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ITEM 1. FINANCIAL STATEMENTS

Current assets:

Cash and cash equivalents
Marketable investments

Accounts receivable, net

Unbilled receivables

Prepaid expenses and other current assets
Total current assets

Equipment, furniture and property, net
Goodwill

Intangible assets, net

Other assets

Current liabilities:
Accounts payable
Accrued liabilities
Short-term debt
Deferred revenue
Total current liabilities
Long-term liabilities

Stockholders’ equity:

Common stock

Preferred stock

Additional paid-in capital

Accumulated other comprehensive income
Accumulated deficit

Total stockholders’ equity

PART | —FINANCIAL INFORMATION

MIPSTECHNOLOGIES, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands)

ASSETS

LIABILITIESAND STOCKHOLDERS' EQUITY

See accompanying notes.

December 31, June 30,
2007 2007
(unaudited)
15,188 119,039
- 25,845
15,441 5,212
5,079 -
18,882 2,472
54,590 152,568
15,715 5,781
114,971 565
35,638 3,369
34,251 12,579
255,165 174,862
5,159 503
51,423 16,118
22,053 —
4,542 2,633
83,177 19,254
27,440 5,726
110,617 24,980
43 43
247,400 240,444
6,998 435
(109,893) (91,040)
144,548 149,882
255,165 174,862
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MIPSTECHNOLOGIES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (unaudited)

(In thousands, except per sharedata)

Three Months Ended Six Months Ended
December 31, December 31,
2007 2006 2007 2006
Revenue:
Royalties $ 12515 $ 11,188  $ 23035 3 22,394
Contract revenue 13,935 9,817 25,568 18,161
Total revenue 26,450 21,005 48,603 40,555
Costs and expenses:
Costs of contract revenue 9,379 378 12,703 770
Research and devel opment 9,493 8,251 18,506 16,024
Sales and marketing 6,153 5,154 11,739 9,971
General and administrative 7,869 4577 14,878 8,888
Acquired in-process research and devel opment 910 — 6,350 —
Total costs and expenses 33,804 18,360 64,176 35,653
Operating income (loss) (7,354) 2,645 (15,573) 4,902
Other income (expense), net (1,220) 1,544 (727) 2,974
Income (loss) before income taxes (8,574) 4,189 (16,300) 7,876
Provision for income taxes 3,511 1,601 2,816 2,965
Net income (l0ss) $ (12,085 $ 2588 % (19,116) $ 4,911
Net income (loss) per basic share $ 028 $ 006 $ 04 $ 0.11
Net income (loss) per diluted share $ 028 $ 006 $ 044) $ 011
Shares used in computing net income (loss) per basic share 43,902 43,533 43,834 43,497
Shares used in computing net income (loss) per diluted share 43,902 45,703 43,834 45,402

See accompanying notes.
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (unaudited)

Operating activities:
Net income (l0ss)

MIPSTECHNOLOGIES, INC.

(In thousands)

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

Depreciation
Stock-based compensation
Acquired in-process research and devel opment
Amortization of intangibles
Other non-cash charges
Changesin operating assets and liabilities:
Accounts receivable
Prepaid expenses and other current assets
Other assets
Accounts payable
Accrued compensation
Other current accrued liabilities
Income tax payable
Deferred revenue
Long-term liabilities
Net cash provided by (used in) operating activities
Investing activities:
Purchases of marketable investments
Proceeds from sales of marketable investments
Capital expenditures
Acquisition of Chipidea Microelectronica, S.A., net of cash acquired
Restricted cash
Net cash used in investing activities
Financing activities:
Net proceeds from issuance of common stock
Proceeds from short-term debt, net
Repayments of capital |ease obligations
Net cash provided by financing activities
Effect of exchange rate on cash
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash eguivalents, end of period
Supplemental disclosures of cash transaction:

Income taxes paid
Interest paid

See accompanying notes.

Six Months Ended
December 31,
2007 2006

(19,116) $ 4,911
1,603 1,006
4,343 3,830
6,350 —
3,794 680
396 (484)
296 (1,225)
742 746
550 (2,848)
1577 (1,163)
(2,446) 1,276
(2322) 1,987
(2,706) 1614
(168) 444
4,205 2,093
(2,902) 12,867
— (24,507)
25,940 25,000
(1,012) (3524)
(120,601) —
(27,163) —
(122,836) (3,031)
2,273 386
19,423 —
27 —
21,723 386
164 42
(103,851) 10,264
119,039 101,481
15188 $ 111,745
1,505 1,374
788 —
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MIPSTECHNOLOGIES, INC.
NOTESTO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—UNAUDITED
Note 1. Description of Businessand Basis of Presentation.

MIPS Technologies, Inc. isaleading supplier of intellectual property (IP) to the global semiconductor industry. Our technology solutions include the high-performance MIPS architecture and
related embedded processor cores, which are broadly used in markets such as digital entertainment, wired and wirel ess communications and networking, office automation, security, microcontrollers,
and automotive. With the acquisition of Chipidea MicroelectrénicaS.A. (Chipidea) on August 27, 2007, we have become the leading supplier of 1P to semiconductor companies for analog and mixed
signal devices.

Following the acquisition of Chipideawe are organized in two business groups, the Processor Business Group (PBG) and the Analog Business Group (ABG). The PBG providesindustry-
standard processor architectures and cores for digital consumer and business applications. The ABG includes the Chipidea operation and provides analog and mixed-signal |P that produces cost-
efficient System-on Chip (SOC) applications and turnkey solutions.

Basis of Presentation.

The condensed consolidated financial statements have been prepared in accordance with the rules and regulations of the Securities and Exchange Commission (SEC) applicable to interim
financial information. Certain information and footnote disclosures that would be in financial statements prepared in accordance with generally accepted accounting principles have been omitted in
these interim statements as allowed by such SEC rules and regulations. The balance sheet at June 30, 2007 has been derived from audited financial statements, but does not include all disclosures
required by generally accepted accounting principles. However, we believe that the disclosures are adequate to make the information presented not misleading. The unaudited condensed
consolidated financial statementsincluded in this Form 10-Q should be read in conjunction with the audited consolidated financial statements and related notes for the fiscal year ended June 30, 2007,
included in our 2007 Annual Report on Form 10-K.

The unaudited results of operations for the interim periods shown in these financial statements are not necessarily indicative of operating results for the entire fiscal year. In our opinion, the
condensed consolidated financial statementsinclude all normal recurring adjustments necessary to present fairly the financial position, results of operations and cash flows for each interim period
shown.

Use of Estimates. The preparation of financial statementsin conformity with accounting principles generally accepted in the United States requires us to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue and expenses during
the reporting period. Actual resultsinevitably will differ from those estimates, and such differences may be material to the financial statements.

Revenue Recognition.
Royalty Revenue

We classify al revenue that involves the sale of alicensee's products as royalty revenue. Royalty revenueisrecognized in the quarter in which areport isreceived from alicensee detailing the
shipments of products incorporating our |P components, which is generally in the quarter following the sale of the licensee’s product to its customer. Royalties are cal cul ated 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 athird 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 areidentified.
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Contract Revenue
Processor Business Group

We derive revenue from license fees for the transfer of proven and reusable | P components or from engineering services. We enter into licensing agreements that provide licensees theright to
incorporate our P componentsin their products with terms and conditions that have historically varied by licensee. Revenue earned under contracts with our licenseesis classified as either contract
revenue or royalties. We recognize revenue in accordance with Staff Accounting Bulletin (SAB) No. 104, Revenue Recognition (SAB 104), and for multiple deliverable arrangements we follow the
guidancein EITF 00-21, Revenue Arrangements with Multiple Deliverables, to determine whether there is more than one unit of accounting. To the extent that the deliverables are separable into
multiple units of accounting, we then allocate the total fee on such arrangements to the individual units of accounting using the residual method. We then recognize revenue for each unit of
accounting depending on the nature of the deliverable(s) comprising the unit of accounting (following SAB No. 104).

We derive revenue from license fees for currently available technology or from engineering services for technology under development. Each of these types of contractsincludesa
nonexclusive license for the underlying | P. Fees for contracts for currently available technology include: license fees relating to our IP, including processor designs; maintenance and support,
typically for one year; and royalties payable following the sale by our licensees of products incorporating the licensed technology. Generally, our customers pay us asingle upfront fee that covers
thelicense and first year maintenance and support. Our deliverablesin these arrangements include (a) processor designs and related IP and (b) maintenance and support. The license for our IP, which
includes processor designs, has standalone value and can be used by the licensee without maintenance and support. Further, objective and reliable evidence of fair value exists for maintenance and
support based on specified renewal rates. Accordingly, (a) license fees and (b) maintenance and support fees are each treated as separate units of accounting. Total upfront fees are allocated to the
license of processor designs and related | P and maintenance and support using the residual method. Designs and related | P are initially delivered followed by maintenance and support. Objective and
reliable evidence of the fair value exists for maintenance and support. However, no such evidence of fair value exists for processor designs and related | P. Consistent with the residual method, the
amount of consideration allocated to processor designs and related | P equal s the total arrangement consideration less the fair value of maintenance and support, which is based on specified renewal
rates. Following the guidance in SAB No. 104, feesfor or allocated to licenses to currently available technology are recorded as revenue upon the execution of the license agreement when thereis
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. Other than maintenance and support, thereis no
continuing obligation under these arrangements after delivery of the IP.

Contracts relating to technology under devel opment also can involve delivery of alicenseto I P, including processor designs. However, in these arrangements we undertake best-efforts
engineering services intended to further the development of certain technology that has yet to be developed into afinal processor design. Rather than paying an upfront fee to license completed
technology, customersin these arrangements pay us milestone fees as we perform the engineering services. If the development work results in completed technology in the form of a processor
design and related | P, the customer is granted alicense to such completed technology at no additional fee. These contracts typically include the purchase of first year maintenance and support
commencing upon the completion of a processor design and related | P for an additional fee, which feeisequal to the renewal rate specified in the arrangement. Thelicensee is also obligated to pay us
royalties following the sale by our licensee of products incorporating the licensed technology. We continue to own the I P that we devel op and we retain the fees for engineering services regardless
of whether the work performed resultsin a completed processor design. We develop IP with intent to license it to multiple customers. Our cost of development of such IP significantly exceedsthe
license revenue from a particular customer arrangement. Costs incurred with respect to internally developed technology and engineering services areincluded in research and devel opment expenses,
asthey are not directly related to any particular licensee, license agreement, or license fees. Fees for engineering servicesin contracts for technology under development, which contracts are
performed on a best efforts basis, are recognized as revenue as services are performed subsequent to the execution of the arrangement; however, we limit the amount of revenue recognized to the
aggregate amount received or currently due pursuant to the milestone terms. As engineering activities are best-efforts and at-risk and because the customer must pay an additional fee for the first
year of maintenance and support if the activities are successful, the maintenance and support is a contingent deliverable that is not accounted for upfront under contracts relating to technology
under devel opment.
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Analog Business Group

License agreements provide for the performance of engineering services involving design and development of customized analog and mixed signal | P from basic building blocks to complete
subsystems, including the development of new IP or configuring existing IP to customer’s specifications. Fees are determined based on a number of factorsincluding direct cost and the value of the
underlying technology. We expect to earn gross margins for each agreement. We recognize revenue from these arrangements under Statement of Position (SOP) No. 81-1, Accounting for
Performance of Construction-Type and Certain Production-Type Contracts (SOP 81-1), for licensing of new |P development or configuration of existing | P to a customer’s specification. Revenueis
recognized on a percentage of completion basis from the signing of the license and design agreement through silicon validation for new |P development and through the completion of all outstanding
obligations for configuration of existing IP. The amount of revenue recognized is based on the total license fees under the license agreement and the percentage of completion is measured by the
actual costsincurred to date on the project compared to the total estimated project cost. Revenue is recognized only when collectibility is probable. The estimates of project costs are based on the IP
specifications and prior experience of the same or similar | P development and are reviewed and updated regularly by management. Under the percentage of completion method, provisionsfor
estimated |osses on uncompleted contracts are recognized in the period in which the likelihood of such lossesis determined. Licensing of existing | P that does not require any configurationis
recognized upon delivery of the |P and when all other revenue recognition criteriaunder SAB 104 have been met. Direct costsincurred in the design and development of the IP under these
arrangementsisincluded in cost of contract revenue.

