2,898
Other assets . ........... 2,800 — — 2,800 2,756 — — 2,756
Total assets . ........... $108,359 $ —  $ — $108359 $115618 $ —  $ — $115618

Liabilities and
Stockholders’ Equity
Current liabilities:
Accounts payable ....... 1,025 — — 1,025 484 — — 484
Accrued liabilities . . .. ... 8,701 (651) 8,050 10,231 — (1,598) 8,633
Deferred revenue . ...... 3,056 — — 3,056 3,362 — — 3,362
Total current liabilities . . . 12,782 (651) 12,131 14,077 — (1,598) 12,479
Long-term liabilities . . . .. 2,515 — — 2,515 2,667 — — 2,667
15,297 — (651) 14,646 16,744 — (1,598) 15,146

Stockholders’ equity:
Common stock ......... 41 — — 41 41 — — 41
Preferred stock ......... — — — — — — _ _
Additional paid-in

capital .............. 182,339 34,483 — 216,822 184,220 34,516 — 218,736
Accumulated other
comprehensive
income ............. 881 — (67) 814 1,063 — (102) 961
Deferred compensation . . . (1,256) (358) — (1,614)  (1,049) (358) — (1,407)
Accumulated deficit .. ... (88,943) (34,125) 718 (122,350) (85,401) (34,158) 1,700  (117,859)
Total stockholders’
equity . ........... 93,062 — 651 93,713 98,874 — 1,598 100,472
$108,359 $ — $ — $108359 $115618 $ — $ — $115618

(1) See Note 3, “Restatement of Consolidated Financial Statements,” in Notes to Consolidated Financial
Statements.

(2) Stock-based compensation related to the stock option investigation and associated income tax impact.

(3) Correction of other accounting and income tax errors. The $651,000 and $1.6 million adjustments to
accrued liabilities as of September 30, 2004 and December 31, 2004, respectively, primarily pertain to the
application of the annual income tax provision rate finalized at fiscal year-end to determine the estimated
income tax provision for the quarter and an adjustment for foreign tax calculations.
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Assets
Current assets:

Cash and cash
equivalents
Marketable investments . .

Accounts receivable
Prepaid expenses and
other current assets . . . .

Total current assets . . . ...
Equipment, furniture and
property, net
Intangible assets, net . . . ..
Other assets

Total assets

Liabilities and
Stockholders’ Equity
Current liabilities:
Accounts payable
Accrued liabilities
Deferred revenue

Total current liabilities . . .
Long-term liabilities

Stockholders’ equity:
Common stock
Preferred stock
Additional paid-in

capital
Accumulated other

comprehensive

income
Deferred compensation . . .
Accumulated deficit

Total stockholders’
equity

As of March 31, 2005

As of June 30, 2005

Stock-Based Other Stock-Based  Other
Compensation Adjust- Compensation Adjust-
As Adjustments  ments As As Adjustments  ments As
reported 1@ 1 @3 restated  reported [€3X@)) (€3XR)) restated
$ 86,875 $ — $ $ 86,875 $ 91,686 $ — $ — $ 91,686
19,800 — — 19,800 19,825 — — 19,825
4,437 — — 4,437 2,544 — — 2,544
1,269 — — 1,269 2,813 — — 2,813
112,381 — — 112,381 116,868 — — 116,868
3,208 — — 3,208 2,899 — — 2,899
2,761 — — 2,761 2,623 — — 2,623
3,797 — — 3,797 5,156 — — 5,156
$122,147 $ — $ — $122,147 $127,546 $ — $ — $127,546
562 — — 562 1,346 — — 1,346
10,867 — (2,002) 8,865 12,058 (127) (177) 11,754
2,019 — — 2,019 2,825 — — 2,825
13,448 — (2,002) 11,446 16,229 (127) (177) 15,925
2,800 — — 2,800 2,938 — — 2,938
16,248 — (2,002) 14,246 19,167 127) (177) 18,863
42 — — 42 42 — — 42
186,998 34,549 — 221,547 185,663 34,463 — 220,126
1,096 — (88) 1,008 464 — (394) 70
(842) (358) — (1,200) (635) (128) — (763)
(81,395) (34,191) 2,090 (113,496) (77,155) (34,208) 571 (110,792)
105,899 — 2,002 107,901 108,379 127 177 108,683
$122,147 $ — $  — $122,147 $127,546 $ — $ — $127,546

(1) See Note 3, “Restatement of Consolidated Financial Statements,” in Notes to Consolidated Financial

Statements.
(2
3

Stock-based compensation related to the stock option investigation and associated income tax impact.

