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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
INVENSENSE, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)
(In thousands, except par value)
January 1,
2017

April 3,
2016

Assets
Current assets:
Cash and cash equivalents
Short-term investments
Accounts receivable
Inventories
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Intangible assets, net
Goodwill
Other assets
Total assets

$ 30,635
246,227
41,779
32,916
8,776
360,333
32,576
41,297
143,320
4,986
$ 582,512

$ 41,105
243,755
41,447
62,297
9,250
397,854
36,271
43,169
139,175
5,992
$622,461

Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable
Accrued liabilities
Total current liabilities
Long-term debt
Other long-term liabilities
Total liabilities

$ 10,033
30,333
40,366
157,504
26,392
224,262

$ 35,200
30,248
65,448
151,038
27,230
243,716

Commitments and contingencies (Note 4)
Stockholders’ equity:
Preferred stock:
Preferred stock, $0.001 par value — 20,000 shares authorized, no shares issued and outstanding at January 1, 2017 and
April 3, 2016
Common stock:
Common stock, $0.001 par value — 750,000 shares authorized, 94,515 shares issued and outstanding at January 1, 2017;
93,010 shares issued and outstanding at April 3, 2016;
Accumulated other comprehensive (loss)
Retained earnings
Total stockholders’ equity
Total liabilities and stockholders’ equity

—
332,085
(275)
26,440
358,250
$ 582,512

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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—
303,153
(26)
75,618
378,745
$622,461
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INVENSENSE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
(In thousands, except per share amounts)

Net revenue
Costs of revenue
Gross profit
Operating expenses:
Research and development
Selling, general and administrative
Legal settlement
Total operating expenses
Income (loss) from operations
Interest (expense)
Other income (expense), net
Income (loss) before income taxes
Income tax provision
Net income (loss)
Net income (loss) per share of common stock:
Basic
Diluted
Weighted average shares outstanding used in computing net income (loss) per share:
Basic
Diluted

Three Months Ended
January 1,
December 27,
2017
2015

Nine Months Ended
January 1,
December 27,
2017
2015

$ 79,810
46,333
33,477

$ 220,277
128,523
91,754

$

28,779
18,456
—
47,235
(13,758)
(2,960)
512
(16,206)
277
$ (16,483)

$

$

(0.18)

$

$

(0.18)

$

120,029
70,228
49,801
25,690
14,295
—
39,985
9,816
(2,798)
(35)
6,983
5,093
1,890

338,870
197,667
141,203

83,464
47,187
—
130,651
(38,897)
(8,766)
876
(46,787)
2,391
$ (49,178)

$

0.02

$

(0.52)

$

0.02

0.02

$

(0.52)

$

0.02

70,936
45,305
11,708
127,949
13,254
(8,287)
130
5,097
3,361
1,736

94,136

91,957

93,676

91,536

94,136

92,922

93,676

92,957

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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INVENSENSE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(Unaudited)
(In thousands)

Net income (loss)
Other comprehensive loss:
Unrealized loss on available-for-sale securities, net of tax
Comprehensive income (loss)

Three Months Ended
January 1,
December 27,
2017
2015

Nine Months Ended
January 1,
December 27,
2017
2015

$ (16,483)

$

1,890

$ (49,178)

$

1,736

(34)
$ (16,517)

$

(260)
1,630

(249)
$ (49,427)

$

(358)
1,378

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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INVENSENSE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
(In thousands)
Nine Months Ended
January 1,
December 27,
2017
2015

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation
Amortization of intangible assets
Non cash interest expense
Loss on other investments
Stock-based compensation expense
Contingent consideration adjustment
Deferred income tax assets
Tax effect of employee benefit plan
Changes in operating assets and liabilities:
Accounts receivable
Inventories
Prepaid expenses and other assets
Other assets
Accounts payable
Accrued liabilities
Net cash provided by operating activities

$ (49,178)

Cash flows from investing activities:
Acquisitions, net of cash acquired
Purchase of property and equipment
Sales and maturities of available-for-sale investments
Purchase of available-for-sale investments
Deposits and other
Net cash used in investing activities

$

1,736

10,261
7,573
6,465
625
25,345
—
103
—

9,548
6,798
5,991
—
25,876
(5,307)
1,615
(876)

(333)
29,381
896
1,158
(24,920)
(795)
6,581

1,993
13,439
2,217
(1,781)
21,757
3,016
86,022

(9,845)
(6,669)
235,034
(238,036)
(1,103)
(20,619)

—
(6,233)
114,924
(239,285)
—
(130,594)

—
3,670
(102)
3,568
(10,470)

(1,908)
4,720
—
2,812
(41,760)

Cash flows from financing activities:
Payment of contingent consideration
Proceeds from the issuance of common stock
Repayment of loan
Net cash provided by financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents:
Beginning of period
End of period

41,105
$ 30,635

$

85,637
43,877

Supplemental disclosures of cash flow information:
Cash paid for interest

$

3,062

$

3,062

$

643

$

581

Cash paid for income taxes
Noncash investing and financing activities:
Unpaid purchases of property and equipment

$

386

$

266

Unrealized loss from available-for-sale investments

$

(275)

$

(434)

Proceeds receivable from the exercise of stock options

$

38

$

—

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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INVENSENSE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
1.

Organization and summary of significant accounting policies

Business
InvenSense, Inc. (the “Company”) was incorporated in California in June 2003 and reincorporated in Delaware in January 2004. The Company designs,
develops, markets and sells sensor systems on a chip, including accelerometers, gyroscopes and microphones for the mobile, wearable, smart home, gaming,
industrial, and automotive market segments. The Company delivers leading solutions based on its advanced motion and sound technology and is dedicated
to bringing the best-in-class size, performance and cost solutions to market. The Company targets solutions such as: smartphones, tablets, wearables, console
and portable video gaming devices, digital television and set-top box remote controls, fitness accessories, sports equipment, digital still cameras,
automobiles, ultra-books, laptops, hearing aids, stabilization systems, tools, navigation devices, remote controlled toys and other household consumer and
industrial devices.
These condensed consolidated financial statements should be read in conjunction with the consolidated financial statements and the notes thereto for
the fiscal year ended April 3, 2016 included in the Company’s Annual Report on Form 10-K filed on May 25, 2016 with the Securities and Exchange
Commission (“SEC”). No material changes have been made to the Company’s significant accounting policies since the Company’s Annual Report on Form
10-K for the fiscal year ended April 3, 2016.
Pending merger with TDK Corporation
The Company entered into an Agreement and Plan of Merger (the “Merger Agreement”) with TDK Corporation, a company organized under the laws of
Japan (“TDK Corporation”), and TDK Sensor Solutions Corporation, a Delaware corporation and a wholly-owned subsidiary of TDK Corporation (“Merger
Sub”), dated as of December 21, 2016, providing for the merger of Merger Sub with and into the Company, with the Company surviving the Merger as a
wholly-owned subsidiary of TDK Corporation (the “Merger”). The Merger Agreement was unanimously approved by the Company’s Board of Directors.
Pursuant to the terms and subject to the conditions of the Merger Agreement, at the effective time of the Merger (the “Effective Time”), each
outstanding share of the Company’s common stock, par value $0.001 per share (the “Common Stock”), will be automatically converted into the right to
receive $13.00 per share in cash, without interest (the “Merger Consideration”), other than certain shares owned by the Company, TDK Corporation and their
respective subsidiaries (which shares will be cancelled) and shares held by stockholders who have validly exercised their appraisal rights under Delaware law.
At the Effective Time, (i) each outstanding and unexercised vested option to purchase shares of Common Stock that has an exercise price per share that
is less than the Merger Consideration (each, a “Vested Option”) will be cancelled and converted into the right to receive a payment in cash equal to the
product of (a) the total number of shares of Common Stock subject to such Vested Option and (b) the excess, if any, of the Merger Consideration over the
exercise price per share of such Vested Option, (ii) each outstanding and unexercised unvested option to purchase shares of Common Stock that has an
exercise price per share that is less than the Merger Consideration (each, an “Unvested Option”) will be cancelled and converted into the right to receive a
payment in cash equal to the product of (a) the total number of shares of Common Stock subject to such Unvested Option and (b) the excess, if any, of the
Merger Consideration over the exercise price per share of such Unvested Option, but only if the holder of such Unvested Option satisfies all of the vesting
conditions that would have related to the terminated Unvested Option (including continued employment requirements through the applicable dates of
vesting), (iii) each outstanding vested restricted stock unit (each, a “Vested RSU”) will be cancelled and exchanged for the right to receive a payment in cash
equal to the product of (a) the total number of shares of Common Stock subject to such Vested RSU and (b) the Merger Consideration, (iv) each outstanding
unvested restricted stock unit (each, an “Unvested RSU”) will be cancelled and exchanged for the right to receive a payment equal to the product of (a) the
total number of shares of Common Stock subject to such Unvested RSU and (b) the Merger Consideration, but only if the holder of such Unvested RSU
satisfies all of the vesting conditions that would have related to the terminated Unvested RSU (including continued employment requirements through the
applicable dates of vesting), and (v) each outstanding unvested share of restricted Common Stock will be cancelled and converted into the right to receive a
payment in cash equal to the Merger Consideration, but only if the holder of such restricted Common Stock satisfies all of the vesting conditions that would
have related to the terminated unvested share of restricted Common Stock. Each Vested Option or Unvested Option with an exercise price per share that is
equal to or greater than the Merger Consideration shall be cancelled without consideration.
7
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INVENSENSE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
The Merger Agreement contains customary representations and warranties by the Company, TDK Corporation and Merger Sub. The Merger Agreement
also contains customary covenants and agreements, including with respect to the operations of the Company and its subsidiaries between signing and
closing, restrictions on responses by the Company with respect to the receipt of alternative transactions, governmental filings and approvals and other
matters.
The Merger Agreement generally prohibits the Company’s solicitation of proposals relating to alternative transactions and restricts the Company’s
ability to furnish non-public information to, or participate in any discussions or negotiations with, any third party with respect to any alternative transaction,
subject to certain limited exceptions.
The transaction is subject to customary closing conditions that include, among others, approvals from the Company’s stockholders and receipt of
required regulatory approval. Under terms specified in the Merger Agreement, the Company or TDK Corporation may terminate the agreement and as a result
either the Company or TDK Corporation may be required to pay a $46.7 million termination fee to the other party in certain circumstances.
The Merger Agreement provides for the Merger to be consummated before June 21, 2017, subject to a three-month extension if necessary to obtain
certain regulatory approvals.
Following completion of the Merger, the Company will become a wholly-owned subsidiary of TDK Corporation, the Company’s common stock will
cease to be listed on the New York Stock Exchange and deregistered under the Securities Exchange Act of 1934, as amended, and as such, the Company will
no longer file periodic reports with the SEC.
The foregoing description of the Merger Agreement does not purport to be complete and is qualified in its entirety by reference to the full text of such
agreement, which is filed as Exhibit 2.1 to the Company’s Current Report on Form 8-K filed with the SEC on December 21, 2016 and incorporated herein by
reference.
Concurrently with the execution of the Merger Agreement, the Company’s directors, executive officers and certain stockholders of the Company, in
their capacities as holders of Common Stock or other equity interests of the Company, each entered into a voting agreement with TDK Corporation (the
“Voting Agreement”) pursuant to which each agreed, among other things, to vote their Common Stock for the approval of the Merger Agreement and against
any alternative proposal, and to comply with certain restrictions on the disposition of their Common Stock, subject to the terms and conditions contained in
the Voting Agreement. The Voting Agreements will terminate upon the earlier of (a) the termination of the Merger Agreement in accordance with its terms,
(b) the Effective Time, (c) the end date specified in the Merger Agreement and (d) such time as the Merger Agreement is amended to change the form or
reduce the amount of the Merger Consideration. The foregoing description of the Voting Agreements does not purport to be complete and is qualified in its
entirety by reference to the Voting Agreements, a form of which is filed as Exhibit 99.1 to the Company’s Current Report on Form 8-K filed with the SEC on
December 21, 2016 and incorporated herein by reference.
In connection with the Merger, the Company entered into retention agreements with certain of its executive officers that provide for the payment of
retention bonuses contingent upon the closing of the Merger and continued employment as set forth in such agreements. The foregoing description of the
letter agreements does not purport to be complete and is qualified in its entirety by reference to such agreements, copies of which are filed as Exhibits 10.2,
10.3 and 10.4 to this Quarterly Report on Form 10-Q and incorporated herein by reference. The Company has also entered into retention agreements
providing for a retention bonus with certain other officers who are not named executive officers.
The Company recorded transaction-related costs of $3.0 million, principally for outside financial advisory, legal, and related fees and expenses
associated with the pending acquisition, in the quarter ended January 1, 2017. Additional transaction-related costs are expected to be incurred through the
closing of the Merger.
The pending acquisition of the Company by TDK Corporation does not impact the basis of presentation in the accompanying financial statements.
8
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INVENSENSE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Certain significant business risks and uncertainties
The Company participates in the high-technology industry and believes that a number of factors including, but not limited to the following could have
a material effect on the Company’s future financial position, results of operations, or cash flows: the impact of the proposed Merger; reliance on a limited
number of primary customers to support the Company’s revenue generating activities; changes in end-user demand for the products manufactured and sold
by the Company and its customers; the receipt, reduction, cancellation or delay of significant orders by customers; advances and trends in new technologies
and industry standards; new product announcements and introductions by the Company’s competitors; the general cyclicality and seasonality of the
semiconductor and consumer electronics industries and the resulting effect on the Company’s business; market acceptance of the Company’s and its
customers’ products; the Company’s development and introduction of new products on a timely basis; developing new sales channels and attracting new
customers; significant warranty claims, including those not covered by the Company’s suppliers; delays in the Company’s customers’ ability to manufacture
and ship products that incorporate the Company’s products caused by internal and external factors unrelated to the Company’s business and that are out of its
control; shortages of key third party components; the effects of competitive pricing pressures, including decreases in average selling prices of the Company’s
products; write-downs of inventory for excess quantity, changes in business priorities, technological obsolescence and erosion in net realizable value;
strategic relationships, including key component suppliers; litigation or claims against the Company based on intellectual property, patent, product,
regulatory, or other factors; and the Company’s ability to attract and retain employees necessary to support its growth. Further information on potential risks
that could affect the Company’s business and financial results is included in the Company’s Annual Report on Form 10-K for the year ended April 3, 2016
filed with SEC on May 25, 2016 and in Part II, Item 1A – Risk Factors, herein.
Basis of consolidation
The consolidated financial statements have been prepared in conformity with U.S. generally accepted accounting principles, or GAAP, and include the
Company’s accounts and the accounts of its wholly-owned subsidiaries. All intercompany accounts and transactions have been eliminated in consolidation.
The functional currency of each of the Company’s subsidiaries is the U.S. dollar. Foreign currency gains or losses are recorded as other income (expense), net,
in the condensed consolidated statements of operations.
Fiscal year
The Company’s fiscal year is a 52 or 53-week period ending on the Sunday closest to March 31. Fiscal year 2016 was a 53-week fiscal year ended
April 3, 2016 (“fiscal year 2016”). The extra week was included in the Company’s fourth fiscal quarter ended April 3, 2016. The Company’s fiscal year ended
March 29, 2015 (“fiscal year 2015”) was comprised of 52 weeks.
The first, second and third fiscal quarters in each of the two most recent fiscal years included 13 weeks.
Basis of presentation
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with GAAP and applicable rules and
regulations of the SEC regarding interim financial reporting. Certain information and footnote disclosures normally included in financial statements prepared
in accordance with GAAP have been condensed or omitted pursuant to such rules and regulations.
The condensed consolidated balance sheet as of April 3, 2016, included herein was derived from the audited financial statements as of that date, but
does not include all disclosures required by GAAP. The unaudited interim condensed consolidated financial statements, in the opinion of management,
reflect adjustments, consisting of all normal recurring adjustments, necessary to present fairly the Company’s financial position, results of operations,
comprehensive loss and cash flows for the interim periods. The results of operations for the period ended January 1, 2017 is not necessarily indicative of the
results to be expected for the fiscal year ending April 2, 2017 or for any future year or interim period.
Use of estimates
The preparation of the Company’s condensed consolidated financial statements and related notes in conformity with GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
condensed consolidated financial statements and related notes and the reported amounts of income and expenses during the reporting period. Significant
estimates included in the condensed consolidated financial statements and related notes include income taxes, inventory valuation, stock-based
compensation, loss contingencies, warranty reserves, goodwill, valuation of acquired assets, and valuation of Convertible Senior Notes, including the related
convertible note hedges and warrants. These estimates are based upon information available as of the date of the condensed consolidated financial
statements, and actual results could differ from those estimates.
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INVENSENSE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Goodwill
Goodwill represents the excess of the purchase price over the fair value of the net tangible and identifiable intangible assets acquired in a business
combination. In accordance with Accounting Standard Codification (“ASC”) 350, the Company reviews goodwill for impairment at the reporting unit level
on an annual basis or whenever events or changes in circumstances indicate the carrying value may not be recoverable. As the Company uses the market
approach to assess impairment, its common stock price is an important component of the fair value calculation. The Company has determined that it has a
single reporting unit for purposes of performing its goodwill impairment test. The Company monitors the recoverability of goodwill recorded in connection
with acquisitions annually, or whenever events or changes in circumstances indicate the carrying value may not be recoverable. The Company performs the
annual goodwill impairment analysis in the third quarter of each fiscal year. As of January 1, 2017, no events or changes in circumstances indicate the
carrying value may not be recoverable.
Concentration of credit risk
The majority of the Company’s products are shipped to distributors, original design manufacturers and contract manufacturers (collectively referred to
as “intermediaries”), who are the legal counter-parties to the Company’s sales. When the Company references customers, sales, and revenue data in this
Quarterly Report on Form 10-Q, the Company is referring to the manufacturers of consumer electronics devices who are the end customers for its products.
However, any disclosure about the composition of the Company’s accounts receivable refers to the intermediaries. Some of the Company’s intermediaries
may serve more than one of the Company’s customers. As a result, attempting to compare or correlate disclosures about the Company’s accounts receivable
composition as of a particular date with the disclosures regarding revenues generated by the Company’s customers for the period ending on the same date can
be difficult or misleading.
One distributor accounted for 69% of accounts receivable and one customer accounted for 10% of accounts receivable at January 1, 2017. One
distributor accounted for 48% of accounts receivable and one customer accounted for 11% of accounts receivable at April 3, 2016.
For the three and nine months ended January 1, 2017, Apple Inc. (“Apple”) accounted for 59% and 55% of total net revenue, respectively. For the three
and nine months ended December 27, 2015, Apple accounted for 47% and 40% of total net revenue, respectively, and Samsung Electronics Co., Ltd.
accounted for 13% and 18% of total net revenue, respectively.
Warranty
The Company offers one-year standard warranty on its products. In selective cases, the warranty period can be extended to multiple years. The
Company’s accrual for anticipated warranty costs includes management’s judgment regarding anticipated rates of warranty claims and associated repair costs.
The following table summarizes the activity related to product warranty liability during the nine months ended January 1, 2017 and December 27, 2015:
Nine Months Ended
January 1,
December 27,
2017
2015
(in thousands)