Maintenance and Support

Certain arrangements in the PBG and ABG also include maintenance and support obligation. Under such 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 itsfair value
ratably over the period during which the obligation exists, typically 12 months. The fair value of any maintenance and support obligation is established based on the specified renewal rate for such
support and maintenance. Maintenance and support revenue isincluded in contract revenue in the statement of operations.

Accounts Receivable. Accounts receivable includes amounts billed and currently due from customers, net of the allowance for doubtful accounts.. The allowance for doubtful accounts was
$1.5 million and $4,000 at December 31, 2007 and June 30, 2007.

Unbilled Receivables. Unbilled receivables are primarily related to revenues on contracts that have been recognized for accounting purposes under the percentage of completion method but
have not yet been billed to customers. We invoice the customer upon completion of the contractual milestone.

Equipment, Furnitureand Property. Equipment, furniture and property are stated at cost and depreciation, which includes the amortization of assets under capital |eases, is computed using
the straight-line method. Useful lives of generally three years are used for equipment and furniture, and useful lives of up to fifty years are used for buildings. L easehold improvements are depreciated
over the shorter of the remaining life of theimprovement or the terms of the related leases.

Reclassifications. Certain balancesin our fiscal 2007 consolidated financial statements have been reclassified to conform to the presentation in fiscal 2008.

Stock-Based Compensation. We account for stock-based compensation in accordance with Statement of Financial Accounting Standards (SFAS) No. 123 (revised 2004) Share-Based Payment
(SFAS 123R). Compensation cost recognized during the three and six-month periods ended December 31, 2007 and 2006, includes: (a) compensation cost for all share-based payments granted prior to,
but not yet vested as of July 1, 2005, based on the grant date fair value estimated in accordance with the original provisions of SFAS 123 amortized on an accelerated basis over the options’ vesting
period, and (b) compensation cost for all share-based payments granted subsequent to July 1, 2005, based on the grant-date fair value estimated in accordance with the provisions of SFAS 123R
amortized on astraight-line basis over the options' vesting period.
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The following table shows total stock-based employee compensation expense (see Note 12, “ Stock-Based Compensation” for types of stock-based employee arrangements) included in the
condensed consolidated statement of operations for the three and six-month periods ended December 31, 2007 and 2006 (in thousands):

ThreeMonths Three Months Six Months Six Months
Ended Ended Ended Ended
December 31, December 31, December 31, December 31,
2007 2006 2007 2006
Costs and expenses:
Research and development $ 825 $ 714 3 1658 $ 1,503
Sales and marketing 636 534 1,298 1,100
General and administrative 621 520 1,517 1,228
Total stock-based compensation expense $ 2082 $ 1768 $ 4473 $ 3,831

There was no capitalized stock-based empl oyee compensation cost as of December 31, 2007 or 2006. There were no material recognized tax benefits during the second quarter of either fiscal
2008 or fiscal 2007.

For restricted common stock issued at discounted prices, we recognize compensation expense over the vesting period for the difference between the exercise or purchase price and the fair
market value on the measurement date. Total compensation expense recognized in our financial statements for restricted stock awards was $26,000 and $61,000 for the three- and six-month periods
ended December 31, 2007 and $35,000 and $71,000 for the three-month and six-month periods ended December 31, 2006.

Note 2. Computation of Earnings Per Share

Earnings per Share. Wefollow the provisions of SFAS No. 128, Earnings per Share (SFAS 128). SFAS 128 requires the presentation of basic and fully diluted earnings per share. Basic
earnings per share is computed by dividing income available to common stockholders by the weighted average number of common shares that were outstanding during the period. Diluted earnings
per shareis computed giving effect to all dilutive potential common shares that were outstanding for any periods presented in these financial statements.

The following table sets forth the computation of basic and diluted earnings per share (in thousands, except per share amounts):

Three Months Ended Six Months Ended
December 31, December 31,
2007 2006 2007 2006

Numerator:

Net income (l0ss) $ (12,085) $ 2588 $ (19,116) $ 4,911
Denominator:

Weighted-average shares of common stock outstanding 43,927 43,593 43,862 43,557

L ess: Weighted-average shares subject to repurchase (25) (60) (28) (60)
Shares used in computing net income (loss) per basic share 43,902 43,533 43,834 43,497
Net income (loss) per basic share $ (028) $ 006 $ 044) $ 0.11
Shares used in computing net income (loss) per diluted share 43,002 45,703 43,834 45,402
Net income (loss) per diluted share $ 028 $ 006 $ 044) $ 0.11
Potentially dilutive securities excluded from net income (loss) per diluted share because they are anti-

dilutive 11,523 9,358 9,335 9,275

Note 3. Comprehensive Income (L 0ss)

Total comprehensive income (loss) includes net income (loss) and other comprehensive income, which primarily comprises unrealized gains and |osses from foreign currency
adjustments. Total comprehensive loss for the second quarter of fiscal 2008 and for the first six months of fiscal 2008 was $9.5 million and $12.6 million compared to total comprehensive income
of $2.7 million and $5.1 million for the comparable periodsin the prior year.
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Note 4. Acquisition

On August 27, 2007, we completed the acquisition of Chipidea MicroelectronicaS.A., aprivately held supplier of analog and mixed signal intellectual property based in Lisbon, Portugal. We
acquired all of the outstanding stock of Chipidea for $147 million in cash, of which $14.7 million is held in escrow to satisfy indemnification claims that may arise. Payment of $12.5 million of the total
consideration, which is due to certain former shareholders of Chipedea, is contingent upon their continued employment with us for the two-year period after our acquisition of Chipidea. Therefore,
this consideration will be recorded as compensation expense over the period during which it is earned. In addition, we have agreed to issue up to 610,687 shares of common stock of MIPS (or, at
MIPS' election, cash in an amount equal to the value of such shares at the time such shares are required to be issued) in February 2009, if certain revenue targets are achieved for the two-year period
through December 31, 2008. The value of the shares, if issued, will be added to the purchase price of the acquisition and recorded as goodwill. Furthermore, we have agreed to pay to the former
shareholders of Chipidea up to 1.2 million Euro in cash (approximately $1.8 million at December 31, 2007), if Chipideareceives acertain grant from the Portuguese government on or before June 30,
2008. In the event that the grant from the Portuguese government is received, we will record the payment as goodwill.

We acquired Chipideato position ourselves as aleading independent supplier of analog and mixed signal IP for wireless, digital consumer and connectivity markets. The acquisition allows us
to utilize our existing business model while growing the base of products we offer to the same set of customers. In addition, with the acquisition of Chipidea, we gain a strong team of analog and
mixed signal designers for the development of commercial analog and mixed signal IP.

Purchase Price Allocation. The transaction was accounted for as a purchase in accordance with Statement of Financial Accounting Standards No. 141, Business Combinations (SFAS 141);
therefore, Chipidea’s tangible assets and identifiable intangible assets have been valued based on their estimated fair value on the acquisition date as set forth below. The purchase price of $136.9
million includes the cash paid of $147 million and the acquisition costs of $2.4 million less the contingent payment to employees of $12.5 million, and was allocated as follows (in thousands):

Cash and Investments $ 1,566
Accounts receivable 14,689
Fixed Assets 9,841
Other current assets 1,401
Intangible assets 33,760
In-process research and development 6,350
Goodwill 106,634
Other long term assets 8,303
Short term debt (968)
Accounts payable and other current liabilities (28,764)
Deferred revenue (2,240)
Deferred taxes (12,033)
Long term liabilities (1,674)

Total purchase price $ 136,865

The above purchase price allocation reflects adjustments recorded during the second quarter of fiscal 2008 upon finalization of the valuation as of the date of acquisition of accounts receivables,
intangible assets, acquired in process research and development, accrued liabilities, deferred taxes and long-term liabilities and the determination of acquisition costs and estimated useful lives of
intangible assets. As aresult of these adjustments, goodwill decreased by $0.6 million, accounts receivable decreased by $0.8 million, intangible assets increased by $3.3 million, in process research
and development increased by $0.9 million, accrued liabilitiesincreased by $0.1 million, deferred taxes increased by $3.3 million, long-term liabilities decreased by $0.7 million and acquisition costs
increased by $0.1 million.

Intangible Assets. In performing our purchase price allocation in order to determine the valuation of the purchased intangible assets, we considered, among other factors, our intention for
future use of acquired assets, analyses of historical financial performance and estimates of the future performance of Chipidea’s products. The fair value of intangible assets was determined by using
an income approach which was based on estimates and assumptions determined by management. The rates utilized to discount net cash flows to their present values were based on our weighted
average cost of capital and ranged from 14% to 20%. These discount rates were determined after consideration of our rate of return on debt capital and equity and the weighted average return on
invested capital.
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The following table sets forth the components of intangible assets and related useful lives (in thousands):

Fair Value Useful life
Developed and core technol ogy $ 19,110 5to 15 years
Customer relationships and backlog 12,110 1to7years
Other 2,540 3to5years
Total intangible assets $ 33,760

Developed and core technology, which comprise products that have reached technological feasibility, includes products in most of Chipidea' s product lines. The amortization of devel oped
and core technology assets is recorded as cost of contract revenue. Customer relationships and backlog represent the underlying relationships with Chipidea sinstalled customer base and open
customer purchase orders at the date of acquisition. The amortization of customer relationships and backlog is recorded as cost of contract revenue. The weighted average amortization period of the
intangible assets is approximately 5.2 years.

Acquired I n-Process Research and Development. We expensed acquired in-process research and development (IPR& D) upon acquisition asit represents incomplete Chipidea research and
development projects that had not reached technological feasibility and had no alternative future use as of the date of our acquisition. Technological feasibility is established when an enterprise has
completed all planning, designing, coding, and testing activities that are necessary to establish that a product can be produced to meet its design specifications including functions, features, and
technical performance requirements. The value assigned to IPR& D was $6.4 million and determined based on an analysis of data concerning developmental products, their stage of development, the
time and resources needed to complete them, target markets, their expected income and net cash flow generating ability and associated risks. Inthefirst quarter of fiscal 2008 we recorded a charge of
$5.4 million based on preliminary valuation analysis. In the second quarter of fiscal 2008 we finalized the purchase price allocation as of the date of acquisition and recorded an additional charge of
910,000.

The principal projects at acquisition date were extensions of existing technologies for several analog | P cores. We incurred post-acquisition cost of approximately $1.8 million during the first six
months of fiscal 2008 for these projects and estimate that an additional investment of approximately $1.7 million in research and development will be required during fiscal 2008 and 2009 to complete
them.

Goodwill. Goodwill of $106.6 million represented the excess of the purchase price over the fair value of the net tangible and intangible assets acquired. The acquisition allows usto utilize our
existing business model while growing the base of products we offer to the same set of customers. In addition, with the acquisition of Chipidea, we gain a strong team of analog and mixed signal
designers for the development of commercia analog and mixed signal IP. These factors significantly contributed to the determination of the purchase price and the recognition of goodwill. Goodwill
isnot being amortized but will be reviewed annually for impairment or more frequently if impairment indicators arise, in accordance with SFAS No. 142, Goodwill and Other Intangible Assets.
Goodwill has been assigned to the ABG and is not expected to be deductible for tax purposes. Additionally, goodwill is subject to foreign exchange translation adjustments as the functional currency
of Chipideaisthe Euro.

Deferred Revenue. In connection with the purchase price allocation, we have estimated the fair value of deferred revenue related to devel opment and support obligations assumed from
Chipideain connection with the acquisition. The estimated fair value of the obligations was determined utilizing a cost build-up approach. The cost build-up approach determines fair value by
estimating the costsrelating to fulfilling the obligations plusanormal profit margin. Asaresult, in allocating the purchase price, we recorded an adjustment to reduce the carrying value of Chipidea's
deferred revenue to $2.2 million, which represents our estimate of the fair value of the obligation assumed.

Contingent Consideration. In connection with the acquisition, Chipidea made certain representations and warranties to us, and Chipidea' s former shareholders agreed to indemnify us against
damages which might arise from abreach of those representations and warranties. Under the terms of the acquisition, the former Chipidea shareholders set aside $14.7 million of cash consideration for
payment of possible indemnification claims made by us. Accordingly, aliability for this contingent cash consideration has been recorded in accrued liabilities and this amount has been considered in
the purchase price. Under the terms of the acquisition, this amount has been set aside in an escrow account and is recorded in prepaids and other current assets and is scheduled to be released on
the one year anniversary of the acquisition date.