Correction of other accounting and income tax errors. The $2.0 million adjustment to accrued liabilities as

of March 31, 2005 primarily pertains to application of the annual income tax provision rate finalized at
fiscal year-end to determine the estimated income tax provision for the quarter and the adjustment for
foreign tax calculations.
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RECONCILIATION OF CONSOLIDATED BALANCE SHEETS
FOR INTERIM PERIODS OF FISCAL 2006
(in thousands)

As of September 30, As of December 31,
2005 2005
Stock-Based Other Stock-Based Other
Compensation Adjust- Compensation Adjust-
As Adjustments  ments As As Adjustments  ments As
reported @1 @) [€8XK)] restated reported 1@ [€)XK)] restated
Assets
Current assets:

Cash and cash

equivalents . ......... $ 85651 $ — $ — $ 85651 $90526 $ — $ — $ 90,526
Marketable

investments ......... 19,864 — — 19,864 19,852 — — 19,852
Accounts receivable . . . .. 3,466 — — 3,466 3,809 — — 3,809
Prepaid expenses and

other current assets . .. 2,425 — — 2,425 2,412 — — 2,412
Total current assets .. ... 111,406 — — 111,406 116,599 — — 116,599
Equipment, furniture and

property, net .. ....... 2,831 — — 2,831 2,932 — — 2,932
Intangible assets, net . ... 5,897 — — 5,897 5,726 — (100) 5,626
Otherassets ........... 6,625 — — 6,625 7,851 — — 7,851

Total assets ......... $126,759 $ — $ — $126,759 $133,108 $ — $ (100) $ 133,008

Liabilities and
Stockholders’ Equity
Current liabilities:
Accounts payable .. .. ... 293 — — 293 1,239 — — 1,239
Accrued liabilities . ... .. 9,599 (127) 105 9,577 8,960 (127) 203 9,036
Deferred revenue ... .... 1,992 — — 1,992 2,418 — — 2,418
Total current liabilities . . 11,884 (127) 105 11,862 12,617 (127) 203 12,693
Long-term liabilities .. .. 4,146 — — 4,146 4,358 — — 4,358
16,030 (127) 105 16,008 16,975 (127) 203 17,051

Stockholders’ equity:
Common stock, ........ 42 — — 42 42 — — 42
Preferred stock, ........ — — — — — — _ _

Additional paid-in =S|
capital ............. 191,270 34,336 (2,370) 223,236 194,237 34,336 (2,403) 226,170 =)
Accumulated other -
comprehensive E
income ............. 478 — (410) 68 407 — (409) 2) o
Deferred compensation . . (535) — 535 — (430) — 430 — [}
Accumulated deficit . . . . . (80,526) (34,209) 2,140  (112,595) (78,123) (34,209) 2,079  (110,253) IN
Total stockholders’
equity .. ... ... 110,729 127 (105) 110,751 116,133 127 (303) 115,957
$126,759 $ — $ — $126,759 $133,108 $ — $ (100) $ 133,008

(1) See Note 3, “Restatement of Consolidated Financial Statements.”
(2) Stock-based compensation related to the stock option investigation and associated income tax impact.