Beginning balance
Provision for warranty
Adjustments related to changes in estimate
Less: actual warranty costs
Ending balance

$

$
10

625
284
64
(481)
492

$

$

341
551
(96)
(195)
601
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INVENSENSE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Net income (loss) per share
Basic net income (loss) per share is computed by dividing net income (loss) by the weighted average number of shares outstanding during the period,
which excludes dilutive unvested restricted stock. Diluted net income (loss) per share is computed by dividing net income (loss) by the weighted average
number of shares outstanding, including unvested restricted stock, certain warrants to purchase common stock and potential dilutive shares from the dilutive
effect of outstanding stock options using the treasury stock method. In periods in which the Company has reported a net loss, the common stock equivalents
are excluded from the calculation of diluted net loss per share of common stock as their effect is antidilutive.
The following table presents the calculation of basic and diluted net income (loss) per share:
Three Months Ended
Nine Months Ended
January 1,
December 27,
January 1,
December 27,
2017
2015
2017
2015
(in thousands, except per share data)

Numerator:
Basic and diluted
Net income (loss)

$ (16,483)

Denominator:
Basic shares:
Weighted-average shares used in computing basic net income
(loss) per share
Diluted shares:
Weighted-average shares used in computing basic net income
(loss) per share
Effect of potentially dilutive securities:
Stock options and unvested restricted stock
Weighted-average shares used in computing diluted net
income (loss) per share
Net income (loss) per share
Basic
Diluted

$

$ (49,178)

$

1,736

94,136

91,957

93,676

91,536

94,136

91,957

93,676

91,536

—

965

94,136
$
$

1,890

(0.18)
(0.18)

—

92,922
$
$

0.02
0.02

1,421

93,676
$
$

(0.52)
(0.52)

92,957
$
$

0.02
0.02

The following summarizes the potentially dilutive securities outstanding at the end of each period that were excluded from the computation of diluted
net income (loss) per share for the periods presented as their effect would have been antidilutive:
Three Months Ended
Nine Months Ended
January 1,
December 27,
January 1,
December 27,
2017
2015
2017
2015
(in thousands)

Employee stock options
Unvested restricted stock units
Total antidilutive securities

11,915
5,159
17,074

7,335
2,935
10,270

11,711
5,127
16,838

5,329
2,463
7,792

In November 2013, the Company issued $175.0 million aggregate principal amount of 1.75% Convertible Senior Notes due on November 1, 2018 (the
“Notes”). On or after August 1, 2018 until the maturity date, the Notes may be converted at the option of the holders under certain circumstances. The
conversion rate is initially 45.683 shares per $1,000 principal amount of the Notes (equivalent to an initial conversion price of approximately $21.89 per
share of common stock), subject to certain adjustments (see Note 5).
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INVENSENSE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Segment information
The Company operates in one operating segment, the design, development, manufacture and marketing of sensor systems on a chip. The Chief
Executive Officer has been identified as the Chief Operating Decision Maker as defined by Financial Accounting Standards Board (“FASB”) ASC 280
“Segment Reporting”. Enterprise-wide information is provided in accordance with ASC 280. Geographical revenue information is based on the location of
the head offices of the Company’s customers. Property and equipment information is based on the physical location of the assets at the end of each fiscal
period.
Property and equipment, net by country was as follows:
January 1,
April 3,
2017
2016
(in thousands)

Country

Taiwan
United States
Other

$ 22,028
8,473
2,075
$ 32,576

$25,183
9,207
1,881
$36,271

Net revenue from unaffiliated customers by location of the Company’s customers’ headquarters offices was as follows:
Three Months Ended
Nine Months Ended
January 1,
December 27,
January 1,
December 27,
2017
2015
2017
2015
(in thousands)

Region

United States
China
Korea
Japan
Taiwan
Rest of world

$ 51,933
14,581
3,982
3,913
3,843
1,558
$ 79,810

$

$

61,672
19,155
26,013
5,686
5,261
2,242
120,029

$ 132,231
41,871
14,850
14,066
12,851
4,408
$ 220,277

$

$

148,388
72,347
76,629
17,850
16,023
7,633
338,870

A majority of sales to U.S. headquartered companies are sold to their distributors or contract manufacturers located overseas.
Recent accounting pronouncements
In June 2016, the FASB issued ASU 2016-13, Financial Instruments – Credit Losses. Under the new guidance, credit losses for certain types of financial
instruments will be estimated based on expected losses. The new guidance also modifies the impairment models for available-for-sale debt securities and for
purchased financial assets with credit deterioration since their origination. The new guidance will be effective for the Company starting in the first quarter of
fiscal 2021. Early adoption is permitted starting in the first quarter of fiscal 2020. The Company is in the process of determining the effects the adoption will
have on its consolidated financial statements as well as whether to adopt the new guidance early.
In March, 2016, the FASB issued ASU 2016-09, Improvements to Employee Share-Based Payment Accounting, which amends ASC Topic
718, Compensation—Stock Compensation. The new guidance simplifies several aspects of the accounting for employee share-based payment transactions for
both public and nonpublic entities, including the accounting for income taxes, forfeitures, and statutory tax withholding requirements, as well as
classification in the statement of cash flows. The new guidance will be effective for the Company starting in the first quarter of fiscal 2018. Early adoption is
permitted in any annual or interim period. The Company is in the process of determining the effects the adoption will have on its consolidated financial
statements as well as whether to adopt the new guidance early.
In February 2016, the FASB issued new guidance related to leases that outlines a comprehensive lease accounting model and supersedes the current
lease guidance. The new guidance requires lessees to recognize lease liabilities and corresponding right-of-use assets for all leases with lease terms of greater
than 12 months. It also changes the definition of a lease and expands the disclosure
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requirements of lease arrangements. The new guidance must be adopted using the modified retrospective approach and will be effective for the Company
starting in the first quarter of fiscal 2020. Early adoption is permitted. The Company is in the process of determining the effects the adoption will have on its
consolidated financial statements as well as whether to adopt the new guidance early.
In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606). ASU No. 2014-09 provides guidance that
companies will recognize revenue to depict the transfer of goods or services to customers in amounts that reflect the payment to which a company expects to
be entitled in exchange for those goods or services. The standard requires public entities to apply the amendments in ASU 2014-09 for annual reporting
periods beginning after December 15, 2016, including interim reporting periods therein. On April 1, 2015, the FASB proposed a one-year deferral of the
effective date for this pronouncement. The Company will be required to implement the new revenue recognition standard for the first quarter of fiscal year
2019. The Company is currently evaluating the impact on its consolidated financial statements.
2.