Deferred Compensation. Payment of approximately $12.5 million to certain shareholdersis contingent upon their continued employment with us. These payments are due 12 months and 24
months from the acquisition date. This consideration will be recorded as compensation expense as earned, and the liability will be recorded in accrued compensation. A restricted cash account has
been established for the funding of this payment and is recorded in other assets.
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Proforma financial information. The results of operations of Chipidea have been included in our consolidated financial statements subsequent to the date of acquisition. The financial
information in the table below summarizes the combined results of operations of MIPS and Chipidea, on a pro formabasis, as though the companies had been combined as of the beginning of each of
the periods presented (in thousands, except per share data):

Three months ended Six months ended
December 31, December 31,
2007 2006 2007 2006
Total pro formarevenues $ 26450 $ 28792 $ 55485 $ 53,861
Pro forma net income (loss) $ (12,085 $ 368 $ (19984 $ (1,912)
Pro formanet income (loss) per share - basic and diluted $ 028) $ 001 $ (046) $ (0.04)
Reported net income (10ss) $ (12,085) $ 2588 % (19,116) $ 4,911
Reported net income (loss) per share - basic and diluted $ 028) $ 006 $ ©44) $ 0.11

The pro formafinancial information is presented for informational purposes only and is not indicative of the results of operations that would have been achieved if the merger had taken
place at the beginning of each of the periods presented. The pro formafinancial information for fiscal 2008 includes merger related expenses of $126,000 recorded by Chipideaand acharge of $6.4
million for IPR&D. Chipidea's functional currency isthe Euro and its financial statements have been translated into dollarsin each period presented.

Note 5. Purchased I ntangible Assets and Goodwill

Purchased Intangible Assets. All of our purchased intangible assets, except goodwill, are subject to amortization. Purchased intangibl e assets subject to amortization consisted of the following as
of December 31, 2007 and June 30, 2007 (in thousands):

December 31, 2007 June 30, 2007
Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying

Value Amortization Value Value Amortization Value
Developed and core technology $ 26509 $ (5402) $ 21,107 $ 6062 $ (3645 $ 2,417
Customer relationships and backlog 14,267 (2,299) 11,968 1,310 (400) 910
Other 2,828 (265) 2,563 110 (68) 42
Purchased intangibl e assets $ 43604 % (7.966) $ 35638 $ 7482 % (4113) 3 3,369

The estimated future amortization expense of purchased intangible assets as of December 31, 2007 is approximately $5.3 million, $7.6 million, $6.8 million, $6.0 million and $5.3 million for the
remaining six months of fiscal 2008 and for fiscal years 2009, 2010, 2011 and 2012 respectively, and approximately $4.6 million for years following fiscal 2012. The future amortization expense will be
subject to foreign currency fluctuations as the Chipideaintangible assets are recorded in Euro. Amortization expense for purchased intangible assets was $3.8 million for the first six months of fiscal
2008 and $582,000 for the first six months of fiscal 2007.

The balance at December 31, 2007, included $19.1 million, $11.2 million, and $2.5 million of developed and core technology, customer relationships and backlog, and other intangibles,
respectively, from the acquisition of Chipidea, with estimated useful lives of 5to 15 years, 1to 7 years, and 3 to 5 years, respectively.

Goodwill.

Goodwill asallocated to our segments as of December 31, 2007, consisted of the following (in thousands):

Processor Analog Business
Business Group Group Total
Balance at June 30, 2007 $ 565 —  $ 565
Additions (Chipidea) — 106,634 106,634
Currency translation adjustment — 7,772 7,772
Balance at December 31, 2007 $ 565 $ 114406 $ 114,971
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Note 6. Short-term Debt
The components of short-term debt are as follows (in thousands):

December 31, 2007

Credit agreement 20,000
Bank lines of credit 1,971
Other 82

$ 22,053

We had no short-term debt outstanding at June 30, 2007.

Revolving Credit Agreement. On August 24, 2007, we entered into a$35 million Revolving Credit Agreement (Credit Agreement) with a syndicate of several banks and other financial
institutions, and Jefferies Finance, LLC, as the administrative agent. Funds available under the Credit Agreement were used to fund the acquisition of Chipidea, aswell asfor general corporate and
working capital purposes. In connection with the Credit Agreement, we incurred $1.6 million of underwriting fees, expenses and administration fees. We deferred these fees as |oan origination fees
and they will be amortized over the estimated life of the Credit Agreement and recorded as other expense.

On December 31, 2007, borrowings of $20 million were outstanding under the Credit Agreement. Borrowings under the Credit Agreement bear interest at arate equal to an applicable margin
plus, at our option, either (a) a base rate determined by reference to the higher of (1) the United States prime rate and (2) the federal funds rate plus 0.5% or (b) aLIBOR rate, for aterm period of one,
two, three or six months, determined by reference to the costs of funds for deposits for the interest period relevant to such borrowing, adjusted for certain additional costs. We can elect to convert an
existing interest calculation method at our discretion. The applicable margin for borrowings under the Credit Agreement is 1.25% with respect to base rate borrowings and 2.25% with respect to
LIBOR borrowings. As of December 31, 2007, the base rate was 7.25% and the LIBOR rate was 4.9375%. We elected the LIBOR method for determining the interest rate for the outstanding $20
million. Interest is payable on amonthly basis.

We are required to pay a commitment fee to the lenders with respect to any unutilized commitments under the Credit Agreement. The commitment fee on the Credit Agreement is 0.375% per
annum and is due quarterly. We may voluntarily reduce the amount committed under the Credit Agreement on a permanent basis. Principal amounts outstanding under the Credit Agreement are due
and payablein full on August 22, 2008.

The Credit Agreement contains certain customary representations and warranties, affirmative and negative covenants, and events of default, including the requirement that we maintain, and
report on aquarterly basis, for the trailing twelve months, aleverage ratio (as defined in the Credit Agreement) of no greater than 3.5 to 1.0. All obligations under the Credit Agreement, and the
guarantees of those obligations, are secured by substantially all our assets, subject to certain exceptions. Our report to the lenders for the quarter ended December 31, 2007 is not yet due, but we
believe we were in compliance with all covenantsrelating to the Credit Agreement as of that date. However, we are in discussions with the lender regarding the interpretation of certain elements used
in the determination of the leverageratio, and if the calculation of thisratio isinterpreted differently than our current belief of the appropriate interpretation, then we would not be in compliance with
thisratio at December 31, 2007. According to the credit agreement, in the event that we fail to meet the leverage ratio, our loan would be converted to ahigher base rate loan. In addition, the lender
could elect (8) to increase the interest rate to the default rate (2% plus ABR rate plus applicable margin) and the administrative agent has the ability to require aretroactive increase in the event there
isamiscalculation of the leverageratio and / or (b) terminate the revolver and declare all or any portion of the loans due and payable.

Bank Linesof Credit. We have bank line of credit agreements with several Portuguese banks with atotal aggregate available credit of approximately $2.5 million as of December 31, 2007. The
interest rates on these agreements range from 5.684% to 6.434% and the agreements have expiration dates ranging from January 16, 2008 to March 30, 2008, with automatic renewal provisions for
additional 90-day periods. Asof December 31, 2007, we have outstanding borrowings of $2.0 million and available credit of $496,000 under these agreements.

Other. We have anon-interest bearing loan with a Portuguese governmental agency of approximately $78,000.

As of December 31, 2007, we have entered into letters of credit for approximately $2.5 million with various financial institutions in Portugal, Belgium and Norway in association with certain
building leases and government grants.
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Note7. Other Income (Expense), Net

The components of other income (expense), net are as follows (in thousands):

Interest income

Interest expense

Other

Total other income (expense), net

Note 8. Equipment, Furnitureand Property

The components of equipment, furniture and property are as follows (in thousands):

Equipment
Land and buildings
Furniture and fixtures

Accumulated depreciation and amortization
Equipment, furniture and property, net

Note 9. Prepaid Expensesand Other Current and Long-Term Assets

The components of prepaid expenses and other current assets are as follows (in thousands):

Short-term restricted cash
Other prepaid expenses and other assets

The components of other long-term assets are as follows (in thousands):

Long-term restricted cash

Investments in other companies

Long-term computer aided design licenses

Cash surrender value of insurance contracts tied to our deferred compensation plan
Other long-term assets

Note 10. Accrued and Long-Term Liabilities

The components of accrued liabilities are as follows (in thousands):

Accrued compensation and empl oyee-related expenses
Income taxes payable

Payable to Chipidea shareholders

Capital lease obligations

Other accrued liabilities

12

Three months ended December 31,

Six months ended December 31,

2007 2006
$ 1,177 $ 3,128
(833) —
(1,071) (154)
$ @27 $ 2,974
December 31,
2007 June 30, 2007
$ 16,614 $ 15,473
8,030 —
4,377 2,678
29,021 18,151
(13,306) (12,370)
$ 15715  $ 5,781
December 31,
2007 June 30, 2007
$ 14,876 $ —
4,006 2,472
$ 18,882 $ 2,472
December 31,
2007 June 30, 2007
$ 14552 $ 264
4,446 4,463
12,374 4,474
2,330 2,310
549 1,068
$ 34251 $ 12,579
December 31,
2007 June 30, 2007
$ 10198 $ 6,848
2,206 2,195
14,876 —
7,370 —
16,773 7,075
$ 51423 $ 16,118
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The components of long-term liabilities are as follows (in thousands):

December 31,
2007 June 30, 2007
Deferred compensation $ 29712 $ 2,298
Long-term deferred tax liability 12,524 —
Long-term income tax liability 3,649 —
L ong-term accounts payable 6,919 2,363
Other long-term liabilities 1,376 1,065
$ 27440 $ 5,726

Note 11. Commitmentsand Contingencies
Purchase Commitments with Suppliers

We have outstanding purchase orders for ongoing operations of approximately $12.7 million as of December 31, 2007. Payments of these obligations are subject to the provision of services or
products.

Litigation

A derivative action entitled In re MIPS Technologies, Inc. Derivative Litigation, Case No. C-06-06699-RMW, which was filed on October 27, 2007, is pending in the United States District
Court, Northern District of California, against certain current and former MIPS officers and directors and MIPS as anominal defendant. The complaint in the action alleges that the individual
defendants breached their fiduciary duties and violated Californiaand federal securitieslaws as aresult of, among other things, purported backdating of stock option grants, insider trading and the
dissemination of falsefinancia statements. Plaintiff seeksto recover, purportedly on behalf of MIPS, unspecified monetary damages, corporate governance changes, equitable and injunctive relief,
and fees and costs. The court granted MIPS' motion to dismiss the consolidated complaint and granted plaintiff leave to file an amended complaint. It isnot known when or on what basis the action
will beresolved.

From time to time, we receive communications from third parties asserting patent or other rights allegedly covering our products and technol ogies. Based upon our evaluation, we may take no
action or we may seek to obtain alicense, redesign an accused product or technology, initiate aformal proceeding with the appropriate agency (e.g., the U.S. Patent and Trademark Office) and/or
initiate litigation. There can be no assurance in any given case that alicense will be available on terms we consider reasonable or that litigation can be avoided if we desire to do so. If litigation does
ensue, the adverse third party will likely seek damages (potentially including treble damages) and may seek an injunction against the sale of our products that incorporate allegedly infringed
intellectual property or against the operation of our business as presently conducted, which could result in our having to stop the sale of some of our products or to increase the costs of selling some
of our products. Such lawsuits could also damage our reputation. The award of damages, including material royalty payments, or the entry of an injunction against the sale of some or all of our
products, could have amaterial adverse affect on us. Even if we wereto initiate litigation, such action could be extremely expensive and time-consuming and could have amaterial adverse effect on
us. We cannot assure you that litigation related to our intellectual property rights or the intellectual property rights of others can always be avoided or successfully concluded.