(3) Correction of other accounting and income tax errors. The $2.4 million decrease to Additional paid-in
capital as of September 30, 2005 and December 31, 2005 primarily pertains to the correction of an input
used to estimate the fair value of the options that were the subject of the Denmark lawsuit settlement
reached in September 2005.
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As of March 31, 2006

Stock-Based Other
Compensation Adjust-

As Adjustments ments As
reported 1) Q) 1 @3 restated
Assets
Current assets:
Cash and cash equivalents .......................on... $ 97,132 $ —  $ — % 97,132
Marketable investments ... ................... ... ..... 19,726 — — 19,726
Accountsreceivable ... ... ... ... 5,023 — — 5,023
Prepaid expenses and other current assets ................ 2,770 — — 2,770
Total current assets . ... ...ttt 124,651 — — 124,651
Equipment, furniture and property, net .................. 3,345 — — 3,345
Intangible assets, net ................ ... 5,435 — (100) 5,335
Other aSSEtS . .o 7,457 — — 7,457
TOtal ASSELS .« v v v v e et e e e e $140,888  $ — $ (100) $ 140,788
Liabilities and Stockholders’ Equity
Current liabilities:
Accountspayable . .......... .. 230 — — 230
Accrued liabilities . ............. . ... ... 12,077 (127) (287) 11,663
Deferredrevenue . ......... ... . . . .. 2,169 — — 2,169
Total current liabilities .. ............................. 14,476 (127) (287) 14,062
Total long-term liabilities .......................... 3,402 — — 3,402
17,878 (127) (287) 17,464
Stockholders’ equity:
Common StOCK, .. ... 43 — — 43
Preferred stock, ........... . . — — — —
Additional paid-in capital ................ ... ... ..... 198,419 34,336 (2,197) 230,558
Accumulated other comprehensive income . .............. 446 — (439) 7
Deferred compensation ............. ... ... ... — — — —
Accumulated deficit . .......... ... ... .. . ... (75,898) (34,209) 2,823  (107,284)
Total stockholders’ equity .......... ... ... ... .. ... 123,010 127 187 123,324
$140,888 $ — $ (100) $ 140,788

(1) See Note 3, “Restatement of Consolidated Financial Statements,” in Notes to Consolidated Financial
Statements.

(2) Stock-based compensation related to the stock option investigation and associated income tax impact.

(3) Correction of other accounting and income tax errors. The $2.2 million decrease to Additional paid-in
capital as of March 31, 2006 primarily pertains to the correction of an input used to estimate the fair value
of the options that were the subject of the Denmark lawsuit settlement reached in September 2005.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
MIPS Technologies, Inc.

We have audited the accompanying consolidated balance sheets of MIPS Technologies, Inc. as of June 30,
2006 and 2005 (as restated), and the related consolidated statements of operations, stockholders’ equity and cash
flows for the years ended June 30, 2006, 2005 (as restated) and 2004 (as restated). These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of MIPS Technologies, Inc. at June 30, 2006 and 2005 (as restated), and the
consolidated results of its operations and its cash flows for each of the three years in the period ended June 30,
2006, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 1 to the consolidated financial statements, on July 1, 2005, MIPS Technologies, Inc.
changed its method of accounting for stock-based compensation in accordance with guidance provided in
Statement of Financial Accounting Standards No. 123(R), “Share-Based Payment.”

As discussed in Note 3 to the consolidated financial statements, MIPS Technologies, Inc. has restated
previously issued consolidated financial statements as of June 30, 2005 and for each of the two years in the
period ended June 30, 2005.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of MIPS Technologies, Inc.’s internal control over financial reporting as of
June 30, 2006, based on criteria established in Internal Control—Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission and our report dated June 28, 2007 expressed an
unqualified opinion on management’s assessment of, and an adverse opinion on, the effectiveness of internal
control over financial reporting.

/s/ Ernst & Young LLP

Palo Alto, California
June 28, 2007
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MIPS TECHNOLOGIES, INC.

CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)

June 30,
2006 2005
As Restated
@
ASSETS
Current assets:

Cash and cash equivalents .. ........ ... ... i $101,481 $ 91,686
Marketable INVESTMENTS . . . . ..ottt e e e e e 19,725 19,825
Accounts receivable . . . ..o e 4,631 2,544
Prepaid expenses and other CUrrent assets . ... .. ........uueuereunenenennenen . 3,157 2,813
Total CUITENT ASSELS . . oot et e e e e e 128,994 116,868
Equipment, furniture and property, N