Cash equivalents and available-for-sale investments

At January 1, 2017, cash and cash equivalents totaled $30.6 million, of which $6.6 million was cash and $24.0 million was cash equivalents invested
in money market funds. At January 1, 2017, $19.6 million of the cash and cash equivalents were held by the Company’s foreign subsidiaries. Additionally, as
of January 1, 2017, the Company had short-term available-for-sale investments of $246.2 million.
At April 3, 2016, cash and cash equivalents totaled $41.1 million, of which $25.4 million was cash and $15.7 million was cash equivalents invested in
money market funds. At April 3, 2016, $21.0 million of the cash and cash equivalents were held by the Company’s foreign subsidiaries. Additionally, as of
April 3, 2016, the Company had short-term available-for-sale investments of $243.8 million.
The Company applies the provisions of ASC 820-10, “Fair Value Measurements”. Fair value is defined as the price that would be received to sell an
asset or paid to transfer a liability (i.e., the “exit price”) in an orderly transaction between market participants at the measurement date. As such, fair value is a
market-based measurement that should be determined based on assumptions that market participants would use in pricing an asset or liability. ASC 820-10
requires disclosure that establishes a framework for measuring fair value and expands disclosure about fair value measurements. The standard describes a fair
value hierarchy based on three levels of inputs that may be used to measure fair value. The inputs for the first two levels are considered observable and the
last is unobservable and include the following:
Level 1—Unadjusted quoted prices in active markets that are accessible at the measurement date for identical, unrestricted assets or liabilities;
Level 2—Quoted prices in markets that are not active, or inputs which are observable, either directly or indirectly, for substantially the full term of the
asset or liability; or
Level 3—Unobservable inputs in which there is little or no market data, and as a result, prices or valuation techniques are employed that require inputs
that are significant to the fair value measurement.
This hierarchy requires the Company to use observable market data, when available, and to minimize the use of unobservable inputs when determining
fair value. On a recurring basis, the Company measures certain financial assets and liabilities at fair value. The fair values of the Company’s money market
funds were derived from quoted market prices as active markets for these instruments exist. The Company chose not to elect the fair value option as
prescribed by ASC 825-10-05 “Fair Value Option” for its financial assets and liabilities that had not been previously carried at fair value. Therefore, financial
assets and liabilities not carried at fair value, such as accounts payable, are reported at their carrying values.
13
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(Unaudited)
Fair value measurements at each reporting date were as follows:
January 1, 2017:
Assets and liabilities measured at fair value on a recurring basis were presented in the Company’s condensed consolidated balance sheet as of
January 1, 2017.

January 1,
2017
balance

Assets
Money market funds
Corporate notes and bonds
Commercial paper
U.S. agency securities
Total investments

$

Liabilities
Contingent consideration
Assets
Cash equivalents
Short-term investments
Total investments
Liabilities
Accrued liabilities
Total contingent consideration

Quoted prices
Significant
in active markets
other
for identical
observable
assets or liabilities
inputs
Level 1
Level 2
(in thousands)

$

$

23,998
91,369
120,074
34,784
270,225

$

1,909

$

$

$

$

23,998
246,227
270,225

$
$

1,909
1,909

$
$

$

$

January 1,
2017
amortized cost

Corporate notes and bonds
Commercial paper
U.S. agency securities
Total available-for-sale investments

$

$

91,476
120,184
34,842
246,502

23,998
—
—
—
23,998
—
23,998
—
23,998
—
—

$

—
91,369
120,074
34,784
$246,227

$

$

—
—
—
—
—

$

$

1,909

—
246,227
$246,227

$
$

—
—
—

$
$

$
$

1,909
1,909

—

$

—
—

Gross
Gross
unrealized
unrealized
gain
loss
(in thousands)

$

$

—
1
—
1

Money market funds
Total aggregate fair value

Significant
other
unobservable
inputs
Level 3

$

$

(107)
(111)
(58)
(276)

January 1,
2017
estimated FMV

$

$

91,369
120,074
34,784
246,227
23,998
270,225

The fair values of money market funds were derived from quoted market prices as active markets for these instruments exist. The fair values of corporate
notes and bonds, commercial paper and U.S. agency securities were derived from non-binding market consensus prices that are corroborated by observable
market data.
None of the gross unrealized losses as of January 1, 2017 were considered to be other-than-temporary impairments.
There were no transfers of assets measured at fair value between Level 1 and Level 2 during the nine months ended January 1, 2017.
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April 3, 2016:
Assets and liabilities measured at fair value on a recurring basis were presented in the Company’s condensed consolidated balance sheet as of April 3,
2016.

April 3,
2016
balance

Assets
Money market funds
Corporate notes and bonds
Commercial paper
U.S. agency securities
Total investments
Liabilities
Contingent consideration
Assets
Cash equivalents
Short-term investments
Total investments
Liabilities
Accrued liabilities
Total contingent consideration

$

Quoted prices
Significant
in active markets
other
for identical
observable
assets or liabilities
inputs
Level 1
Level 2
(in thousands)

$

$

15,697
163,675
45,473
34,607
259,452

$

1,909

$

$

$

$

15,697
243,755
259,452

$
$

1,909
1,909

$
$

$

$

April 3,
2016
amortized cost

Corporate notes and bonds
Commercial paper
U.S. agency securities
Total available-for-sale investments

$

$

163,712
45,480
34,589
243,781

15,697
—
—
—
15,697
—
15,697
—
15,697
—
—

$

—
163,675
45,473
34,607
$243,755

$

$

—
—
—
—
—

$

$

1,909

—
243,755
$243,755

$
$

—
—
—

$
$

$
$

1,909
1,909

—

$

—
—

Gross
Gross
unrealized
unrealized
gain
loss
(in thousands)

$

$

19
3
25
47

Money market funds
Total aggregate fair value

Significant
other
unobservable
inputs
Level 3

$

$

(56)
(10)
(7)
(73)

April 3,
2016
estimated FMV

$

$

163,675
45,473
34,607
243,755
15,697
259,452

The fair values of money market funds were derived from quoted market prices as active markets for these instruments exist. The fair values of corporate notes
and bonds, commercial paper and U.S. agency securities were derived from non-binding market consensus prices that are corroborated by observable market
data.
There were no transfers of assets measured at fair value between Level 1 and Level 2 during fiscal year 2016.
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Level 3 financial liabilities:
The following table provides a summary of changes in fair value of the Company’s contingent consideration categorized as Level 3 for the nine
months ended January 1, 2017 and December 27, 2015:
Nine Months Ended
January 1,
December 27,
2017
2015

Beginning balance
Payments made on contingent liabilities
Change in fair value and other
Ending balance

$

$

1,909
—
—
1,909

$

$

9,124
(1,908)
(5,307)
1,909

Contingent consideration on acquired businesses was measured at fair value using Level 3 inputs as defined in the fair value hierarchy. The following
table presents certain information about the significant unobservable inputs used in the fair value measurement for the contingent consideration measured at
fair value on a recurring basis using significant unobservable inputs:
Description

Valuation Techniques

Liabilities: Contingent consideration

Significant Unobservable Inputs

Present value of a Probability Weighted Earn-out
model using an appropriate discount rate.

Estimate of achieving the milestones.

An increase in the estimate of probability of meeting the milestones could result in a significantly higher estimated fair value of the contingent
consideration liability. Alternatively, a decrease in the estimate of probability of meeting the milestones could result in a significantly lower estimated fair
value of contingent consideration liability. The fair value of contingent consideration was derived from a probability weighted earn-out model of future
contingent payments. The cash payments are expected to be made upon meeting the milestones. The initial valuation of the contingent consideration was
based on a collaborative effort of the Company’s engineering and finance departments, and third party valuation experts. The estimate of meeting the
milestones and discount rates is reviewed quarterly and updated as and when necessary. Potential valuation adjustments will be made to adjust the
contingent consideration payments. These adjustments will be recorded in the statements of operations.
In fiscal year 2016, the fair value of contingent consideration, net declined by $5.3 million. The decline in fair value was the result of a reduction in the
probability of a design win milestone associated with the Movea, S.A. (“Movea”) acquisition from 50% to 0% and a reduction in the probability of a design
win associated with the Trusted Positioning, Inc. (“TPI”) acquisition from 50% to 0%. The gross declines in fair value of the design win milestones for Movea
and TPI were $4.0 million and $2.4 million, respectively, and were recorded as a credit to research and development expense. The earn-out payments for the
Movea and TPI design win milestones were not made as these milestones were not met and expired during fiscal year 2016. Offsetting the gross declines was
an increase in the fair value of two TPI cloud application milestones as a result of an increase in the estimated probability of achievement of those milestones.
The increase in the fair value of the cloud application milestones was $1.1 million, which was recorded as a debit to research and development expense in
fiscal year 2016. A design milestone for TPI was achieved and the payment of $1.9 million was made in fiscal year 2016. The last milestone of $1.9 million
for TPI is expected to be paid in the first quarter of fiscal year 2018.
3.

Balance sheet details

Inventories
Inventories at January 1, 2017 and April 3, 2016 consist of the following:
January 1, 2017
April 3, 2016
(in thousands)

Work in process
Finished goods
Total inventories

$
$
16

22,349
10,567
32,916

$
$

40,329
21,968
62,297

Table of Contents

INVENSENSE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Prepaid expenses and other current assets
Prepaid expenses and other current assets at January 1, 2017 and April 3, 2016 consist of the following:
January 1, 2017
April 3, 2016
(in thousands)

Prepaid expenses
Income tax receivable
Other receivables
Other current assets
Total prepaid expenses and other current assets

$

$

5,458
203
910
2,205
8,776

$

$

5,256
156
1,676
2,162
9,250

Property and equipment
Property and equipment at January 1, 2017 and April 3, 2016 consists of the following:
January 1, 2017
April 3, 2016
(in thousands)

Production and lab equipment
Computer equipment and software
Equipment under construction
Leasehold improvements and furniture and fixtures
Subtotal
Accumulated depreciation and amortization
Property and equipment—net

$

$

56,362
10,878
1,950
8,414
77,604
(45,028)
32,576

$

$

52,821
9,074
607
8,396
70,898
(34,627)
36,271

Depreciation expense for the three and nine months ended January 1, 2017 was $3.5 million and $10.3 million, respectively. Depreciation expense for
the three and nine months ended December 27, 2015 was $3.3 million and $9.5 million, respectively. Equipment under construction consists primarily of
production and lab equipment. Equipment under construction is not subject to depreciation until it is available for its intended use. All of the equipment
under construction is expected to be completed and placed in service by the end of fiscal year 2017.
Accrued liabilities
Accrued liabilities at January 1, 2017 and April 3, 2016 consist of the following:
January 1, 2017
April 3, 2016
(in thousands)

Payroll-related expenses
Bonuses
Contingent consideration, current portion
Deferred revenue
Legal fees
Accrued contractual coupon interest payable on convertible senior notes
Income tax payable
Other tax payable
Customer deposits
Other accrued liabilities
Total accrued liabilities
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$

$

8,344
3,330
1,909
1,654
1,135
550
725
768
1,580
10,338
30,333

$

$

8,030
5,040
1,909
1,949
197
1,313
553
768
4,008
6,481
30,248
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Other long-term liabilities
Other long-term liabilities at January 1, 2017 and April 3, 2016 consists of the following:
January 1, 2017
April 3, 2016
(in thousands)

Long-term tax payable
Deferred rent
Deferred tax liabilities
Deferred revenue
Long-term debt
Other long-term liabilities
Total other long-term liabilities

4.