Even if we wereto prevail, any litigation could be costly and time-consuming and would divert the attention of our management and key personnel from our business operations, which could
have amaterial adverse effect on us.
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Note 12. Stock-Based Compensation

Activity under our Stock Option Plansfor the six months ended December 31, 2007 is summarized as follows:

Weighted
Average
Weighted Remaining
Number of Average Contractual Aggregate
Shar es Exercise Price Life Intrinsic Value
(in thousands)
Outstanding at July 1, 2007 13830478 $ 7.39
Options granted 2,028463 $ 7.42
Options exercised (401,594) $ 5.78
Options cancelled (339,088) $ 8.69
Outstanding at December 31, 2007 15118259 ¢ 742 475 ¢ 4,472
Exercisable at December 31, 2007 11355691 g 751 434 ¢ 4,414

Aggregate intrinsic val ue represents the value of our closing stock price on the last trading day of the period in excess of the exercise price multiplied by the number of options outstanding or
exercisable. Theintrinsic value of options exercised represents the value of our closing stock price on the exercise date in excess of the exercise price multiplied by the number of options exercised.

Thetotal intrinsic value of options exercised for the six months ended December 31, 2007 and 2006 was $1.0 million and $158,000.

Nonvested share activity under our Stock Options Plans for the three months ended December 31, 2007 is summarized as follows:

Nonvested balance at July 1, 2007
Vested
Cancelled

Nonvested balance at December 31, 2007

Non-vested Weighted Average
Number of Grant-Date
Shares Fair Value

60,000 $ 4.72

(30,0000 $ 4.72

(5000 $ 452

25000 ¢ 4.76

As of December 31, 2007, $75,000 of total unrecognized compensation costs related to nonvested awards is expected to be recognized over aweighted average period of 0.65 years. The fair

value of shares vested during the first six months of fiscal 2008 was $235,000.

Grant Date Fair Values. The weighted average fair value has been estimated at the date of grant using a Black-Scholes option-pricing model. The following are significant weighted average

assumptions used for estimating the fair value of the activity under our stock option plans:

Employee Stock Options
Six Months Ended December 31,

Employee Stock Purchase Plan
Six Months Ended December 31,

2007 2006 2007 2006
Expected life (in years) 420 420 0.73 —
Risk-free interest rate 4.12% 4.83% 4.07% —
Expected volatility 51 .64 .36 —
Dividend yield 0.00% 0.00% 0.00% —
Grant date fair value $ 333 §$ 3.64 2.26 =

There were no shares granted under our stock purchase plan during thefirst six months of fiscal 2008. Our current purchase period began on August 6, 2007 and will end on April 30,

2008. Therewere no employee stock purchasesin fiscal 2007.

14




Table of Contents

Note 13. Income Taxes

We recorded an income tax provision of $3.5 million for the three-month period ended December 31, 2007 and a provision of $1.6 million for the comparable period in fiscal 2007. We recorded
an incometax provision of $ 2.8 million for the six-month period ended December 31, 2007 and atax provision of $3.0 million for the comparable period in fiscal 2007. In January 2008, during
preparation of the financial statements for the three-months period ended December 31, 2007, we revised our annual forecast and are now projecting apre-tax lossfor fiscal 2008. Asaresult, weare
not able to recognize a current period tax benefit from the utilization of our deferred tax asset. We recorded a provision instead of atax benefit since we are required under FAS 109 to recognize a
valuation allowance against our deferred tax assets and therefore, we are not able to benefit from certain stock option expense, carry-forward of foreign tax credits and carry-forward of net operating
losses. The valuation allowance reduces the expected tax benefit which resultsin a higher current period expense. The actual tax provision for the three-month period ended December 31, 2007,
includes a year-to-date true-up of income tax expense for the quarter ended September 30, 2007.

Our estimated annual income tax before discrete items for fiscal 2008 primarily consists of U.S. state minimum taxes and foreign taxes on income earned in certain foreign jurisdictions and
withholding taxes. The actual tax provision for the six-month period ended December 31, 2007 differs from the estimated annual tax due to discrete items recorded during the period, primarily related to
achangein estimate related to our research and devel opment credits of $584,000, offset by recognition of previously unrecognized tax benefits of $772,000 related to changesin the tax law for
Chipideain Portugal. The estimated annual effective tax rate of 38% for fiscal 2007 primarily consists of US federal and state taxes and foreign taxes on income earned in certain foreign jurisdictions
and withholding taxes, offset in part by the availability of certain foreign tax credits and general businesstax credits. In January 2008, during preparation of the financial statements for the three-
months period ended December 31, 2007, we revised our annual forecast. Asaresult, the actual tax for the three-month period ended December 31, 2007 includes a year-to-date true-up of income tax

expense for the quarter ended September 30, 2007.

In June 2006, the Financial Accounting Standards Board (FASB) issued I nterpretation 48, Accounting for Uncertainty in Income Taxes (FIN 48). FIN 48 clarifies the accounting for
uncertainty in income taxes recognized in an enterprise'sfinancial statements in accordance with Statement of Financial Accounting Standards 109, Accounting for Income Taxes (SFAS 109). This
interpretation prescribes arecognition threshold and measurement attribute for the financial statement recognition and measurement of atax position taken or expected to be takenin atax return. FIN
48 also provides guidance on de-recognition of tax benefits, classification on the balance sheet, interest and penalties, accounting in interim periods, disclosure, and transition. Thisinterpretationis
effective for fiscal years beginning after December 15, 2006.

We adopted the provisions of FIN 48 on July 1, 2007. The cumulative effect of adopting FIN 48 on July 1, 2007 is recognized as a change in accounting principle, recorded as an adjustment
to the opening balance of accumulated deficit on the adoption date. Asaresult of theimplementation of FIN 48, we recognized a decrease of approximately $264,000 in the liability for unrecognized
tax benefitsrelated to tax positions taken in prior periods, which resulted in a decrease of $264,000 in accumulated deficit.

The total amount of gross unrecognized tax benefits was $3.7 million as of July 1, 2007 (the date of adoption of FIN 48) and $5.0 million as of December 31, 2007. Theincreasein the gross
unrecognized tax benefits from July 1, 2007 to December 31, 2007 was primarily related to amounts assumed in the Chipidea acquisition. Also, the total amount of unrecognized tax benefitsthat, if
recognized, would affect the effective tax rate was $817,000 as of July 1, 2007 and $883,000 as of December 31, 2007.

We recognize interest and penalties related to uncertain tax positions as a component of provision for income taxes. Accrued interest and penalties relating to the income tax on the
unrecognized tax benefits was approximately $150,000 as of July 1, 2007 and approximately $902,000 as of December 31, 2007, with approximately $66,000 being included as acomponent of provision
for income taxes in the six-month period ended December 31, 2007. Theincreasein interest and penalties from July 1, 2007 to December 31, 2007 was primarily related to amounts assumed in the

Chipidea acquisition.

Although wefile U.S. federal, U.S. state, and foreign tax returns, our major tax jurisdictions are the United States and Portugal. Our fiscal 2004 and subsequent tax years remain subject to
examination by the IRSfor U.S. federal tax purposes, and our calendar 2004 and subsequent tax years remain subject to examination by the appropriate governmental agencies for Portuguese tax
purposes.
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Note 14. Operating Segments and Geogr aphic information

We evaluate our reportable segments in accordance with SFAS No. 131, Disclosures about Segments of an Enterprise and Related | nformation (SFAS 131). Our Chief Executive Officer has
been identified as our Chief Operating Decision Maker (CODM). The CODM allocates resources to the segments based on their business prospects, competitive factors, net revenue and operating
results.

Prior to fiscal year 2008, we determined that we operated in one reportable business group. In the first quarter of fiscal 2008, following the acquisition of Chipidea, we organized into two
business groups, the Processor Business Group (PBG) and the Analog Business Group (ABG). These segments were determined based upon our internal organization and management structure and
are the primary way in which the CODM is provided with financial information. The CODM eval uates sesgment performance based on net revenues and operating income, excluding certain items. Our
costs, operating results and balance sheets are analyzed in the two reportable business groups. The results of each segment have been prepared using consistent accounting policies with those of

MIPS as awhole. Segment information is presented based upon our management’s organizational structure as of September 30, 2007. Future changes to the internal financial structure may result in
changes to the reportabl e segments disclosed.

We are aleading provider of industry-standard microprocessor 32- and 64-bit architectures and cores and aleading supplier of analog and mixed-signal semiconductor intellectual property.
The major segments we serve are as follows:

(i) Processor Business Group:

The PBG provides industry-standard processor architectures and cores for digital consumer and business applications. This group designs and licenses high performance 32- and 64-bit
architectures and cores, which offer smaller dimensions and greater energy efficiency in embedded processors. Markets served by the PBG segment include digital set-top boxes, digital televisions,
DV D recordable devices, broadband access devices, digital cameras, laser printers and network routers.

(i) Analog Business Group:

The ABG includes the Chipidea operation and provides analog and mixed-signal | P that produces cost-efficient System-on-Chip (SoC) applications and turnkey solutions. The ABG IP portfolio
covers all fundamental functionsin the analog and mixed-signal electronic space, including data conversion, clock management, power management, radio connectivity, physical connectivity, and
voice audio and video processing. Market segments served by the ABG segment are wireless communications, power line communications, data communications, video, audio and voice signal
processing, xXDSL modems, set-top boxes, multimedia and digital consumer electronics.

The following tables show revenue, depreciation and amortization expense, segment operating loss and total assets and expenditures for long-lived assets of each segment (in thousands):

Three months ended December 31, 2007

Processor Analog Business Unallocated
Business Group Group Amounts Total
Revenue $ 16,624 $ 9,826 — 26,450
Depreciation expense 708 115 — 823
Amortization expense 1,242 2,232 — 3,474
Segment operating profit (loss) (2,099) (2,263) — (4,362)
Less: Stock-based compensation — — (2,082) (2,082)
Less: Acquired in-process research and development — — (910 (910)
Add: Other income (expense), net — — (1,220) (1,220)
Loss before taxes — — — (8,574)
Total assets 90,889 164,276 — 255,165
Total expenditures for additionsto long-lived assets 5,481 — — 5481
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Six months ended December 31, 2007

Processor Analog Business Unallocated
Business Group Group Amounts Total
Revenue $ 36555 $ 12,048 — 8 48,603
Depreciation expense 1,426 177 — 1,603
Amortization expense 2,508 3,205 — 5,713
Segment operating profit (loss) (388) (4,362) — (4,750)
Less: Stock-based compensation — — (4,473) (4,473)
Less: Acquired in-process research and development — — (6,350) (6,350)
Add: Other income (expense), net — — (727) (727)
Loss before taxes — — — (16,300)
Total assets 90,889 164,276 — 255,165
Total expenditures for additionsto long-lived assets 6,241 — — 6,241

Note 15. Recent Accounting Pronouncements

In February 2007, the FASB SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities - Including an amendment of FASB No.115 (SFAS 159). SFAS 159 permits
companies to choose to measure many financial instruments and certain other items at fair value in order to mitigate volatility in reported earnings caused by measuring related assets and liabilities
differently without having to apply complex hedge accounting provisions. SFAS 159 is effective for fiscal years beginning 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 FASB issued SFAS No. 157, Fair Value Measurements (SFAS 157), which definesfair value, establishes aframework for measuring fair value and expands disclosure,
about fair value measurements. SFAS 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 December 2007, the FASB issued SFAS No. 141(R), Business Combinations(SFAS 141R). SFAS 141R retains the fundamental requirementsin SFAS 141 that the acquisition method of
accounting (which SFAS 141 called the purchase method ) be used for all business combinations and for an acquirer to be identified for each business combination. SFAS 141R also establishes
principles and requirements for how the acquirer: (a) recognizes and measuresin itsfinancial statements the identifiable assets acquired, the liabilities assumed, and any non-controlling interest in the
acquiree; (b) recognizes and measures the goodwill acquired in the business combination or again from abargain purchase; and (c) determines what information to disclose to enable users of the
financial statementsto evaluate the nature and financial effects of the business combination. SFAS 141R applies prospectively to business combinations for which the acquisition dateis on or after
the beginning of the first annual reporting period beginning on or after December 15, 2008. We have not yet determined the impact, if any, that SFAS 141R will have on our financial condition or
results of operations.

In December 2007, the FASB issued SFAS No. 160, Non-controlling I nterestsin Consolidated Financial Statements(SFAS 160).SFAS 160 amends ARB5L1 to establish accounting and
reporting standards for the non-controlling (minority) interest in asubsidiary and for the deconsolidation of asubsidiary. It clarifiesthat anon-controlling interest in asubsidiary is an ownership
interest in the consolidated entity that should be reported as equity in the consolidated financial statements and establishes a single method of accounting for changesin a parent’s ownership
interest in asubsidiary that does not result in deconsolidation. SFAS 160 is effective for fiscal years beginning on or after December 15, 2008. We have not yet determined the impact, if any, that
SFAS 160 will have on our financial statements.

Note 16. Subsequent event.

In January 2008, we announced plans to reduce our PBG workforce with the objective of reducing our operating expenses. These actions will result in arestructuring charge in the third quarter
of fiscal 2008 of between $2.5 and $3.0 million, comprised of employee severance costs, facilities exit costs, and asset write-offs.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSISOF RESULTS OF OPERATIONSAND FINANCIAL CONDITION

You should read the following discussion and analysis together with our unaudited condensed consolidated financial statements and the notes to those statements included elsewherein
thisreport. This discussion may contain forward-looking statements that involve risks and uncertainties. Forward-looking statements within this Quarterly Report on Form 10-Q include our
expectations for future levels of operating expenses as well as other expenses and are identified by words such as“ believes,” “ anticipates,” “ expects,” “intends,” “ may” and other similar
expressions. Our actual results could differ materially from those indicated in these forward-looking statements as a result of certain factors, including those described under “ Risk Factors’, and
other risks affecting our business. We undertake no obligation to update any forward-looking statements included in this discussion.

Overview

We are aleading supplier of intellectual property (IP) to the global semiconductor industry. Our technology solutions include the high-performance MIPS architecture and related embedded
processor cores, which are broadly used in markets such as digital entertainment, wired and wireless communications and networking, office automation, security, microcontrollers, and
automotive. With the acquisition of ChipideaMicroelectrénica S.A. (Chipidea) on August 27, 2007, we have become the leading supplier of P to semiconductor companies for analog and mixed signal
devices. Our customersinclude global semiconductor companies, and the annual unit volumes of products incorporating our technol ogies exceeded 350 million in fiscal year 2007.

Following the acquisition of Chipideawe are organized in two business groups, the Processor Business Group (PBG) and the Analog Business Group (ABG). The PBG providesindustry-
standard processor architectures and cores for digital consumer and business applications. The ABG includes the Chipidea operation and provides analog and mixed-signal |P that produces cost-
efficient System-on Chip (SOC) applications and turnkey solutions. The consolidated financial results for the second quarter of fiscal 2008 include the first full quarter of operations following the
acquisition of Chipidea.

Revenuein the second quarter of fiscal 2008 increased 26% over the comparable period in fiscal 2007 due to an increase in both royalties and contract revenue. Theincreasein royalties of $1.3
million was primarily due to a8% increasein PBG royalties. Our licensees reported shipments of approximately 107 million units during the quarter, an increase of 19% over the comparable period in
fiscal 2007. Contract revenue increased by 42% over the comparable period in fiscal 2007 due to the revenue contribution from ABG of $9.4 million. The ABG contribution was offset in part by a54%
declinein PBG contract revenue which we believe was due to delays in processor licensing decisions due to consolidation activity in theindustry which affected two potential agreements and to our
customers' concerns over current business and economic conditions. Total costs and operating expense in the second quarter of fiscal 2008 increased by $15.4 million or 84% over the comparable
period in fiscal 2007. The increase was primarily dueto the first full quarter of ABG costs and expenses of $12.1 million. Additionally, we recorded an adjustment of $910,000 to the in-process research
and devel opment charge that had been recorded in thefirst quarter of fiscal 2008 and amortized $1.7 million as compensation expense associated with the continued employment of certain
Chipidea employees. We also incurred $1.3 million in integration costs primarily related to accounting fees for consulting services, tax, audit and IFRS to US GAAP reconciliation of Chipidea
historical financials. We expect our operating expenses for the remainder of fiscal 2008 to be higher than the comparable periodsin fiscal 2007 as we continue to integrate Chipideainto our operations.
Asdisclosed in Note 16 under subsequent events, we are taking action during the third quarter of fiscal 2008 to reduce our PBG operating expenses. We do not expect to fully benefit from these
actions until the fourth quarter of fiscal 2008. We expect to record arestructuring charge in the third quarter of fiscal 2008 of $2.5 million to $3.0 million.

Net loss before income tax provision for the second quarter of fiscal 2008 was $8.6 million compared to net income before income tax of $4.2 million in the second quarter of fiscal 2007.

Our cash, cash equivalents and marketable securities decreased by approximately $2.4 million to $15.2 million at December 31, 2007. In August 2007, we entered into a short-term revolving loan
agreement for $35 million to help fund the acquisition of Chipideaand current operating requirements, of which $20 million was outstanding at December 31, 2007.
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Results of Operations

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 devel oped technology and engineering service fees generated from contracts for technology under development or
configuration of existing | P. Technology license fees vary based on, among other things, whether a particular technology islicensed for asingle application or for multiple or unlimited applications
during a specified period, and whether the license granted covers a particular design or a broader architecture.

Our revenue in the three-month and six-month periods ended December 31, 2007 and December 31, 2006 was as follows (in thousands):

Three Months Ended December 31, Six Months Ended December 31,
Changein Changein
2007 2006 Per cent 2007 2006 Per cent

Revenue

Royalties $ 12515 $ 11,188 2% $ 23035 $ 22,394 3%
Percentage of Total Revenue 47 % 53% 47 % 55 %

Contract Revenue $ 13935  $ 9,817 2% $ 25568 $ 18,161 41%
Percentage of Total Revenue 53 % 47 % 53 % 45 %
Total Revenue $ 26,450 $ 21,005 26% $ 48,603 $ 40,555 20%

Royalties. Theincreasein royaltiesin the second quarter of fiscal 2008 from the comparable period in fiscal 2007 is primarily due to a19% increase in unit volumes shipped by our royalty
paying licensees offset in part by adeclinein the average selling price of chips sold by our licensees.

Royaltiesin the first six months of fiscal 2008 were up slightly from the comparable period in fiscal 2007. Theincreaseis due to the addition of royalties from the ABG of $487,000 following the
acquisition of Chipideain August 2007 and an 11% increase in PBG unit shipments offset in part by a $528,000 royalty adjustment due to the impact of a cal culation adjustment by one of our
licensees.

Contract Revenue. Theincreasein contract revenue in both periods presented is due to revenues from the ABG following the Chipidea acquisition in August 2007. In the second quarter of
fiscal 2008, revenues from the ABG were $9.4 million. We entered into 31 new contracts signed by the ABG in the second fiscal quarter of 2008. Revenue from ABG contractsis generally recognized
on a percentage of completion basis over the period of contract performance. The ABG increase was offset in part by a decrease in contract revenue generated by the PBG of $5.1 million primarily
because there were fewer new contracts completed during the quarter and therefore there was adecrease in license fees for devel oped technology. We experienced delaysin processor licensing
decisions primarily due to consolidation activity in theindustry affecting two potential agreements and our customers' concerns over current business and economic conditions. There were five new
license agreements completed by the PBG in the second quarter of fiscal 2008 compared to nine in the second quarter of fiscal 2007. Fees generated by the MIPS 24K core product family decreased
$2.7 million, fees generated by the M1PS architecture family decreased $1.1 million and fees generated by the MIPS 4K core family decreased $750,000 compared to the corresponding period in fiscal
2007.

Theincreasein contract revenuesin the first six months of fiscal 2008 over the comparable period in fiscal 2007 is due to revenues from the ABG of $11.6 million. There were 51 new contracts
completed by the ABG in the second fiscal quarter of 2008 subsequent to our acquisition of Chipidea, and 247 contracts generating ABG revenue as of December 31, 2007. Thisincrease was offset in
part by adecreasein contract revenue generated by the PBG of $4.3 million primarily because there were fewer new contracts completed during the period. Thiswas due to consolidation activity in
theindustry affecting two potential agreements and our customers' concerns over current business and economic conditions. There were eleven new license agreements completed by the PBG in the
first six months of fiscal 2008 compared to seventeen in the comparable period of fiscal 2007. Fees generated by the MIPS 24K core product family decreased $4.1 million in the first six months of
fiscal 2008 over the comparable period in fiscal 2007, offset somewhat by an increase in fees from the MIPS 34K core product family of $1.6 million.
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Cost and Expenses. Our cost and expenses for the three-month and six-month periods ended December 31, 2007 and December 31, 2006 was as follows (in thousands):

Three Months Ended December 31, Six Months Ended December 31,
Changein Changein
2007 2006 Per cent 2007 2006 Per cent
Cost and Expenses
Cost of Contract Revenue $ 93719 $ 378 2,381% $ 12703  $ 770 1,550%
Research and Development $ 9493 $ 8,251 15% $ 18506 $ 16,024 15%
Sales and Marketing $ 6153 $ 5,154 19% $ 11739 $ 9971 18%
General and Administrative $ 7869 $ 4,577 2% $ 14878 $ 8,888 67%

Cost of Contract Revenue. Cost of contract revenue includes salaries, depreciation, and the amortization of intangible assets primarily associated with the ABG. Theincreasein cost of
contract revenue in the second quarter of fiscal 2008 and the first six months of fiscal 2008 over the comparable periodsin fiscal 2007 is due to the additional cost of revenue associated with
Chipidea s analog processor products. The ABG'srevenueis generated by projects which include the development of technology that is directly related to the requirements of particular licensees
and license agreements. Assuch, the cost of revenue for the ABG is substantially higher than is the case for the PBG.

Research and Development. Research and devel opment expenses include sal aries and contractor and consultant fees, aswell as costs related to workstations, software, computer aided design
tools, and stock-based compensation expense. The costs we incur with respect to internally devel oped technology and engineering services for the PBG are included in research and development
expenses as they areincurred and are not directly related to any particular licensee, license agreement or license fee. Because of the nature of these expenses, the research and development expenses
for the PBG are substantially higher than the research and devel opment expenses of the ABG, where more of the expense incurred for the development of technology is directly related to the
requirements of particular licensees and license agreements.

Theincrease in research and devel opment expensesin the second quarter of fiscal 2008 over the comparable period in fiscal 2007 was primarily due to an increase in salary expense of $252,000
related to the annual merit increase in the processor business group, aswell as the addition of $382,000 of salary expense related to ABG research and development efforts. In addition, bonus
expense increased by $666,000 primarily due to the accrual of an escrow amount due to certain founders of Chipidea. Theincrease was offset in part by a decrease in bonus earned under our PBG
bonus plans as we did not meet plan targets in the second quarter of fiscal 2008, and a decrease in fees paid to third parties of $400,000 related to milestones completed under a development
agreement in the second quarter of fiscal 2007.

Theincreasein research and development expensesin the first six months of fiscal 2008 over the comparable period in fiscal 2007 was primarily due to an increase in salary expense of $838,000
related to the annual merit increase in the processor business group, as well as the addition of $484,000 of salary expense related to the research and devel opment employeesin the anal og business
group acquired on August 27, 2007. Bonus expense increased by $615,000 primarily due to the accrual of an escrow amount due to certain founders of Chipidea somewhat offset by decreasesin
bonus earned under our PBG bonus plans as we did not meet plan targetsin the first half of fiscal 2008. In addition, depreciation expense increased by $401,000 due to an increase in our computer-
aided design tool base and I T infrastructure to support our increased headcount.

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

Theincrease in sales and marketing expense for the second quarter of fiscal 2008 over the comparable period in fiscal 2007 was primarily due to an increasein salary expense of $355,000 related
to anincrease in headcount of 7 employees and the annual merit increase in the processor business group as well as the addition of $672,000 of expense related to the 11 sales and marketing
employeesin the analog business group acquired on August 27, 2007. In addition, travel expense increased by $278,000 primarily due to the increase in our worldwide sales force from the ABG
acquisition. Theseincreases were somewhat offset by a decrease in commission and bonus expense of $417,000 reflecting a decrease in commissions caused by lower PBG revenuesin the second
quarter of fiscal 2008 and a decrease in bonus earned under our PBG bonus plans as we did not meet plan targets in the second quarter of fiscal 2008.
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Theincrease in sales and marketing expense for first six months of fiscal 2008 over the comparable period in fiscal 2007 was primarily due to an increase in salary expense of $730,000 related to
an increase in headcount of 7 employees and the annual merit increase in the processor business group as well as the addition of $861,000 of expense related to the 11 sales and marketing employees
in the analog business group acquired on August 27, 2007. In addition, travel expense increased by $386,000 primarily due to the increase in our worldwide sales force from the ABG acquisition and
an increase in the cost of our annual sales conference held in the first quarter of the fiscal year. These increases were somewhat offset by a decrease in commission and bonus expense of $514,000
reflecting a decrease in commissions caused by lower revenues in the first six months of fiscal 2008 and a decrease in bonus earned under our PBG bonus plans as we did not meet plan targetsin the
first six months of fiscal 2008. Additionally there was a decrease of $432,000 in consulting expense due to the termination of a contract with a sales agent in Taiwan.