$

$

15,500
2,742
2,318
3,500
2,246
86
26,392

$

$

13,928
3,436
3,026
4,100
2,465
275
27,230

Commitments and contingencies

Operating lease obligations
The Company has non-cancelable operating leases for its facilities through fiscal year 2022.
Future minimum lease payments, net of future minimum lease income, under operating leases as of January 1, 2017 are as follows:
Amount
(in thousands)

Fiscal Years Ending:

2017 (remainder)
2018
2019
2020
2021
Beyond
Total

$

$

1,269
6,090
6,753
5,407
1,486
581
21,586

The Company’s lease agreements provide for rental payments which have certain lease incentives and graduated rental payments. As a result, the rent
expense is recognized on a straight-line basis over the term of the lease. The Company’s rental expense under operating leases, net of the rent income from
subleases of $0.4 million and $1.2 million, was approximately $1.3 million and $3.7 million for the three and nine months ended January 1, 2017,
respectively. The Company’s rental expense under operating leases, net of the rent income from subleases of $0.4 million and $1.1 million, was
approximately $1.1 million and $3.7 million for the three and nine months ended December 27, 2015, respectively.
Purchase Commitments
The Company has non-cancelable purchase commitments with its foundry vendors. Future minimum payments of $14.4 million under the purchase
commitments as of January 1, 2017 are due in less than twelve months.
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Legal proceedings and contingencies
From time to time the Company is involved in various disputes and litigation matters that arise in the ordinary course of our business, including
disputes and lawsuits related to intellectual property and employment issues. In addition, the Company is a party to class action lawsuits.
In January and March 2015, purported shareholders filed five substantially similar class action complaints in the U.S. District Court, Northern District
of California against the Company and two of the Company’s current and former executives (“Class Action Defendants”) (Jim McMillan v. InvenSense, Inc.,
et al. Case No. 3:15-cv-00084-JD, filed January 7, 2015; William Lendales v. InvenSense, Inc. et al., Case No. 3:15-cv-00142-VC, filed on January 12, 2015;
Plumber & Steamfitters Local 21 Pension Fund v. InvenSense, Inc., et al., Case No. 5:15-cv-00249-BLF, filed on January 16, 2015; William B. Davis vs.
InvenSense, Inc., et al., Case No. 5:15-cv-00425-RMW, filed on January 29, 2015; and Saratoga Advantage Trust Technology & Communications Portfolio
v. InvenSense et al., Case No. 3:15-cv-01134, filed on March 11, 2015). On April 23, 2015, three of those cases were consolidated into a single proceeding
which is currently pending in the U.S. District Court, Northern District of California and captioned In re InvenSense, Inc. Securities Litigation, Case No.
3:15-cv-00084-JD (the “Securities Case”), and the Vossen Group was designated as lead plaintiff; the other two cases (Lendales and Saratoga Advantage
Trust) were voluntarily dismissed in March and June 2015, respectively. On May 26, 2015, the lead plaintiffs filed a consolidated amended class action
complaint, which alleges that the defendants violated the federal securities laws by making materially false and misleading statements regarding our business
results between July 29, 2014 and October 28, 2014, and seeks unspecified damages along with plaintiff’s costs and expenses, including attorneys’ fees. On
June 25, 2015, the Class Action Defendants filed a motion seeking dismissal of the case. A ruling granting the motion in part and denying it in part, and
giving the lead plaintiffs leave to file an amended complaint, issued on March 28, 2016. The lead plaintiffs filed an amended complaint on April 18, 2016.
On May 5, 2016, the Class Action Defendants filed a motion seeking dismissal of the amended complaint. The motion was argued and submitted on June 29,
2016; the court has not yet filed an order ruling on the motion. In light of the unresolved legal issues, the amount of any potential loss cannot be estimated.
At this stage, the Company is unable to predict the outcome of this matter and, accordingly, cannot estimate the potential financial impact on the Company’s
business, operating results, cash flows or financial position.
In addition, in January and March 2015, other purported shareholders filed three substantially similar shareholder derivative complaints against two of
our current and former officers and several of our current and former directors, two in the U.S. District Court, Northern District of California and a third in
Santa Clara Superior Court (George E Rollins v. Behrooz Abdi et al., Case No. 5:15-cv-00184-PSG, filed on January 13, 2015; Linda Karr v. Behrooz Abdi et
al., Case No. 5:15-cv-00200-NC, filed on January 14, 2015; and Robert Bilbrey v. Behrooz Abdi et al., Case No. 1-15-CV-278742, filed on March 20, 2015).
The two federal court derivative actions have been consolidated into In re InvenSense, Inc. Derivative Litigation, Case No. 5:15-cv-00184-JD. In June 2016,
another purported shareholder filed a substantially similar shareholder derivative complaint against three of our current and former officers and several of our
current and former directors in the Superior Court of the Commonwealth of Massachusetts, Suffolk County (Valerie Caveglia v. Jon Olson, et al., Civil Action
No. 16-1971-BLS-1) (collectively, the “Derivative Cases”). In the Derivative Cases complaints, the plaintiffs make allegations similar to those presented in
the Securities Case, but the plaintiffs assert various state law causes of action, including claims of breach of fiduciary duty and unjust enrichment. The
Company has undertaken an evaluation of these complaints. Plaintiffs in all four of the Derivative Cases have agreed to, and the courts have entered,
indefinite stays pending developments in the Securities Case.
The Company is not aware of any other pending legal matters or claims, individually or in the aggregate, that are expected to have a material adverse
impact on its condensed consolidated financial position, results of operations, or cash flows. However, the Company’s analysis of whether a claim may
proceed to litigation cannot be predicted with certainty, nor can the results of litigation be predicted with certainty. Nevertheless, defending any of these
actions, regardless of the outcome, may be costly, time consuming, distract management personnel, and have a negative effect on the Company’s business.
An adverse outcome in any of these actions, including a judgment or settlement, may have a material adverse effect on the Company’s future business,
operating results, and/or financial condition.
The Company indemnifies certain customers, distributors, suppliers and subcontractors for attorney fees and damages and costs awarded against such
parties in certain circumstances in which the Company’s products are alleged to infringe third-party intellectual property rights, including patents, registered
trademarks or copyrights. Indemnification costs are charged to operations as incurred.
The Company’s Third Amended and Restated Bylaws require the Company to indemnify its directors and officers and employees to the fullest extent
permitted by the Delaware General Corporation Law (“DGCL”). In addition, the Company’s directors, the Company’s chief executive officer and certain
executive officers have entered into separate indemnification agreements with the
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Company. The Company’s Second Amended and Restated Certificate of Incorporation, as amended, limits the liability of directors to the Company or its
stockholders to the fullest extent permitted by the DGCL. The obligation to indemnify generally means that the Company is required to pay or reimburse the
individuals’ reasonable legal expenses and possibly damages and other liabilities incurred in connection with these matters.
5.

Convertible senior notes

In November 2013, the Company issued $175.0 million aggregate principal amount of 1.75% Convertible Senior Notes due on November 1, 2018 (the
“Notes”), in a private placement to qualified institutional buyers pursuant to Rule 144A under the Securities Act of 1933 (the “Securities Act”). The Notes
have not been registered under the Securities Act, or applicable state securities laws or blue sky laws, and may not be offered or sold in the United States
absent registration under the Securities Act and applicable state securities laws or available exemptions from the registration requirements.
The Notes are senior unsecured obligations of the Company and rank equally in right of payment with all of the Company’s existing and future senior
unsecured indebtedness and are junior to any of the Company’s existing and future secured indebtedness. The Notes pay interest in cash semi-annually (May
and November) at a rate of 1.75% per annum. Net proceeds received by the Company, after issuance costs, were approximately $169.3 million.
On or after August 1, 2018 until the maturity date, the Notes may be converted at the option of the holders. Holders may convert the Notes at their
option prior to August 1, 2018 only under the following circumstances:
1) During any calendar quarter and only during such calendar quarter, if the last reported sale price of the Company’s common stock for at least 20
trading days (whether or not consecutive) during a period of 30 consecutive trading days ending on the last trading day of the immediately preceding
calendar quarter is greater than or equal to 130% of the conversion price of $21.89 on each applicable trading day;
2) During the five business day period after any five consecutive trading day period in which the “trading price” per $1,000 principal amount of Notes
for each trading day of the measurement period was less than 98% of the product of the last reported sale price of our common stock and the conversion rate
on each such trading day; or
3) Upon the occurrence of specified corporate events, including if there is a fundamental change. The Merger Agreement dated as of December 21,
2016 did not constitute a specified corporate event or a fundamental change which may require the Company to redeem the Notes; however, the
consummation of the Merger will constitute a fundamental change and a “Make-Whole Fundamental Change” under the indenture dated as of November 13,
2013 by and between the Company and Wells Fargo Bank, National Association, as trustee (the “Indenture”). Following the consummation of the Merger, the
Company expects TDK Corporation to cause it to, as required by the terms of the Indenture, launch a tender offer to purchase the Notes at their principal
amount plus accrued and unpaid interest (the “Repurchase Right”). In connection with the Merger, holders of the Notes also have the right, in lieu of the
Repurchase Right, to convert each one thousand dollar principal amount of their Notes for cash at the then-applicable conversion rate under the Indenture
pursuant to the terms of a supplemental indenture, however this would result in holders receiving less cash for their Notes than if they had instead exercised
the Repurchase Right.
Upon conversion, the Company will pay cash up to the aggregate principal amount of the Notes to be converted and pay or deliver cash, shares of its
own common stock or a combination of cash and shares of its own common stock, at the Company’s election, in respect of the remainder, if any, of its
conversion obligation in excess of the aggregate principal amount of the Notes being converted.
The conversion rate is initially 45.683 shares per $1,000 principal amount of the Notes (equivalent to an initial conversion price of approximately
$21.89 per share of common stock), subject to certain adjustments.
The Notes are not redeemable by the Company prior to the maturity date. At an event of default or fundamental change, the principal amount of the
Notes plus accrued and unpaid interest may become due immediately at the Note holders’ option.
The Company separately accounts for the liability and equity components of the Notes. The initial debt component of the Notes was valued at
$135.7 million based on the contractual cash flows discounted at an appropriate comparable market non-convertible debt borrowing rate at the date of
issuance of 7.3%, with the equity component representing the residual amount of the proceeds of $39.3 million which was recorded as a debt discount. The
issuance costs were allocated pro-rata based on the relative initial carrying amounts of the debt and equity components, including the Note hedges and
warrants transactions described below. As a result,
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$2.5 million of the issuance costs were allocated to the equity component of the Notes, $3.0 million of issuance costs paid to the initial purchaser were
accounted for as a debt discount and $0.25 million of the issuance costs were classified as other non-current assets. Debt issuance costs were reclassified and
presented in the balance sheet as a direct deduction from the carrying value of the debt liability, consistent with the presentation of a debt discount in the first
quarter of fiscal year 2016 under the guidance of ASU 2015-03, Simplifying the Presentation of Debt Issuance Costs. The debt discount and the issuance
costs allocated to the debt component are amortized as additional interest expense over the term of the Notes using the effective interest method.
As of January 1, 2017, the remaining amortization period of the debt discount and the issuance costs is 1.8 years. The effective interest rate of the Notes
is 7.84% per annum (1.75% coupon rate plus 6.09% of non-cash accretion expense).
Convertible notes hedges and warrants
Concurrent with the issuance of the Notes on November 6 and 7, 2013, the Company purchased call options for its own common stock to hedge the
Notes (the “Note Hedge”) and sold call options for its own common stock (the “Warrants”). The Note Hedges and Warrants transactions are structured to
reduce the potential future economic dilution associated with the conversion of the Notes and are excluded from the computation of diluted earnings per
share for each period presented, as the Company’s average stock price during each period is less than the conversion price.
The Note Hedges—On November 6 and 7, 2013, the Company purchased call options from a counterparty for an aggregate price of approximately
$39.1 million, which gives the Company the right to buy from the counterparty up to approximately 8.0 million shares of the Company’s common stock at a
price of $21.89 per share, subject to adjustments. The Note Hedge is exercisable upon conversion of the Notes for a number of shares equal to the product of
0.045683 and amount of the converted Note. Upon exercise of the Note Hedge, the Company will receive from the counterparty cash, shares of the
Company’s common stock, or a combination thereof, equal to the amount by which the market price per share of the Company’s common stock exceeds
$21.89 during the applicable valuation period. By the Note Hedge terms, the Company will receive cash and shares in a combination that offsets share
dilution caused by conversion of the Notes.
Warrants—On November 6 and 7, 2013, the Company sold call options to the same counterparty for approximately $25.6 million, which gives the
counterparty the right to buy from the Company up to approximately 8.0 million shares of the Company’s common stock at an exercise price of $28.66 per
share, subject to adjustments, on a series of days commencing on February 1, 2019 and ending May 13, 2019. Upon exercise of the Warrants, the Company
has the option to deliver cash or shares of its common stock equal to the difference between the market price on the exercise date and the strike price of the
Warrants. Upon exercise of the Warrants, the Company will pay to the initial purchaser cash, shares of the Company’s common stock, or a combination
thereof (at the Company’s choice), equal to the amount by which the market price per share of the Company’s common stock exceeds $28.66 during the
applicable valuation period.
The Note Hedges and Warrants are classified in stockholders’ equity in the Company’s condensed consolidated balance sheets.
The following table summarizes the principal amounts and related unamortized discount on the Notes:
January 1, 2017
April 3, 2016
(in thousands)

Principal amount of the Notes
Unamortized discount on the Notes
Unamortized debt issuance costs
Net carrying value

$

$
21

175,000
17,385
111
157,504

$ 175,000
23,809
153
$ 151,038
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The following table presents the amount of interest expense recognized related to the Notes:
Three Months Ended
Nine Months Ended
January 1,
December 27,
January 1,
December 27,
2017
2015
2017
2015
(in thousands)

Contractual coupon interest expense
Accretion of debt discount
Amortization of debt issuance costs
Total interest expense related to the Notes

$

$

762
2,181
14
2,957

$

$

764
2,020
13
2,797

$

$

2,290
6,424
42
8,756

$

$

2,292
5,951
39
8,282

As of January 1, 2017, the Company’s aggregate future principal debt maturities are as follows:
Fiscal Year

January 1, 2017
(in thousands)

2019
Total

$
$

175,000
175,000

The Notes are shown in the accompanying condensed consolidated balance sheets at their original issuance value, net of unamortized discount, and are
not marked to market each period. The approximate fair value of the Notes as of January 1, 2017 was $173.7 million. The fair value of the Notes was
determined using quoted market prices for similar securities, which, due to limited trading activity, are considered Level 2 in the fair value hierarchy.
6.