General and Administrative. General and administrative expenses comprise salaries, legal feesincluding 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
officersliability insurance, in addition to stock-based compensation expense.

Theincrease in general and administrative expensesin the second quarter of fiscal 2008 over the comparable period in fiscal 2007 was primarily the result of an increase in feesrelated to the
integration of the ABG of $1.3 million, anincreasein salary and benefits expense of $674,000 primarily due to expenses for the additional 22 administrative employeesinthe ABG. In addition, travel
expense increased by $235,000 primarily dueto theincreasein travel associated with the addition of the ABG.

Theincreasein general and administrative expenses in the first six months of fiscal 2008 over the comparable period in fiscal 2007 was primarily the result of an increase in feesrelated to the
integration of the ABG of $2.0 million, an increase in audit and tax fees of $925,000, and an increase in salary and benefits expense of $927,000 primarily due to expenses for the additional 22
administrative employeesinthe ABG. Bonus expenseincreased by $456,000 primarily due to the accrual of an escrow amount due to certain founders of Chipidea somewhat offset by decreasesin
bonus earned under our PBG bonus plans as we did not meet plan targets in the second quarter of fiscal 2008. In addition, travel expense increased by $348,000 primarily due to theincreasein travel
associated with the addition of the ABG and hiring costsincreased by $259,000 due to an increase in relocation expense and in the use of recruiters to fill open positions..

Acquired In-process Research and Development. In August 2007, we completed the acquisition of Chipidea, aprivately held supplier of analog and mixed signal intellectual property, for cash
consideration. The fair value of the in-process technology was determined by estimating the present val ue of the net cash flows we believed would result from the acquired technology. Because
technological feasibility of certain of the acquired technology had not been established and no future alternative use for the in-process technology existed at the time of the acquisition, we recorded a
charge of $6.4 million in the first six-months of fiscal 2008 for the acquired in-process research and development expense upon completion of the acquisition. Inthe first quarter of fiscal 2008 we
recorded a charge of $5.4 million based on preliminary valuation analysis. In the second quarter of fiscal 2008 we finalized the purchase price allocation as of the date of acquisition and recorded an
additional charge of 910,000.

Other Income (Expense), Net. Other income (expense), net, for the second quarter of fiscal 2008 was an expense of $1.2 millioncompared to income of $1.5 millionfor the comparable period in
fiscal 2007. The decreasein other income was primarily due to adecrease in interest income of $1.5 million due to adecrease in our invested balances, an increase in interest expense of
$646,000primarily due to interest incurred on our short-term debt, and amortization of $460,000 in loan origination fees related to our revolving credit agreement.

Other income (expense), net, for the first six months of fiscal 2008 was an expense of $727,000 compared to income of $3.0 million for the comparable period in fiscal 2007. The decreasein other
income was primarily due to a decrease in interest income of $2.0 million due to adecrease in our invested balances, an increase in interest expense of $833,000 primarily due to interest incurred on our
short-term debt, and amortization of $794,000 in loan origination fees related to our revolving credit agreement.
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Income Taxes. We recorded an income tax provision of $3.5 million for the three-month period ended December 31, 2007 and a provision of $1.6 million for the comparable period in fiscal
2007. Werecorded an income tax provision of $ 2.8 million for the six-month period ended December 31, 2007 and atax provision of $3.0 million for the comparable period in fiscal 2007. In January
2008, during preparation of the financial statements for the three-months period ended December 31, 2007, we revised our annual forecast and are now projecting apre-tax loss for fiscal 2008. Asa
result, we are not able to recognize a current period tax benefit from the utilization of our deferred tax asset. We recorded a provision instead of atax benefit since we are required under FAS 109 to
recognize avaluation allowance against our deferred tax assets and therefore, we are not able to benefit from certain stock option expense, carry-forward of foreign tax credits and carry-forward of net
operating losses. The valuation allowance reduces the expected tax benefit which resultsin ahigher current period expense. The actual tax provision for the three-month period ended December 31,
2007, includes ayear-to-date true-up of income tax expense for the quarter ended September 30, 2007.

Our estimated annual income tax before discrete items for fiscal 2008 primarily consists of U.S. state minimum taxes and foreign taxes on income earned in certain foreign jurisdictions and
withholding taxes. The actual tax provision for the six-month period ended December 31, 2007 differs from the estimated annual tax due to discrete items recorded during the period, primarily related to
achangein estimate related to our research and devel opment credits of $584,000, offset by recognition of previously unrecognized tax benefits of $772,000 related to changesin the tax law for
Chipideain Portugal. The estimated annual effective tax rate of 38% for fiscal 2007 primarily consists of US federal and state taxes and foreign taxes on income earned in certain foreign jurisdictions
and withholding taxes, offset in part by the availability of certain foreign tax credits and general businesstax credits. In January 2008, during preparation of the financial statementsfor the three-
months period ended December 31, 2007, we revised our annual forecast. Asaresult, the actual tax for the three-month period ended December 31, 2007 includes a year-to-date true-up of income tax
expense for the quarter ended September 30, 2007.

In June 2006, the Financial Accounting Standards Board (FASB) issued | nterpretation 48, Accounting for Uncertainty in Income Taxes (FIN 48). FIN 48 clarifies the accounting for
uncertainty in income taxes recognized in an enterprise’s financial statementsin accordance with Statement of Financial Accounting Standards 109, Accounting for Income Taxes (SFAS 109). This
interpretation prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of atax position taken or expected to be taken in atax return. FIN
48 also provides guidance on de-recognition of tax benefits, classification on the balance sheet, interest and penalties, accounting in interim periods, disclosure, and transition. Thisinterpretationis
effective for fiscal years beginning after December 15, 2006.

We adopted the provisions of FIN 48 on July 1, 2007. The cumulative effect of adopting FIN 48 on July 1, 2007 is recognized as a change in accounting principle, recorded as an adjustment
to the opening balance of accumulated deficit on the adoption date. Asaresult of the implementation of FIN 48, we recognized a decrease of approximately $264,000 in the liability for unrecognized
tax benefitsrelated to tax positions taken in prior periods, which resulted in a decrease of $264,000 in accumulated deficit.

Thetotal amount of gross unrecognized tax benefits was $3.7 million as of July 1, 2007 (the date of adoption of FIN 48) and $5.0 million as of December 31, 2007. Theincreasein the gross
unrecognized tax benefits from July 1, 2007 to December 31, 2007 was primarily related to amounts assumed in the Chipidea acquisition. Also, the total amount of unrecognized tax benefitsthat, if
recognized, would affect the effective tax rate was $817,000 as of July 1, 2007 and $883,000 as of December 31, 2007.

We recognize interest and penalties related to uncertain tax positions as a component of provision for income taxes. Accrued interest and penalties relating to the income tax on the
unrecognized tax benefits was approximately $150,000 as of July 1, 2007 and approximately $902,000 as of December 31, 2007, with approximately $66,000 being included as acomponent of provision
for income taxes in the six-month period ended December 31, 2007. Theincreasein interest and penalties from July 1, 2007 to December 31, 2007 was primarily related to amounts assumed in the
Chipidea acquisition.

Although wefile U.S. federal, U.S. state, and foreign tax returns, our major tax jurisdictions are the United States and Portugal. Our fiscal 2004 and subsequent tax years remain subject to
examination by the IRSfor U.S. federal tax purposes, and our calendar 2004 and subsequent tax years remain subject to examination by the appropriate governmental agencies for Portuguese tax
purposes.
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Financial Condition

Asaresult of the acquisition of Chipidea by payment of cash, our cash, cash equivalents and marketable securities decreased by approximately $127 million during the first quarter of fiscal
2008. We entered into a short-term revolving loan agreement of $35 million to help fund the acquisition and current operating requirements, of which $20 million was outstanding at December 31,
2007. At December 31, 2007, we had cash, cash equivalents and marketable investments of $15.2 million. Principal amounts oustanding under this revolving loan agreement are due and payablein full
on August 22, 2008. Our principal requirements for cash are to fund working capital needs, and, to alesser extent, capital expenditures for equipment purchases, licensing of computer aided design
tools used in our development activities and acquisition of technologies and patents. The following table summarizes selected items (in thousands) from our statements of cash flows for the six
months ended December 31, 2007 and 2006. For complete statements of cash flows for those periods, see the financial statementsin Item 1.

Six Months Ended December 31,

2007 2006
Net cash provided by (used in) operating activities $ (2902) $ 12,867
Net income (19,116) 4,911
Depreciation 1,603 1,006
Stock-based compensation 4,343 3,830
Acquired in-process research and devel opment 6,350 —
Amortization of intangibles 3,794 680
Accounts receivable 296 (1,225)
Other assets 550 (2,848)
Other current accrued liabilities (2,322) 1,987
Income tax payable (2,706) 1,614
Accounts payable 1,577 (1,163)
Accrued compensation (2,446) 1,276
Long-term liabilities 4,205 2,093
Net cash used in investing activities $ (122,836) $ (3,031)
Net maturities (purchases) of short-term investments 25,940 493
Capital expenditures (1,226) (3,524)
Acquisition of ChipideaMicroelectronicaS.A., net of cash required (120,616) —
Restricted cash (27,163) —
Net cash provided by financing activities $ 21,723  $ 386
Proceeds from short-term debt, net 19,423 -
Net proceeds from issuance of common stock 2,273 386
Net increase (decrease) in cash and cash equivalents $ (103,851 $ 10,264

Net cash used in operating activities was $2.9 million for the six month period ended December 31, 2007, primarily due to our net loss partially offset by non-cash charges including stock-
based compensation under SFAS No. 123R, depreciation, amortization of intangible assets, and acquired in-process research and development costs. Cash was used by adecrease in our income
taxes payable and a decrease in accrued compensation due to the payout of approximately $3.8 million in accrued bonuses. These uses of cash were partially offset by cash provide by anincreasein
our long-term liabilities due to extended payment terms on Computer Aided Design Time-Based License (“CAD TBL") licenses and increases in our deferred tax assets .

For the six-month period ended December 31, 2006, our operating activities provided net cash of $12.9 million primarily due to net income and non-cash charges including stock-based
compensation and depreciation and amortization of intangibles. Reported cash flow was provided by increasesin long-term liabilities due to a$2.1 million accrual for extended payment termson a
CAD TBL, aswell asan increase in other current accrued liabilities due to higher accruals of legal and accounting fees and higher accruals for CAD TBL and maintenance contracts. In addition, cash
flow was provided by an increase in accrued compensation due to accruals under the executive bonus plan and our profit sharing plan and an increase in our income tax payable due primarily to our
tax provision. The net cash provided by these sources was partially offset by an increase in other assets relating to a$3.1 million purchase of aCAD TBL, an increase in accounts receivable due to
invoicing of new license agreements signed near the end of the quarter, and a decrease in accounts payable due in part to a $628,000 payment for our business insurance policy.
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Net cash used in investing activities was $122.8 million for the six month period ended December 31, 2007 which was primarily due to cash used for our acquisition of Chipideaand the
establishment of restricted cash accounts for the amounts held in escrow related to the Chipidea acquisition. Thisuse of cash was offset in part by $25.9 million of cash provided from the proceeds of
the sale of our marketable investments. Net cash used in investing activities was $3.0 million for the six months ended December 31, 2006 which was primarily due to purchases of equipment and
computer-aided design tools used in our development activities offset slightly by net maturities of short-term investments.

Net cash provided by financing activities was $21.7 million for the six months ended December 31, 2007 compared to $368,000 for the comparable period in the prior year. Net cash provided
by financing activities during the six month period ended December 31,, 2007 was primarily attributable to the loan of $20 million under our revolving credit agreement and activity under our employee
stock plans, offset in part by cash paid for loan origination fees. Net cash provided by financing activities during the six month period ended December 31, 2006 was attributable primarily to
purchases under our employee stock plans.

Our futureliquidity 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;
thelevel 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 cash would be used to complete any acquisitions.

We believe that we have sufficient cash to meet our projected operating and capital requirements for the next twelve months. 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 failureto raise
capital when needed could have amaterial adverse effect on our business, results of operations and financial condition. Principal amounts outstanding under the revolving loan agreement are due
and payablein full on August 22, 2008. We expect to refinance this|oan or obtain additional financing prior to the loan maturity date.

The Credit Agreement contains certain customary representations and warranties, affirmative and negative covenants, and events of default, including the requirement that we maintain, and
report on aquarterly basis, for the trailing twelve months, aleverage ratio (as defined in the Credit Agreement) of no greater than 3.5 to 1.0. All obligations under the Credit Agreement, and the
guarantees of those obligations, are secured by substantially all our assets, subject to certain exceptions. Our report to the lenders for the quarter ended December 31, 2007 is not yet due, but we
believe we were in compliance with all covenantsrelating to the Credit Agreement as of that date. However, we are in discussions with the lender regarding the interpretation of certain elements used
in the determination of the leverageratio, and if the calculation of thisratio isinterpreted differently than our current belief of the appropriate interpretation, then we would not be in compliance with
thisratio at December 31, 2007. According to the credit agreement, in the event that we fail to meet the leverage ratio, our loan would be converted to a higher base rate loan. In addition, the lender
could elect (a) to increase the interest rate to the default rate (2% plus ABR rate plus applicable margin) and the administrative agent has the ability to require aretroactive increase in the event there
isamiscalculation of the leverageratio and / or (b) terminate the revolver and declare all or any portion of the loans due and payable.

We are exposed to fluctuationsin currency exchange rates because the functional currency of our international operating subsidiariesisthe local currency. We experience foreign exchange
translation exposure on our net assets and liabilities denominated in currencies other than the U.S. dollar. Therelated foreign currency translation gains and losses from translating these amounts
into U. S. dollars are reflected in accumul ated other comprehensive income under stockholder’s equity on our balance sheet. For example, in the first six months of fiscal 2008, we recorded
approximately $5.9 million in other comprehensive income, net of deferred tax liabilities, in the equity section of our balance sheet related to fluctuations in the Euro exchange rate, as Chipidea's
functional currency isthe Euro.
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Our contractual obligations as of December 31,, 2007 were as follows:

Payments due by period (in thousands)

Total L essthan 1 year 1-3 years 3-5years Morethan 5years
Operating | ease obligations (1) $ 12543  $ 3312 $ 394 $ 2645 % 2,642
Capital lease obligations (2) 7,893 7,370 471 52 —
Purchase obligations (3) 12,727 9,066 3,661 — —
Short-term debt (4) 22,053 22,053 — — —
Other short-term liabilities reflected on our Balance Sheet (5) 21,306 21,306 — — —
Other long-term liabilities and obligations (6) 18,980 6,731 12,249 — —
Total $ 95502 $ 69838 $ 20325 $ 2697 $ 2,642

(1) Weleaseofficefacilities and equipment under noncancelable operating | eases that expire through 2016. In connection with the lease for our Mountain View headquarters, we have entered into
aletter of credit asasecurity deposit with afinancial institution for $264,000, which is guaranteed by atime-based certificate of deposit. In addition, we have entered into letters of credit of
approximately $2.5 million with various financial institutionsin Portugal, Belgium and Norway in association with certain building leases and government grants.

(20 Commitments due under our capital leases for equipment and property.

(3) Outstanding purchase orders for ongoing operations. Payments of these obligations are subject to the provision of services or products. Purchase obligations have increased by approximately
$5.2 million since June 30, 2007 primarily due to purchases of computer aided design licenses and additional purchase orders from the ABG.

(4)  Short-term debt includes $20 million due under arevolving credit agreement, $2.0 million due under various credit lines, and $82,000 primarily due to aloan with agovernment agency in Portugal.

(5)  Short-term liabilitiesincludes: $14.9 million related to an escrow account related to the Chipidea acquisition completed in August 2007, which will be settled twelve months from the acquisition
date, $2.3 million related to a prepayment associated with the sale of abuilding, $1.5 million due to shareholders of acompany acquired by Chipidea prior to August 2007, and $2.6 millionin
payables for computer aided design licenses.

(6)  Long-term liabilitiesand obligationsinclude: $3.0 million due to employees under a deferred compensation plan, under which distributions are elected by the employees, and $13.5
million liabilities related to an escrow account for the consideration contingent due upon continued employment of certain employees related to the Chipideaacquisition, half of which will be
settled 12 months from the acquisition date and half of which will be settled 24 months from the acquisition date, $1.4 million due to shareholders of acompany acquired by Chipidea prior to
August 2007, and $1.1 million in payables for computer aided design licenses.

The table above does not include: (1) the potential cash earn-out payments of up to $1.0 million payable within 1 year related to the acquisition of FS2, which are contingent upon the
achievement of certain minimum earnings thresholds and project milestone achievement; (2) the potential additional cash purchase payment of up to 1.2 million Euro payable within 1 year
related to certain Portuguese government grants associated with the Chipidea purchase; and (3) the potential additional performance-based milestone payment of 610,687 shares of our common
stock or acash equivalent related to the Chipidea acquisition, duein February 2009. Also, asaresult of the adoption of FIN 48 on July 1, 2007, we reclassified unrecognized tax benefitsto long-
term income taxes payable. Asof December 31, 2007, we had $5,874,000 of income tax liabilities. At thistime, we are unable to make areasonably reliable estimate of the timing of paymentsin
individual years beyond 12 months. While these contingent payments are not fixed at present, they represent potential commitments.
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Critical Accounting Policesand Estimates

We prepare our financial statementsin 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 resultsinevitably will differ from the estimates, and such
differences may require material adjustmentsto our financial statements. We believe there have been no significant changes to the items we disclosed as our critical accounting policies and estimates
in our discussion and analysis of financial condition and results of operationsin our 2007 Form 10-K, except in the following policy:

Revenue Recognition.
Royalty Revenue

We classify al revenue that involves the sale of alicensee's products as royalty revenue. Royalty revenueisrecognized in the quarter in which areport isreceived from alicensee detailing the
shipments of products incorporating our intellectual property components, which is generally in the quarter following the sale of the licensee's product to its customer. Royalties are calcul ated either
as a percentage of the revenue received by the seller on sales of such products or on aper 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.

Contract Revenue
Processor Business Group

We derive revenue from license fees for the transfer of proven and reusable intellectual property components or from engineering services. We enter into licensing agreements that provide
licensees the right to incorporate our intellectual property componentsin their products with terms and conditions that have historically varied by licensee. Revenue earned under contracts with our
licenseesis classified as either contract revenue or royalties. We recognize revenue in accordance with Staff Accounting Bulletin (SAB) No. 104, Revenue Recognition (SAB 104), and for multiple
deliverable arrangements we follow the guidance in EITF 00-21, Revenue Arrangements with Multiple Deliverables, to determine whether there is more than one unit of accounting. To the extent that
the deliverables are separable into multiple units of accounting, we then allocate the total fee on such arrangements to the individual units of accounting using the residual method. We then recognize
revenue for each unit of accounting depending on the nature of the deliverable(s) comprising the unit of accounting (principally following SAB No. 104).

We derive revenue from license fees for currently available technology or from engineering services for technology under development. Each of these types of contractsincludes a
nonexclusive license for the underlying intellectual property. Feesfor contracts for currently available technology include: license fees relating to our intellectual property, including processor
designs; maintenance and support, typically for one year; and royalties payable following the sale by our licensees of products incorporating the licensed technology. Generally, our customers pay
usasingle upfront fee that covers the license and first year maintenance and support. Our deliverablesin these arrangements include (a) processor designs and related intellectual property and
(b) maintenance and support. The license for our intellectual property, which includes processor designs, has standalone value and can be used by the licensee without maintenance and support.
Further, objective and reliable evidence of fair value exists for maintenance and support based on specified renewal rates. Accordingly, (a) license fees and (b) maintenance and support fees are each
treated as separate units of accounting. Total upfront fees are allocated to the license of processor designs and related intellectual property and maintenance and support using the residual method.
Designs and related intellectual property areinitially delivered followed by maintenance and support. Objective and reliable evidence of the fair value exists for maintenance and support. However, no
such evidence of fair value exists for processor designs and related intellectual property. Consistent with the residual method, the amount of consideration allocated to processor designs and related
intellectual property equals the total arrangement consideration less the fair value of maintenance and support, which is based on specified renewal rates. Following the guidancein SAB No. 104, fees
for or allocated to licenses to 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 atransaction under the agreement occurs. If collectibility is not
considered reasonably assured, revenueis recognized when the fee s collected. Other than maintenance and support, thereis no continuing obligation under these arrangements after delivery of the
intellectual property.
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Contracts relating to technology under development also can involve delivery of alicenseto intellectual property, including processor designs. However, in these arrangements we undertake
best-efforts engineering services intended to further the development of certain technology that has yet to be developed into afinal processor design. Rather than paying an upfront fee to license
completed technology, customersin these arrangements pay us milestone fees as we perform the engineering services. If the development work resultsin completed technology in the form of a
processor design and related intellectual property, the customer is granted alicense to such completed technology at no additional fee. These contracts typically include the purchase of first year
maintenance and support commencing upon the completion of a processor design and related intellectual property for an additional fee, which feeisequal to the renewal rate specified in the
arrangement. The licenseeis also obligated to pay us royalties following the sale by our licensee of productsincorporating the licensed technology. We continue to own the intellectual property that
we develop and we retain the fees for engineering services regardless of whether the work performed resultsin a completed processor design. We develop intellectual property with intent to license
it to multiple customers. Our cost of development of such intellectual property significantly exceeds the license revenue from a particular customer arrangement. Costs incurred with respect to
internally developed technology and engineering services areincluded in research and devel opment expenses, as they are not directly related to any particular licensee, license agreement, or license
fees. Fees for engineering servicesin contracts for technology under development, which contracts are performed on a best efforts basis, are recognized as revenue as services are performed
subsequent to the execution of the arrangement; however, we limit the amount of revenue recognized to the aggregate amount received or currently due pursuant to the milestone terms. As
engineering activities are best-efforts and at-risk and because the customer must pay an additional fee for thefirst year of maintenance and support if the activities are successful, the maintenance
and support is a contingent deliverable that is not accounted for upfront under contracts relating to technology under development.

Analog Business Group

License agreements provide for the performance of engineering servicesinvolving design and development of customized analog and mixed signal intellectual property from basic building
blocks to complete subsystems, including the development of new intellectual property or configuring existing intellectual property to customer’s specifications. Feesare determined based on a
number of factorsincluding direct cost and the value of the underlying technology. We expect to earn gross margins for each agreement. We recognize revenue from these arrangements under
Statement of Position (SOP) No. 81-1, Accounting for Performance of Construction-Type and Certain Production-Type Contracts (SOP 81-1), for licensing of new |P development or configuration of
existing IP to a customer’s specification. Revenue is recognized on a percentage of completion basis from the signing of the license and design agreement through silicon validation for new |P
development and through the completion of all outstanding obligations for configuration of existing IP. The amount of revenue recognized is based on the total license fees under the license
agreement and the percentage of completion is measured by the actual costsincurred to date on the project compared to the total estimated project cost. Revenue is recognized only when
collectibility is probable. The estimates of project costs are based on the | P specifications and prior experience of the same or similar IP development and are reviewed and updated regularly by
management. Under the percentage of completion method, provisions for estimated losses on uncompleted contracts are recognized in the period in which the likelihood of such lossesis
determined. Licensing of existing I P that does not require any configuration is recognized upon delivery of the IP and when all other revenue recognition criteria under SAB 104 have been met. Direct
costsincurred in the design and development of the IP under these arrangementsisincluded in cost of contract revenue.

Maintenance and Support

Certain arrangements in the Processor Business Group and Analog Business Group also include maintenance and support obligation. Under such 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 isrecognized at its fair value ratably over the period during which the obligation exists, typically 12 months. The fair value of any maintenance and support obligation is established
based on the specified renewal rate for such support and maintenance. Maintenance and support revenue isincluded in contract revenue in the Statement of operations.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK

We are exposed to interest rate risk on investments of our excess cash. The primary objective of our investment activitiesisto preserve capital. To achieve this objective and minimize the
exposure due to adverse shiftsin 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 amaterial interest rate risk exposure.