Stockholders’ equity

Stock plans
In July 2011, the Company’s Board of Directors and its stockholders approved the establishment of the 2011 Stock Incentive Plan (the “2011 Plan”).
The 2011 Plan provides for annual increases in the number of shares available for issuance thereunder on the first business day of each fiscal year, equal to
four percent (4%) of the number of shares of the Company’s common stock outstanding as of such date, which resulted in an annual increase of 3.7 million
shares for fiscal year 2017.
Under the 2011 Plan, the Board of Directors may grant incentive stock options, nonqualified stock options, or stock awards to eligible persons,
including employees, nonemployees, members of the Board of Directors, consultants and other independent advisors who provide services to the Company.
The Company’s 2004 Stock Incentive Plan (the “2004 Plan”), was adopted by the Company’s board of directors and approved by the Company’s
stockholders on April 13, 2004, and was last amended on August 31, 2011. The 2004 Plan provides for the grant of incentive stock options, within the
meaning of Section 422 of the Internal Revenue Code of 1986, as amended, to employees and any parent and subsidiary corporation’s employees, and for the
grant of non-qualified stock options and restricted stock to employees, directors and consultants and any parent and subsidiary corporation’s employees. The
Company has not granted any additional awards under the 2004 Plan following the completion of the Company’s initial public offering in November 2011.
However, the 2004 Plan continues to govern the terms and conditions of outstanding awards granted thereunder.
Incentive stock options may only be granted to employees and at an exercise price of no less than fair value on the date of grant. Nonqualified stock
options may be granted at an exercise price of no less than fair value on the date of grant. For owners of more than 10% of the Company’s common stock,
options may only be granted for an exercise price of not less than 110% of fair value, and these options generally expire 10 years from the date of grant. Stock
options may be exercisable immediately but subject to repurchase. Stock options vest over the period determined by the Board of Directors, generally four
years.
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Stock option activities of the Company under the 2011 Plan and 2004 Plan (the “Plans”) are as follows (in thousands, except per share amounts):

Options
issued and
outstanding

Weightedaverage
exercise
price

Weightedaverage
remaining
contractual
term
(in years)

Aggregate
intrinsic
value

Balance — April 3, 2016
Options granted
Exercised options
Cancelled options
Balance — January 1, 2017

10,126
2,964
(129)
(1,256)
11,705

$ 12.76
6.04
6.61
13.84
$ 11.01

7.53

$

7.37

$ 37,647

Vested and expected to vest — January 1, 2017
Exercisable — January 1, 2017

10,518
5,854

$ 11.27
$ 11.87

7.19
6.02

$ 31,749
$ 13,821

5,016

Valuation of stock-based awards
The Company applies the provisions of ASC 718-10 “Compensation—Stock Compensation” which establishes the accounting for stock-based awards
based on the fair value of the award measured at grant date. Accordingly, stock-based compensation cost is recognized in the condensed consolidated
statements of operations as a component of both cost of revenues and operating expenses over the requisite service period. ASC 718-10 requires tax benefits
in excess of compensation cost to be reported as a financing cash flow rather than as a reduction of taxes paid. The determination of the fair value of stockbased payment awards on the date of grant using the Black-Scholes option pricing model is affected by the volatilities of a peer group of companies based on
industry, stage of life cycle, size and financial leverage, actual and projected employee stock option exercise behaviors, risk-free interest rate and expected
dividends. The Company uses historical experience to estimate expected term. The expected volatility was based on the historical stock volatilities of the
Company’s historical data with that of a peer group of publicly listed companies over a period equal to the expected terms. The risk-free interest rate is based
on U.S. Treasury zero-coupon issues with remaining terms similar to the expected term. The Company does not anticipate paying any cash dividends in the
foreseeable future and, therefore, uses an expected dividend yield of zero.
The aggregate intrinsic value of the stock options exercised during the three and nine months ended January 1, 2017 was $0.4 million. The aggregate
intrinsic value of the stock options exercised during the three and nine months ended December 27, 2015 was $0.2 million and $2.8 million, respectively.
The aggregate intrinsic value was calculated as the difference between the exercise price of the stock options and the estimated fair market value of the
underlying common stock at the date of exercise.
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The number of options expected to vest takes into account an estimate of expected forfeitures. As of January 1, 2017, the remaining unamortized stockbased compensation expense, reduced for estimated forfeitures related to non-vested options, was $15.3 million to be amortized over a weighted-average
remaining period of 3.2 years. Total unrecognized expense will be adjusted for future changes in estimated forfeitures.
The Company used the following weighted-average assumptions in determining stock-based compensation expense for options granted in the three
and nine months ended January 1, 2017 and December 27, 2015:
Three Months Ended
January 1,
December 27,
2017
2015

Expected term (in years)
Volatility
Risk-free interest rate
Dividend rate

5.6
53.2%
1.8%
0%

Nine Months Ended
January 1,
December 27,
2017
2015

5.2
44.8%
1.7%
0%

5.5
49.4%
1.4%
0%

5.1
45.1%
1.5%
0%

The weighted-average grant date fair value of stock options granted in the three and nine month ended January 1, 2017 was $2.79 and $4.16 per share,
respectively. The weighted-average grant date fair value of stock options granted in the three and nine month ended December 27, 2015 was $4.35 and $5.97
per share, respectively.
Restricted stock units and restricted stock
Restricted stock unit and restricted stock activity of the Company under the Plans are as follows:
Weighted Average
Grant Date Fair
Shares
Value Per Share
(in thousands, except per share amount)

Restricted stock units and restricted stock activities

Unvested at April 3, 2016
Granted
Released
Forfeited
Unvested at January 1, 2017

4,972
1,652
(891)
(645)
5,088

$

$

13.47
6.84
15.06
13.13
11.08

Restricted stock units and restricted stock granted to employees are generally subject to the employee’s continued service to the Company over the
vesting period. The fair value of restricted stock units and restricted stock is determined using the fair value of the Company’s common stock on the date of
the grant. Compensation expense is generally recognized on a straight-line basis over the requisite service period of each grant adjusted for estimated
forfeitures. As of January 1, 2017, the remaining unamortized stock-based compensation expense, reduced for estimated forfeitures related to non-vested
restricted stock units and restricted stock, was $34.0 million to be amortized over a weighted-average remaining period of 2.6 years.
The weighted-average grant-date fair value per share of restricted stock units and restricted stock awarded in the three and nine months ended
January 1, 2017 was $8.04 and $6.84 per share, respectively. The weighted-average grant-date fair value per share of restricted stock units and restricted stock
awarded in the three and nine months ended December 27, 2015 was $10.44 and $13.12 per share, respectively.
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2013 Employee stock purchase plan
Under the 2013 Employee Stock Purchase Plan, as amended (the “ESPP”), eligible employees may apply accumulated payroll deductions, which may
not exceed 10% of an employee’s compensation, to the purchase of shares of the Company’s common stock at periodic intervals. The purchase price of stock
under the ESPP is equal to 85% of the lower of (i) the fair market value of the Company’s common stock on the first day of each offering period, or (ii) the fair
market value of the Company’s common stock on the purchase date (as defined in the ESPP). Each offering period consists of one purchase period of
approximately six month duration.
At the 2016 and 2015 annual meetings of stockholders, stockholders of the Company approved amendments to the ESPP to increase the number of
shares of common stock reserved for future issuance by 2,000,000 shares and 1,000,000 shares, respectively, which brought the total amount of common
stock reserved for issuance pursuant to the ESPP to an aggregate of 3,400,000 shares. 1,011,000 shares had been purchased pursuant to the ESPP as of
January 1, 2017.
Compensation expense recognized in connection with the ESPP was $0.2 million and $0.7 million for the three and nine months ended January 1,
2017. Compensation expense recognized in connection with the ESPP was $0.1 million and $0.6 million for the three and nine months ended December 27,
2015.
Common stock
As of January 1, 2017 and April 3, 2016, common stock reserved for future issuance was as follows:
Common stock reserved for issuance

January 1, 2017
April 3, 2016
(in thousands)

Stock plans
Outstanding stock options
Outstanding restricted stock units and restricted stock
Reserved for future equity incentive grants

11,705
5,087
10,323
27,115
2,390
7,995
37,500

Purchase plan
Shares issuable upon exercise of warrants to purchase common stock
Total common stock reserved for future issuances

10,126
4,972
9,295
24,393
1,000
7,995
33,388

Stock-based compensation expense
Total employee stock-based compensation cost for the Company’s stock plans for the three and nine months ended January 1, 2017 and December 27,
2015 is as follows:
Three Months Ended
Nine Months Ended
January 1,
December 27,
January 1,
December 27,
2017
2015
2017
2015
(in thousands)

Cost of revenue
Research and development
Selling, general and administrative
Total stock-based compensation expense

$

$
25

541
3,930
3,653
8,124

$

$

627
3,490
4,076
8,193

$

1,728
12,221
11,396
$ 25,345

$

$

1,811
11,328
12,737
25,876
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7.

Income taxes

In the three and nine months ended January 1, 2017, the Company recorded an income tax provision of $0.3 million and $2.4 million, respectively. In
the three and nine months ended December 27, 2015, the Company recorded an income tax provision of $5.1 million and $3.4 million, respectively. The
Company’s estimated 2017 effective tax rate differs from the U.S. statutory rate primarily due to the valuation allowances on certain of the Company’s net
operating losses and tax credits, foreign tax rate differences, integration of acquired technologies, and non-deductible stock-based compensation expense.
On July 27, 2015, the Tax Court issued an opinion (Altera Corp. et al. v. Commissioner) regarding the treatment of stock-based compensation expense
in intercompany cost-sharing arrangements. However, U.S. Treasury has not withdrawn the requirement to include stock-based compensation from its
regulations. Also, there is uncertainty related to the Internal Revenue Service (“IRS”) response to the Tax Court opinion, the final resolution of this issue, and
the potential favorable benefits to the Company. As such, no impact has been recorded for the three and nine month periods ended January 1, 2017. The
Company will continue to monitor developments related to this opinion and the potential impact of those developments on the Company’s current and prior
fiscal years.
The Company does not provide for federal income taxes on undistributed earnings of its foreign subsidiaries because it is the Company’s intent to
reinvest earnings indefinitely offshore.
As of January 1, 2017, gross unrecognized tax benefits were $35.0 million. If gross unrecognized tax benefits as of January 1, 2017 were realized in a
subsequent period, this would result in a tax benefit of $18.7 million within the provision of income taxes at such time.
The Company’s tax returns for the 2011 through 2014 tax years are currently under examination by the IRS. The Company may be subject to
examination by the State of California for the tax years 2010 and forward. The Company’s tax returns are subject to routine examination for tax years 2008
and forward in various foreign tax jurisdictions in which it operates.
The Company is engaged in discussions and negotiations with the IRS regarding tax matters in the tax years 2011 through 2014. The balance of the
gross unrecognized tax benefits may decrease within the next twelve months due to lapses of applicable statutes of limitations and the completion of tax
review cycles in various tax jurisdictions.
The Company is pursuing all reasonable administrative remedies relative to these matters. The management believes that the Company has adequately
provided for any reasonably foreseeable outcomes related to these proposed adjustments and the ultimate resolution of these matters is unlikely to have a
material effect on its consolidated financial condition or results of operations, however there is still a possibility that an adverse outcome of these matters
could have a material effect on its consolidated financial condition and results of operations.
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8.

Acquisition

The Company completed one acquisition in fiscal year 2017 and one acquisition in fiscal year 2016. The acquisitions have been accounted for under
ASC 805. Under ASC 805, the total purchase consideration of the acquisition is allocated to the tangible assets and identifiable intangible assets and
liabilities assumed based on their relative fair values. The excess of the purchase consideration over the net tangible and identifiable intangible assets is
recorded as goodwill, and was derived from expected benefits from future technology development, synergies and the knowledgeable and experienced
workforce who joined the Company after the acquisitions.
Fiscal year 2017
In August 2016, the Company acquired the pressure sensor business from Sensirion Holding AG and its affiliates used in the development of
capacitive-type monolithic digital pressure-sensor technology platform. The preliminary purchase price allocation reflected that the purchase price
associated with the acquisition was approximately $9.8 million, of which $5.7 million was allocated to developed technology with an estimated useful life of
six years and $4.1 million was allocated to goodwill. This acquisition is not significant to the Company’s results of operations.
Fiscal year 2016
In December 2015, the Company acquired certain assets of Spirit Corp LLC and its affiliates used in the development of navigation solutions. The total
cash consideration associated with the acquisition was approximately $7 million for which the purchase price was attributable to the acquired in-process
research and development. The fair value of in-process research and development was determined using a cost approach, which includes an estimate of time
and expenses required to recreate the intangible asset. The Company will also record approximately $1.0 million in post-acquisition expense that may be
payable in the future should certain specified milestones be met. This acquisition is not significant to the Company’s results of operations.
9.