In our Processor Business Group, we are exposed to fluctuationsin 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
todo soin thefuture.

In our Analog Business Group, we are exposed to fluctuationsin currency exchange rates because a substantial portion of our revenueis denominated in U.S. dollars while our functional
currency isthe Euro. In order to reduce the effect of foreign currency fluctuations, we utilize foreign currency forward exchange contracts to hedge certain foreign currency transaction exposures.

We are al so exposed to fluctuationsin currency exchange rates because the functional currency of our international operating subsidiariesisthelocal currency. We experience foreign
exchange translation exposure on our net assets and liabilities denominated in currencies other than the U.S. dollar. The related foreign currency translation gains and losses from translating these
amountsinto U. S. dollars are reflected in accumulated other comprehensive income under stockholder’s equity on our balance sheet. For example, Chipidea's functional currency isthe Euro and
fluctuationsin the Euro exchange rate will impact our earnings and our asset and liabilities. We have not hedged against these fluctuations. We also carry arestricted cash balance of 9.2 million Euro
as of December 31, 2007 on our U.S. dollar balance sheet. Thisamount isremeasured each period and fluctuations are recorded in our income statement.

ITEM 4. CONTROLSAND PROCEDURES

Our chief executive officer and our chief financial officer have concluded, based on the evaluation of the effectiveness of our disclosure controls and procedures by our management, with the
participation of our chief executive officer and our chief financial officer, as of the end of the period covered by this report, that our disclosure controls and procedures (as such term is defined under
Rule 12a-15(e) and 15d-15(e) under the Exchange Act) were not effective as of December 31, 2007, because of the material weakness described in Part |1, Item 9A, in our 2007 Annual Report on Form
10-K. In that section, we describe a material weaknessin our internal control over financial reporting as aresult of errors found during the preparation of our financial statements with regards to the
process of accounting for income taxes. Specifically, controlsrelating to the oversight and review of the tax provision by qualified personnel experienced in the application of tax rules, regulations and
related accounting, and timely consultation with experts were ineffective. We have an on-going process of analyzing and improving our internal controls, including those related to the material
weakness identified by management and have largely developed and are implementing a plan to remediate the material weaknesses described above. With regard to the process of accounting for
income taxes, our remediation plan includes: (a) consideration and implementation of additional review of tax provision and reconciliations by qualified personnel experienced in application of tax rules
and regulations and accounting for income taxes; and (b) consultation with tax expertsin atimely manner. Although we are continuing to implement this plan in order to address this material
weakness, we cannot assure you that this material weakness will not cause us to determine that our internal control over financial reporting is not effective as of the end of our current fiscal year.

Other than the changes as part of the remediation plan discussed above, there were no changesin our internal control over the financial reporting (as defined in Rule 13a-15(f) and 15d-15(f) of
the Exchange Act) that occurred during the second quarter of fiscal 2008 that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.
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PART Il —OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS

A derivative action entitled In re MIPS Technologies, Inc. Derivative Litigation, Case No. C-06-06699-RMW, which was filed on October 27, 2007, is pending in the United States District
Court, Northern District of California, against certain current and former MIPS officers and directors and MIPS as anominal defendant. The complaint in the action alleges that the individual
defendants breached their fiduciary duties and violated Californiaand federal securitieslaws as aresult of, among other things, purported backdating of stock option grants, insider trading and the
dissemination of false financia statements. Plaintiff seeksto recover, purportedly on behalf of MIPS, unspecified monetary damages, corporate governance changes, equitable and injunctive relief,
and fees and costs. The court granted MIPS' motion to dismiss the consolidated complaint and granted plaintiff leave to file an amended complaint. It isnot known when or on what basis the action
will beresolved.

From time to time, we receive communications from third parties asserting patent or other rights allegedly covering our products and technologies. Based upon our evaluation, we may take no
action or we may seek to obtain alicense, redesign an accused product or technology, initiate aformal proceeding with the appropriate agency (e.g., the U.S. Patent and Trademark Office) and/or
initiate litigation. For additional information regarding intellectual property litigation, see Part I1, Item 1A. Risk factors —“We may be subject to claims of infringement”.

ITEM 1A. RISK FACTORS

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

During thefirst quarter of fiscal 2008, we completed the acquisition of Chipidea, and there are numerousrisksassociated with thisacquisition. In August 2007, we completed the
acquisition of Chipidea, a Portuguese company that supplies analog and mixed signal intellectual property for the digital consumer, wireless and connectivity markets. The purchase price for this
acquisition was $147 million in cash paid at closing, with contingent obligations to issue up to 610,687 shares of common stock (or to pay the cash value of such shares) based on the performance of
the Chipidea business and to pay an additional €1.2 million in cash if Chipidea receives a certain grant from the Portuguese government.

Thisisasubstantially larger acquisition than any that we have previously completed and involves technology and products that are largely new to us. Many of the risks discussed below
under “We may encounter difficulties with future acquisitions that could harm our business” may be enhanced as aresult of the Chipidea acquisition. Among the many risks associated with the
acquisition are the following:

the challenges associated with integrating and managing alarge acquired business, which challenge will be enhanced by the geographical distance between our headquartersin California
and the Chipidea headquartersin Portugal;

our dependence on the management of Chipidea to manage the Chipidea business, and integrate it with our existing business;

thelikely adverseimpact to usif we were to lose key Chipidea personnel, such as Jose Franca, founder and CEO, whose ongoing employment with uswill be critical to our ability to
continue to advance the Chipidea technology and to effectively market and sell its products;

diversion of our management team’s attention as we seek to capitalize on the opportunities presented by this acquisition may adversely affect our ability to operate our existing business.

We may not achieve the advantages that we envisioned when we decided to complete this acquisition. For example, supporting the licensing of analog and mixed signal IPisrelatively more
labor intensive than that of our microprocessor | P business, and we cannot be assured of our ability to achieve operating results from this business that correspond to those that we can achievein
our existing business. If we are not as successful as we anticipated with the Chipidea business, our future operating results and financial condition would be adversely affected.
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Weused all of our cash to completethe acquisition of Chipidea. We used all of our available cash and short term investments to compl ete the acquisition of Chipidea, and in connection with
the acquisition incurred debt under the Revolving Credit Agreement This use of cash dramatically reduces our liquidity, and if we encounter difficulty in generating cash from the operation of our
business we may be required to curtail our operations or take other acts that could adversely affect our ability to be successful over the longer term. In addition, we have not previously incurred debt
for borrowed money. Loans under thisfacility are secured by virtually all of our assets, and the facility contains affirmative and negative covenants that impose restrictions on the operation of our
business. We will be required to make substantial interest payments for so long as this debt is outstanding, and we cannot be assured that we will be able to repay this debt on or before its due date.
We may be required to take on longer term financing to replace this facility, or sell equity securitiesin order to have cash to repay it. Our incurrence of long term debt could adversely affect our
operating results and financial condition and the sale of equity securities could be on termsthat are dilutive to our existing stockholders. Further, the covenants contained in the credit facility, or in
any future debt we incur to replace this facility, may prevent us from taking advantage of opportunities that are otherwise availableto us. We may not be able to obtain favorable credit termsrelated
to any debt that we may incur in the future.

Our quarterly financial resultsare subject to significant fluctuationsthat could adver sely affect our stock price. Our quarterly financial results may vary significantly due to anumber of
factors. 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. Asaresult, if our revenueisbelow expectationsin any quarter, the adverse effect may be magnified by our inability to adjust spending in atimely manner to compensate for the
revenue shortfall. Therefore, we believe that quarter-to-quarter comparisons of our revenue and operating results may not be agood indication of our future performance. Our recent acquisition of
Chipideawill increase the challenge that we face in planning and predicting our future operating results. 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;
our ability to successfully conclude licensing agreements of any significant valuein 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 intellectual property;

the establishment or loss of licensing relationships with semiconductor companies or digital consumer, wireless, connectivity and business product manufacturers;
the timing of new products and product enhancements by us and our competitors;

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

uncertain economic and market conditions.
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Thesuccess of our business depends on maintaining and growing our contract revenue.  Contract revenue consists of technology license fees paid for access to our devel oped 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, wireless, connectivity and business product manufacturers, adopting our technology and using it in the products they sell. Our PBG contract revenue
increased 28% in fiscal 2005, but declined 12% in fiscal 2006, increased by 42% in fiscal 2007 and declined by 23% during the first six months of fiscal 2008 over the comparable period in fiscal 2007.
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 products,
S0 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 operationswill be adversely affected.

Our ability to achieve design winsmay be limited unless we ar e able to develop enhancements and new generations of our intellectual property. Our future successwill depend, in part, on
our ability to devel op 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 atimely manner. If our development efforts are not successful or are significantly delayed, or if the characteristics of our intellectual property cores 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 winswould
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, wireless,
connectivity and business products;

our ability to anticipate and timely respond to changes in semiconductor manufacturing processes;

changing customer preferencesin the digital consumer, wireless, connectivity and business products markets;

the emergence of new standardsin the semiconductor industry and for digital consumer, wireless, connectivity and business products;
the significant investment in a potential product that is often required before commercial viability is determined; and

theintroduction by our competitors of products embodying new technologies or features.

Our failure to adequately address these risks could render our existing intellectual property cores 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 intellectual property cores and related designsin 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.
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We depend on royalties from the sale of productsincor porating our technology, and we have limited visibility asto 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 salesis further dependent upon the sale of the products by their customersinto 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 aresult 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 customersis subject to anumber 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
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 productsincorporating our technology are sold.

Werely on our customers to correctly report to us the number or dollar value of productsincorporating 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 aroyalty 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, asaresult 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 intellectual property coresand related designs, our businesswill be adver sely affected. Competition in the market for embedded
intellectual property and related designsisintense. Our products compete with those of other designers and devel opers of intellectual property cores, aswell as those of semiconductor
manufacturers whose product linesinclude digital, analog and/or mixed signal designs for embedded and non-embedded applications. In addition, we may face competition from the producers of
unauthorized clones of our processor and other technology designs. The market for embedded processorsin particular 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 intellectual property 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 theseinternal 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, aswell as anumber of potential new competitors, has longer operating histories, greater brand recognition, larger customer bases aswell 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.
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We may incur restructuring chargesin the future, which could harm our results of operations. In January 2008, we announced plans to reduce our workforce with the objective of reducing
our operating expenses. These actions will result in a restructuring charge in the third quarter of fiscal 2008 of between $2.5 and $3.0 million, comprised of employee severance costs, facilities exit
costs, and asset write-offs. These restructuring activities may not be sufficient to appropriately align our operating expenses with our revenue expectations. If we have not sufficiently reduced
operating expenses or if revenues are below our expectations, we may be required to engage in additional restructuring activities, which could result in additional restructuring charges. These
restructuring charges could harm our results of operations.

Our operationsin foreign countries are subject to political and economic risks. With the acquisition of Chipideawe have now substantially expanded our operations outside the United
States. In addition to the main Chipideafacilitiesin Portugal, we also have operationsin Belgium, China, France, Macau, Norway, Poland and the United Kingdom as well as sales officesin China,
Germany, Japan, Israel and Taiwan. We expect our international salesto grow, both in absolute terms and as a percentage of sales. Our operationsin countries outside the U.S. subject usto risks,
including:

changesin tax laws, trade protection measures and import or export licensing requirements;
potential difficultiesin protecting our intellectual property;

changesin foreign currency rates;

restrictions, or taxes, on transfers of funds between entities or facilitiesin different countries; and
changesin agiven country’s political or economic conditions.

Asaresult of one or more of these risks, our operating costs could increase substantially, our flexibility in operating our business could be impaired, our taxes could increase, and our sales
could be adversely affected. Any of these items could have an adverse affect on our financial condition or results of operations.

Wemay encounter difficultieswith future acquisitionsthat could harm our business. Aspart 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 theissuance of sharesin 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 acquired in-
process research and development charge in the first quarter of fiscal 2008 as aresult of our acquisition of Chipidea. 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 thisintegration. The integration of acquired businesses, an areain
which we have limited experience, may not be successful and could result in disruption to other parts of our business. Acquisitionsinvolve a number of other risks and challenges, including:

diversion of management’s attention;

potential loss of key employees and customers of acquired companies;

exposure to unanticipated contingent liabilities of acquired companies; and

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 