Goodwill and intangible assets

The Company monitors the recoverability of goodwill recorded in connection with acquisitions annually, or whenever events or changes in
circumstances indicate the carrying value may not be recoverable. There were no changes in the carrying amount of goodwill since April 3, 2016. The
Company performs the annual goodwill impairment analysis during the third quarter of each fiscal year. As of and for the nine months ended January 1, 2017,
the Company concluded that the $143.3 million of goodwill was not impaired.
Purchased intangible assets subject to amortization consist primarily of developed technology, customer relationships and patents and are reported net
of accumulated amortization. Developed technology, customer relationships and patents are amortized on a straight line basis over the estimated useful life
of the assets. In-process research and development (“IPR&D”) is assessed for impairment until the development is completed and products are available for
sale.
During the nine months ended January 1, 2017, one IPR&D project was released to production. The IPR&D value allocated to this project of
$1.6 million was transferred to developed technology. The estimated useful life for this technology was five years. In fiscal year 2016, two IPR&D projects
were released to production. The IPR&D value allocated to the projects of $3.3 million and $1.7 million, respectively, were transferred to developed
technology. The estimated useful life for each technology is five years.
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Amortization for acquired intangible assets for the three and nine months ended January 1, 2017 was approximately $2.7 million and $7.6 million,
respectively. Amortization for acquired intangible assets for the three and nine months ended December 27, 2015 was approximately $2.3 million and
$6.8 million, respectively. The following table represents intangible assets and accumulated amortization:

Gross

Developed technology
Customer relationships
Patents
Total intangible assets subject to amortization
IPR&D
Total intangible assets, net

$56,580
1,560
2,120
60,260
6,750
$67,010

Gross

Developed technology
Customer relationships
Patents
Total intangible assets subject to amortization
IPR&D
Total intangible assets, net

$49,310
1,560
2,120
52,990
8,320
$61,310

January 1, 2017
Accumulated
amortization
(in thousands)

$

24,290
706
717
25,713
—
25,713

$

April 3, 2016
Accumulated
amortization
(in thousands)

$

17,159
539
443
18,141
—
18,141

$

The estimated future amortization expense related to intangible assets at January 1, 2017, is as follows:
Estimated
amortization
(in thousands)

Fiscal Year

2017 (remainder)
2018
2019
2020
2021
Thereafer
Total

$

$
28

2,692
10,764
10,764
6,820
2,057
1,450
34,547

Net

$32,290
854
1,403
34,547
6,750
$41,297

Net

$32,151
1,021
1,677
34,849
8,320
$43,169
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The following discussion and analysis of our financial condition and results of operations should be read in conjunction with the condensed
consolidated financial statements and the notes to those statements included elsewhere in this Quarterly Report on Form 10-Q, the Consolidated Financial
Statements and Notes thereto for the year ended April 3, 2016, and with management’s discussion and analysis of our financial condition and results of
operations included in our Annual Report on Form 10-K filed with the Securities and Exchange Commission (SEC) on May 25, 2016.
This Quarterly Report on Form 10-Q, including this Management’s Discussion and Analysis of Financial Condition and Results of Operations,
includes a number of forward-looking statements that involve many risks and uncertainties. Forward-looking statements are identified by the use of the
words “would”, “could”, “will”, “may”, “expect”, “believe”, “should”, “anticipate”, “outlook”, “if”, “future”, “intend”, “plan”, “estimate”, “predict”,
“potential”, “targets”, “seek” or “continue” and similar words and phrases, including the negatives of these terms, or other variations of these terms, that
denote future events. These forward-looking statements include, but are not limited to, statements regarding the previously announced pending merger with
TDK Corporation, our expectations as to when cash payments and milestone payments are to be made; our ability to protect our intellectual property and
defend against infringement claims; our expectations as to the outcome of current and future legal proceedings, including the potential impact thereof; our
estimated useful life of certain technologies; our belief that a substantial majority of our net revenue will continue to come from sales to customers in Asia
and from sales to customers who are headquartered in the United States, but who use contract manufacturers in Asia; the outcome of current and future tax
examinations by the IRS, California and various foreign tax jurisdictions; our belief that the proposed tax adjustments and the ultimate resolution thereof is
unlikely to have a material effect on our consolidated financial condition or results of operations; our belief in the sufficiency of our current cash, cash
equivalents and investments to satisfy our liquidity requirements for the next 12 months; our plans to reinvest earnings from our foreign subsidiaries outside
of the United States; and our belief that exposure for indemnification obligations is minimal. These statements reflect our current views with respect to
future events and our potential financial performance and are subject to risks and uncertainties that could cause our actual results and financial position
to differ materially and adversely from what is projected or implied in any forward-looking statements included in this Form 10-Q. These factors include,
but are not limited to, the risks referred to under Item 1A. of Part II — “Risk Factors,” included in the Company’s Annual Report on Form 10-K filed on
May 25, 2016 with the SEC, and discussed elsewhere in this Quarterly Report on Form 10-Q including in Note 1 to the Condensed Consolidated Financial
Statements, Item 2 of Part I — “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” and Item 1A of Part II — “Risk
Factors,” and those discussed in other documents we file with the SEC. We make these forward-looking statements based upon information available on the
date of this Form 10-Q, and we have no obligation (and expressly disclaim any such obligation) to update or alter any forward-looking statements, whether
as a result of new information or otherwise except as otherwise required by securities regulations.
Overview
Business overview
We are a leader in sensor solutions, particularly sensors that combine microelectromechanical systems (MEMS) transducers, such as accelerometers,
gyroscopes, barometers, compasses, and microphones, with proprietary algorithms, processors and firmware that synthesize and calibrate sensor output data.
We utilize a fabless model, leveraging generally available complementary metal oxide semiconductor (CMOS) and MEMS foundries to whom we have
granted licenses to use our proprietary enhancements and improvements for our benefit, as well as semiconductor packaging and services vendors. We
perform critical test and calibration functions in our wholly owned subsidiary located in Hsinchu, Taiwan. We design our products and solutions in
California, Massachusetts, China, Taiwan, Korea, Japan, France, Canada, Slovakia, and Italy.
Pending merger with TDK Corporation
We entered into an Agreement and Plan of Merger (the “Merger Agreement”) with TDK Corporation, a company organized under the laws of Japan
(“TDK Corporation”), and TDK Sensor Solutions Corporation, a Delaware corporation and a wholly-owned subsidiary of TDK Corporation (“Merger Sub”),
dated as of December 21, 2016, providing for the merger of Merger Sub with and into the Company, with the Company surviving the Merger as a whollyowned subsidiary of TDK Corporation (the “Merger”). The Merger Agreement was unanimously approved by our Board of Directors (the “Board”).
Pursuant to the terms and subject to the conditions of the Merger Agreement, at the effective time of the Merger (the “Effective Time”), each
outstanding share of our common stock, par value $0.001 per share (the “Common Stock”), will be automatically converted into the right to receive $13.00
per share in cash, without interest (the “Merger Consideration”), other than certain shares owned by us, TDK Corporation and our and its respective
subsidiaries (which shares will be cancelled) and shares held by stockholders who have validly exercised their appraisal rights under Delaware law.
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Treatment of Compensatory Equity Awards
At the Effective Time, (i) each outstanding and unexercised vested option to purchase shares of Common Stock that has an exercise price per share that
is less than the Merger Consideration (each, a “Vested Option”) will be cancelled and converted into the right to receive a payment in cash equal to the
product of (a) the total number of shares of Common Stock subject to such Vested Option and (b) the excess, if any, of the Merger Consideration over the
exercise price per share of such Vested Option, (ii) each outstanding and unexercised unvested option to purchase shares of Common Stock that has an
exercise price per share that is less than the Merger Consideration (each, an “Unvested Option”) will be cancelled and converted into the right to receive a
payment in cash equal to the product of (a) the total number of shares of Common Stock subject to such Unvested Option and (b) the excess, if any, of the
Merger Consideration over the exercise price per share of such Unvested Option, but only if the holder of such Unvested Option satisfies all of the vesting
conditions that would have related to the terminated Unvested Option (including continued employment requirements through the applicable dates of
vesting), (iii) each outstanding vested restricted stock unit (each, a “Vested RSU”) will be cancelled and exchanged for the right to receive a payment in cash
equal to the product of (a) the total number of shares of Common Stock subject to such Vested RSU and (b) the Merger Consideration, (iv) each outstanding
unvested restricted stock unit (each, an “Unvested RSU”) will be cancelled and exchanged for the right to receive a payment equal to the product of (a) the
total number of shares of Common Stock subject to such Unvested RSU and (b) the Merger Consideration, but only if the holder of such Unvested RSU
satisfies all of the vesting conditions that would have related to the terminated Unvested RSU (including continued employment requirements through the
applicable dates of vesting), and (v) each outstanding unvested share of restricted Common Stock will be cancelled and converted into the right to receive a
payment in cash equal to the Merger Consideration, but only if the holder of such restricted Common Stock satisfies all of the vesting conditions that would
have related to the terminated unvested share of restricted Common Stock. Each Vested Option or Unvested Option with an exercise price per share that is
equal to or greater than the Merger Consideration shall be cancelled without consideration.
Representations and Warranties; Covenants
The Merger Agreement contains customary representations and warranties by us, TDK Corporation and Merger Sub. The Merger Agreement also
contains customary covenants and agreements, including with respect to the operations of our company and its subsidiaries between signing and closing,
restrictions on responses by us with respect to the receipt of alternative transactions, governmental filings and approvals and other matters. TDK Corporation
also has agreed to various covenants in the Merger Agreement, including, among others, covenants to use commercially reasonable efforts to take actions that
may be necessary in order to obtain approval of the Merger with certain governmental authorities, subject to certain exceptions.
The Merger Agreement generally prohibits our solicitation of proposals relating to alternative transactions and restricts our ability to furnish
non-public information to, or participate in any discussions or negotiations with, any third party with respect to any alternative transaction, subject to certain
limited exceptions.
The Merger Agreement requires us to call and hold a special meeting of stockholders and requires the Board to recommend adoption by our
stockholders of the Merger Agreement, subject to certain exceptions.
Closing Conditions
The closing of the Merger is subject to the adoption of the Merger Agreement by the affirmative vote of holders of a majority of the outstanding shares
of Common Stock. The obligations of the parties to consummate the Merger are also subject to the satisfaction or waiver of various conditions set forth in the
Merger Agreement, including, but not limited to (i) the receipt of regulatory approvals, including the expiration or termination of the applicable waiting
period under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, (ii) the accuracy of the representations and warranties of each party
contained in the Merger Agreement (subject to certain materiality qualifications), and (iii) each party’s compliance with or performance of the covenants and
agreements in the Merger Agreement in all material respects.
Termination and Termination Fees
The Merger Agreement contains termination rights for us and TDK Corporation, including if the Merger is not consummated before June 21, 2017,
subject to a three-month extension if necessary to obtain certain regulatory approvals. The Merger Agreement also includes customary termination provisions
for both us and TDK Corporation and provides that, in connection with the termination of the Merger Agreement under specified circumstances, we or TDK
Corporation may terminate the agreement and as a result either we or TDK Corporation may be required to pay a termination fee of approximately
$46.7 million (the “Breakup Fee”).
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The foregoing description of the Merger Agreement does not purport to be complete and is qualified in its entirety by reference to the full text of such
agreement, which is filed as Exhibit 2.1 to our Current Report on Form 8-K filed with the SEC on December 21, 2016 and incorporated herein by reference.
Voting Agreements
Concurrently with the execution of the Merger Agreement, our directors, executive officers and certain of our stockholders, in their capacities as
holders of Common Stock or other equity interests of our company, each entered into a voting agreement with TDK Corporation (the “Voting Agreement”)
pursuant to which each agreed, among other things, to (i) vote their Common Stock for the approval of the Merger Agreement and against any alternative
proposal, and (ii) comply with certain restrictions on the disposition of their Common Stock, subject to the terms and conditions contained in the Voting
Agreement. The Voting Agreements will terminate upon the earlier of (a) the termination of the Merger Agreement in accordance with its terms, (b) the
Effective Time, (c) the end date specified in the Merger Agreement and (d) such time as the Merger Agreement is amended to change the form or reduce the
amount of the Merger Consideration.
The foregoing description of the Voting Agreements does not purport to be complete and is qualified in its entirety by reference to the Voting
Agreements, a form of which is filed as Exhibit 99.1 1 to our Current Report on Form 8-K filed with the SEC on December 21, 2016 and incorporated herein
by reference.
Retention Agreements
In connection with, and contingent on, the Merger, we entered into letter agreements with Behrooz Abdi, Daniel Goehl and Mozafar Maghsoudnia
(each, a “Recipient”, and collectively, the “Recipients”) providing for the payment of a retention bonus (“Retention Bonus”) to each Recipient if (a) the
Recipient remains an employee until the later of (i) the date on which the transactions contemplated by the Merger Agreement are consummated and (ii) the
first anniversary of the date on which the Merger Agreement is fully executed (such later date, the “Vesting Date”), or (b) the Recipient’s employment
terminates prior to the Vesting Date as a result of a termination by us without Cause (as defined in the letter agreement) or the Recipient’s death or permanent
disability. The letter agreements also provide for the accelerated payment of a certain percentage of the total cash value payable for the unvested awards
(limited to unvested restricted stock unit awards in the case of Mr. Abdi) held by the applicable Recipient, which accelerated payment will proportionally
reduce any future payments to be made to the Recipient on the applicable vesting dates with respect to such awards. We have also entered into letter
agreements providing for a retention bonus with certain other officers who are not named executive officers.
The foregoing description of the letter agreements does not purport to be complete and is qualified in its entirety by reference to the letter agreements,
copies of which are filed as Exhibits 10.2, 10.3 and 10.4 to this Quarterly Report on Form 10-Q and incorporated herein by reference.
The pending acquisition of us by TDK Corporation does not impact the basis of presentation in the accompanying financial statements. Following
completion of the Merger, we will become a wholly-owned subsidiary of TDK Corporation, the Common Stock will cease to be listed on the New York Stock
Exchange and deregistered under the Securities Exchange Act of 1934, as amended, and as such, we will no longer file periodic reports with the SEC.
We recorded transaction-related costs of $3.0 million, principally for outside financial advisory, legal, and related fees and expenses associated with
the pending acquisition, in the quarter ended January 1, 2017. Additional transaction-related costs are expected to be incurred by us through the closing of
the Merger.
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Net revenue
We derive our net revenue from sales of our Motion and Audio sensor solutions. We primarily sell our products through our worldwide sales
organization. We also sell our products through an indirect channel of distributors that fulfill orders from manufacturers of consumer electronics devices,
original design manufacturers and contract manufacturers (collectively referred to as “intermediaries”). When we reference customers, we are referring to the
manufacturers of products to whom these intermediaries sell our products.
Three Months Ended
Nine Months Ended
January 1,
December 27,
January 1,
December 27,
2017
2015
2017
2015
(in thousands)

Net revenue

$ 79,810

$

120,029

$ 220,277

$

338,870

Net revenue decreased by $40.2 million, or 34%, in the third quarter of fiscal year 2017 and decreased by $118.6 million, or 35%, in the first nine
months of fiscal year 2017 compared to the corresponding periods of fiscal year 2016. The decreases in net revenue were primarily due to lower volume
shipments to manufacturers of smartphones, tablet devices and camera modules incorporating optimal image stabilization, combined with lower per unit
average selling prices. Total unit shipments decreased by 27% and 30% in the three and nine months ended January 1, 2017, respectively. Our overall
average unit selling price for the three and nine months ended January 1, 2017 decreased 9% and 8%, respectively, as a result of the change in our product
mix and declines in average selling prices.
For the three and nine months ended January 1, 2017, Apple Inc. (“Apple”) accounted for 59% and 55% of total net revenue, respectively. For the three
and nine months ended December 27, 2015, Apple accounted for 47% and 40% of total net revenue, respectively. For the three and nine months ended
December 27, 2015, Samsung Electronics Co., Ltd. accounted for 13% and 18% of net revenue, respectively.
Net revenue by market
Three Months Ended
Nine Months Ended
January 1,
December 27,
January 1,
December 27,
2017
2015
2017
2015
(in thousands)

Smartphone and tablet devices
% of net revenue
Optical image stabilization
% of net revenue
IoT and other
% of net revenue
Total % of net revenue

$ 58,671
74%
$ 4,598
5%
$ 16,541
21%
100%

$
$
$

77,663
65%
16,899
14%
25,467
21%
100%

$ 154,389
70%
$ 16,858
8%
$ 49,030
22%
100%

$

224,539
66%
54,424
16%
59,907
18%
100%

$
$

The net revenue decrease for the smartphone and tablet end market and Internet of Things (“IoT”) and other end market in the three and nine months
ended January 1, 2017 compared to the corresponding periods of the prior fiscal year reflects the weak high-end smartphone market combined with increased
competition for market share across this market segment. The net revenue decrease for the optimal image stabilization end market in the three and nine
months ended January 1, 2017 primarily reflects a loss of market share at a major customer in Korea.
Net revenue by geographic region
Three Months Ended
Nine Months Ended
January 1,
December 27,
January 1,
December 27,
2017
2015
2017
2015
(in thousands)

Region

United States
China
Korea
Japan
Taiwan
Rest of world

$ 51,933
14,581
3,982
3,913
3,843
1,558
$ 79,810
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$

$

61,672
19,155
26,013
5,686
5,261
2,242
120,029

$ 132,231
41,871
14,850
14,066
12,851
4,408
$ 220,277

$

$

148,388
72,347
76,629
17,850
16,023
7,633
338,870
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We report revenue by geographic region based upon the location of the headquarters of our customers. We primarily sell our products directly to
customers and distributors in Asia and North America. Sales into companies headquartered in Asian countries constituted 33% and 38% of our net revenue in
the three and nine months ended January 1, 2017, respectively, compared with 47% and 54% of our net revenue in the three and nine months ended
December 27, 2015, respectively. For the three and nine months ended January 1, 2017, net revenue decreased in the United States and in Asian countries.
The net revenue decrease for the three and nine months ended January 1, 2017, reflected weak high-end smartphone market combined with increased
competition for market share for mobile device manufacturers. The net revenue decrease in Korea in the three and nine months ended January 1, 2017
compared to the corresponding period last year resulted from a loss of market share at a major customer.
As a result of our regional customer concentration, we may be subject to economic and political events and other developments that impact our
customers in Asia. For more information, see the section titled “Risk Factors—Our business, financial condition and results of operations could be adversely
affected by the political and economic conditions of the countries in which we conduct business,” referred to under Item 1A. of Part I in our Annual Report on
Form 10-K filed on May 25, 2016 with the SEC.
Gross profit and gross margin
Gross profit is the difference between net revenue and cost of revenue and gross margin is gross profit as a percentage of net revenue.
Three Months Ended
Nine Months Ended
January 1,
December 27,
January 1,
December 27,
2017
2015
2017
2015
(in thousands)

Gross profit
% of net revenue

$ 33,477
42%

$

49,801
41%

$ 91,754
42%

$

141,203
42%

Gross profit decreased by $16.3 million in the third quarter of fiscal year 2017 and decreased by $49.4 million in the first nine months of fiscal year
2017 as compared to the corresponding periods of fiscal year 2016. In the third quarter and the first nine months of fiscal year 2017, gross profit decreased
primarily due to a decrease in unit sales of our products combined with decreases in average selling prices per unit.
Gross margin increased in the third quarter of fiscal year 2017 compared to the same period last year due to a net $1.2 million benefit from the sale of
previously written down inventory compared to an excess and obsolete inventory charge of $2.0 million in the same period last year. The impact of the
change in benefit from the sale of previously written down inventory was partially offset by a decrease in average selling prices per unit compared to the same
period last year.
Gross profit as a percentage of net revenue, or gross margin, remained unchanged in the first nine months of fiscal year 2017 compared to the same
period last year.
We expect gross margins to fluctuate during future periods due to changes in product mix, average unit selling prices, manufacturing costs,
manufacturing yields, amortization of acquired intangible assets, levels of inventory valuation and excess reserves recorded, if any, and levels of product
demand.
Research and development expense
Research and development expense primarily consists of personnel related expenses (including employee cash compensation and benefits, and stockbased compensation), contract engineering services, reference design development costs, development testing and evaluation costs, depreciation expense,
amortization of certain acquisition intangibles and allocated occupancy costs. Research and development activities include the design of new products,
refinement of existing products and processes and design of test methodologies, including hardware and software to ensure compliance with required
specifications. All research and development costs are expensed as incurred. We expect our research and development expenses to increase slightly on an
absolute basis in the near future as we continue to expand our product offerings and enhance existing products.
Three Months Ended
Nine Months Ended
January 1,
December 27,
January 1,
December 27,
2017
2015
2017
2015
(in thousands)

Research and development
% of net revenue

$ 28,779
36%
33

$

25,690
21%

$ 83,464
38%

$

70,936
21%
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Research and development expense for three months ended January 1, 2017 increased by $3.1 million, or 12%, compared to the corresponding period
last year. The increase was primarily attributable to a $1.3 million increase in outside services costs associated with new product development, a $0.7 million
increase each in engineering equipment and supplies expenses, a $0.6 million increase in employee compensation and benefits costs and a $0.4 million
increase in stock-based compensation expense, primarily due to an increase in headcount. Research and development headcount increased to 341 at
January 1, 2017 from 320 at December 27, 2015.
Research and development expense for the nine months ended January 1, 2017 increased by $12.5 million, or 18%, primarily attributable to a
$5.3 million contingent consideration credit adjustment in the nine months ended December 27, 2015. Excluding the contingent credit adjustment, research
and development expense for the nine months ended January 1, 2017 increased by $7.2 million compared to the corresponding period last year. The increase
was primarily due to $3.4 million in outside services costs associated with new product development, a $2.4 million increase in employee compensation and
benefits costs largely from higher headcount, a $0.8 million increase in stock-based compensation expense and a $0.4 million increase in depreciation costs
related to increased capital equipment.
Selling, general and administrative expense
Selling, general and administrative expense primarily consists of personnel related expenses (including employee cash compensation and benefits, and
stock-based compensation), sales commissions, field application engineering support, travel costs, professional and consulting fees, legal fees, depreciation
expense and allocated occupancy costs.
Three Months Ended
Nine Months Ended
January 1,
December 27,
January 1,
December 27,
2017
2015
2017
2015
(in thousands)

Selling, general and administrative
% of net revenue

$ 18,456
23%

$

14,295
12%

$ 47,187
21%

$

45,305
13%

Selling, general and administrative expense increased by $4.2 million, or 29%, in the three months ended January 1, 2017 compared to the
corresponding period last year. The increase was primarily attributable to a $3.6 million increase in consulting and outside services, of which $3.0 million
was incurred in connection with the proposed Merger, a $0.7 million increase employee compensation and benefits costs primarily due to an increase in
headcount, and a $0.2 million increase in travel and entertainment and tradeshow costs in support of expanded geographic, customer and market
opportunities for our products. These increases were partially offset by a $0.4 million decrease in stock-based compensation expense. Selling, general and
administrative headcount increased to 136 at January 1, 2017 from 153 at December 27, 2015.
Selling, general and administrative expense increased $1.9 million, or 4%, in the nine months ended January 1, 2017 compared to the corresponding
period last year. The increase was primarily attributable to a $3.0 million increase in consulting and outside services incurred in connection with the
proposed Merger and a $0.2 million increase in increase in travel and entertainment costs in support of expanded geographic, customer and market
opportunities for our products. This increase was partially offset by a $1.3 million decrease in stock-based compensation expense.
Legal settlement accrual
Three Months Ended
Nine Months Ended
January 1,
December 27,
January 1,
December 27,
2017
2015
2017
2015
(in thousands)

Legal settlement accrual
% of net revenue

$

—
— %

$

—
— %

$

—
— %

During the nine months ended December 27, 2015, we recorded a charge of $11.7 million related to settlement of litigation.
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11,708
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Interest expense
Three Months Ended
Nine Months Ended
January 1,
December 27,
January 1,
December 27,
2017
2015
2017
2015
(in thousands)

Interest (expense)
% of net revenue

$ (2,960)
4%

$

(2,798)
2%

$ (8,766)
4%

$

(8,287)
2%

Interest (expense) for the three and nine months ended January 1, 2017 and December 27, 2015 was primarily related to the 1.75% Convertible
Senior Notes issued in the third quarter of fiscal year 2014.
Other income (expense), net
Three Months Ended
Nine Months Ended
January 1,
December 27,
January 1,
December 27,
2017
2015
2017
2015
(in thousands)

Other income (expense), net
% of net revenue

$

512
1%

$

(35)
(0)%

$

876
0%

$

130
0%

Other income (expense), net was $0.5 million and $(35,000) for the three months ended January 1, 2017 and December 27, 2015, respectively. The
increase reflects higher interest income and a decrease in foreign exchange losses over the prior year. Other income (expense), net was $0.9 million and
$0.1 million for the nine months ended January 1, 2017 and December 27, 2015, respectively. The increase primarily reflects higher interest income over the
prior year.
Income tax provision (benefit)
Three Months Ended
Nine Months Ended
January 1,
December 27,
January 1,
December 27,
2017
2015
2017
2015
(in thousands)

Income tax provision (benefit)
% Income (loss) before income tax

$

277
(2)%

$

5,093
73%

2,391
(5)%

3,361
66%

In the three and nine months ended January 1, 2017, we recorded an income tax provision of $0.3 million and $2.4 million, respectively. In the three
and nine months ended December 27, 2015, we recorded an income tax provision of $5.1 million and $3.4 million, respectively. Our estimated 2017 effective
tax rate differs from the U.S. statutory rate primarily due to the valuation allowances on certain of our net operating losses and tax credits, foreign tax rate
differences, integration of acquired technologies, and non-deductible stock-based compensation expense.
As of January 1, 2017, the total amount of gross unrecognized tax benefits was $35.0 million. If the gross unrecognized tax benefits as of January 1,
2017 were realized in a subsequent period, this would result in a tax benefit of $18.7 million within our provision of income taxes at such time.
On July 27, 2015, the Tax Court issued an opinion (Altera Corp. et al. v. Commissioner) regarding the treatment of stock-based compensation expense
in intercompany cost-sharing arrangements. However, the U.S. Treasury has not withdrawn the requirement to include stock-based compensation from its
regulations. Also, there is uncertainty related to the Internal Revenue Service (“IRS”) response to the Tax Court opinion, the final resolution of this issue, and
the potential favorable benefits to us. As such, no impact has been recorded in the three and nine months ended January 1, 2017. We will continue to monitor
developments related to this opinion and the potential impact of those developments on our current and prior fiscal years.
We do not provide for federal income taxes on undistributed earnings of our foreign subsidiaries because it is our intent to reinvest earnings
indefinitely offshore.
35

Table of Contents

We are currently under examination by the IRS for the 2011 through 2014 tax years. We may be subject to examination by the State of California for
tax years 2010 and forward. We are subject to routine examination for tax years 2008 and forward in various foreign tax jurisdictions in which we operate.
We are engaged in discussions and negotiations with the IRS regarding tax matters in the tax years 2011 through 2014. The balance of the gross
unrecognized tax benefits may decrease within the next twelve months due to lapses of applicable statutes of limitations and the completion of tax review
cycles in various tax jurisdictions.
We are pursuing all reasonable administrative remedies relative to these matters. We believe that we have adequately provided for any reasonably
foreseeable outcomes related to these proposed adjustments and the ultimate resolution of these matters is unlikely to have a material effect on our
consolidated financial condition or results of operations; however, there is still a possibility that an adverse outcome of these matters could have a material
effect on our consolidated financial condition and results of operations.
Critical accounting policies and estimates
Our condensed consolidated financial statements and the related notes included elsewhere in this Quarterly Report on Form 10-Q are prepared in
accordance with accounting principles generally accepted in the United States. The preparation of these condensed consolidated financial statements
requires us to make estimates and assumptions that affect the reported amounts of assets, liabilities, net revenue, costs, and expenses, and any related
disclosures. We base our estimates on historical experience and on various other assumptions that we believe to be reasonable under the circumstances.
Changes in accounting estimates are reasonably likely to occur from period to period. Accordingly, actual results could differ significantly from the estimates
made by our management. We evaluate our estimates and assumptions on an ongoing basis. To the extent that there are material differences between these
estimates and our actual results, our future financial statement presentation, financial condition, results of operations and cash flows will be affected.
We believe that the assumptions and estimates associated with income taxes, inventory valuation, stock-based compensation, loss contingencies,
warranty reserves, goodwill, valuation of acquired assets, and valuation of Notes, including the related convertible notes hedges and warrants, have the
greatest potential impact on our condensed consolidated financial statements. Therefore, we consider these to be our critical accounting policies and
estimates.
There have been no material changes to our critical accounting policies and estimates as compared to the critical accounting policies and estimates
described in our Annual Report on Form 10-K filed with the SEC on May 25, 2016.
Liquidity and capital resources
As of January 1, 2017, we had $276.9 million of cash, cash equivalents and investments. We believe our current cash, cash equivalents and investments
will be sufficient to satisfy our liquidity requirements for the next 12 months. Our liquidity may be negatively impacted as a result of a decline in sales of our
products due to a decline in our end markets, decreases in sales of our customers’ products in the market, or the adoption of competitors’ products by our
customers or end users. Additionally, $19.6 million of our $30.7 million in our cash and cash equivalents was held by our foreign subsidiaries as of January 1,
2017. If these funds are needed for our operations in the United States, we would be required to accrue and pay U.S. taxes to repatriate these funds. However,
our intent is to indefinitely reinvest these funds outside of the United States, and our current plans do not demonstrate a need to repatriate them to fund our
U.S. operations. The Merger Agreement dated as of December 21, 2016 did not constitute a specified corporate event or a fundamental change which may
require us to redeem the Notes; however, the consummation of the Merger will constitute a fundamental change and a “Make-Whole Fundamental Change”
under the indenture dated as of November 13, 2013 by and between us and Wells Fargo Bank, National Association, as trustee (the “Indenture”). Following
the consummation of the Merger, we expect TDK Corporation to cause it to, as required by the terms of the Indenture, launch a tender offer to purchase the
Notes at their principal amount plus accrued and unpaid interest (the “Repurchase Right”). In connection with the Merger, holders of the Notes also have the
right, in lieu of the Repurchase Right, to convert each one thousand dollar principal amount of their Notes for cash at the then-applicable conversion rate
under the Indenture pursuant to the terms of a supplemental indenture, however this would result in holders receiving less cash for their Notes than if they had
instead exercised the Repurchase Right.
Our primary uses of cash are to fund operating expenses, purchases of inventory, the acquisition of property and equipment and to pursue strategic
investments or acquisitions if opportunities arise. Cash used to fund operating expenses excludes the impact of non-cash items such as depreciation,
amortization and stock-based compensation and is impacted by the timing of when we pay these expenses as reflected in the change in our outstanding
accounts payable and accrued expenses.
Our primary sources of cash are cash receipts on accounts receivable from shipment of our products to customers and distributors. Aside from the
growth in amounts billed to our customers, net cash collections of accounts receivable are impacted by the efficiency of our cash collections process, which
can vary from period to period depending on the payment cycles of our major customers and distributors.
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The change in cash and cash equivalents for the nine months ended January 1, 2017 and December 27, 2015 was as follows:
Nine Months Ended
January 1,
December 27,
2017
2015
(in thousands)

Net cash provided by operating activities
Net cash used in investing activities
Net cash provided by financing activities
Net decrease in cash and cash equivalents

$

6,581
(20,619)
3,568
$ (10,470)

$

86,022
(130,594)
2,812
$ (41,760)

Net cash provided by operating activities
Net cash provided by operating activities for the nine months ended January 1, 2017 of $6.6 million was primarily due to non-cash expenses of
$50.4 million and a change in operating assets and liabilities of $5.4 million offset partially by a net loss of $49.2 million. The non-cash expense of
$50.4 million consisted primarily of stock-based compensation of $25.3 million, depreciation and amortization of $17.8 million and non-cash interest
expense of $6.5 million. The changes in our net operating assets and liabilities of $5.4 million were primarily comprised of a decrease of $29.4 million in
inventories and $2.1 million in prepaid expenses and other assets, partially offset by a net decrease of $25.7 million in accounts payable and accrued
liabilities primarily due to timing of inventory purchases and price discounts to a customer in the nine months ended December 27, 2015.
Net cash provided by operating activities for the nine months ended December 27, 2015 of $86.0 million was primarily due to non-cash expenses of
$43.6 million, a change in operating assets and liabilities of $40.6 million and net income of $1.7 million. The non-cash expenses of $43.6 million consisted
primarily of stock-based compensation of $25.9 million, depreciation and amortization of $16.3 million, non-cash interest expense of $6.0 million, deferred
income tax assets of $1.6 million, partially offset by contingent consideration adjustment of $5.3 million and tax effect of employee benefit plan of
$0.9 million. The changes in our net operating assets and liabilities of $40.6 million were primarily comprised of a net increase of $24.8 million in accounts
payable and accrued liabilities mainly due to price discounts to a customer, a decrease of $13.4 million in inventories and a decrease of $2.2 million in
prepaid and other current assets.
Net cash used in investing activities
Net cash used in investing activities for the nine months ended January 1, 2017 of $20.6 million primarily reflected the purchase of available-for-sale
investments of $238.0 million, the acquisition of the pressure sensor business from Sensirion Holding AG for $9.8 million and the purchase of property and
equipment of $6.7 million, partially offset by the sale and maturity of available-for-sale investments of $235.0 million.
Net cash used in investing activities in the nine months ended December 27, 2015 of $130.6 million primarily reflected the purchase of
available-for-sale investments of $239.3 million and the purchase of property and equipment of $6.2 million, partially offset by the sale and maturity of
available-for-sale investments of $114.9 million.
Cash provided by financing activities
Net cash provided by financing activities for the nine months ended January 1, 2017 of $3.6 million resulted primarily from proceeds from the issuance
of common stock.
Net cash provided by financing activities in the nine months ended December 27, 2015 of $2.8 million resulted primarily from proceeds from the
issuance of common stock of $4.7 million partially offset by certain payments of contingent consideration related to the TPI acquisition of $1.9 million.
Off-Balance-Sheet Arrangements
As part of our ongoing business, we do not participate in transactions that generate relationships with unconsolidated entities of financial partnerships,
such as entities often referred to as structured finance or special purpose entities (“SPE”) which would have been established for the purpose of facilitating
off-balance sheet arrangements or other contractually narrow or limited purposes. As of January 1, 2017, we were not involved in any unconsolidated SPE
transactions.
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Warranties and Indemnification
In connection with the sale of our products in the ordinary course of business, we often make representations affirming, among other things, that our
products do not infringe on the intellectual property rights of others, and agree to indemnify customers against third-party claims for such infringement.
Further, our certificate of incorporation and bylaws require us to indemnify our officers and directors against any action that may arise out of their services in
that capacity. We have not been subject to any material liabilities under such provisions and therefore believe that our exposure for these indemnification
obligations is minimal. Accordingly, we have no liabilities recorded for these indemnity agreements as of January 1, 2017.
Contractual Obligations
The following table summarizes our outstanding contractual obligations as of January 1, 2017:

Total

Convertible senior note obligations
Interest on convertible senior note obligations
Operating lease obligations
Purchase obligations
Total contractual obligations

$175,000
5,595
21,586
14,377
$216,558

Payments Due by Period
Less Than
1-3
3-5
1 Year
Years
Years
(in thousands)

More Than
5 Years

$

$

—

$

34
—
34

—
3,054
6,144
14,377
$ 23,575

$175,000
2,541
12,862
—
$190,403

$ —
—
2,546
—
$2,546

Convertible senior note obligations and interest on convertible senior note obligations relate to the Notes issued in November 2013. See Note 5 to the
Condensed Consolidated Financial Statements included in this Quarterly Report on Form 10-Q for a description of the Notes. Operating leases consist of
contractual obligations from agreements for non-cancelable office space, net of future minimum lease income. Minimum sublease income from third parties
was approximately $0.4 million and $1.2 million for the three and nine months ended January 1, 2017. Minimum sublease income from third parties was
approximately $0.4 million and $1.1 million for the three and nine months ended December 27, 2015. In the event of the failure of a third party to comply
with its obligations under the subleases, we remain contractually obligated, as primary lessee, under the lease.
Purchase obligations consist of the minimum purchase commitments made to contract manufacturers.
Included in our gross unrecognized tax benefits balance of $35.0 million at January 1, 2017 are $18.7 million of tax positions which would affect
income tax expense if recognized. As of January 1, 2017, approximately $16.3 million of unrecognized tax benefits, including $13.0 million in federal and
$3.3 million in states, would be offset by a change in valuation allowance. Due to the high degree of uncertainty regarding the settlement of these liabilities,
we are unable to estimate the year in which the future cash flows may occur. As a result, these amounts are not included in the table above.
Recent Accounting Pronouncements
The information set forth under Note 1 – Organization and summary of significant accounting policies, in the Notes to Condensed Consolidated
Financial Statements, included in Part I, Item 1 of this Quarterly Report on Form 10-Q, is hereby incorporated by reference herein.
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
For quantitative and qualitative disclosures about market risk affecting us, see “Quantitative and Qualitative Disclosures About Market Risk” in
Item 7A of Part II of our Annual Report on Form 10-K for the fiscal year ended April 3, 2016. Our exposure to market risk has not changed materially since
April 3, 2016.
ITEM 4.CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures
Our management, with the participation of our principal executive officer and principal financial officer, has evaluated the effectiveness of our
disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange
Act”)), as of the end of the period covered by this Quarterly Report on Form 10-Q. Based on such evaluation, our principal executive officer and principal
financial officer have concluded that as of such date, our disclosure controls and procedures were effective.
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Changes in Internal Control
There were no changes in our internal control over financial reporting identified in management’s evaluation pursuant to Rules 13a-15(d) or 15d-15(d)
of the Exchange Act during the period covered by this Quarterly Report on Form 10-Q that materially affected, or are reasonably likely to materially affect,
our internal control over financial reporting.
Inherent Limitations of Internal Controls
Our management, including our Chief Executive Officer and Chief Financial Officer, does not expect that our disclosure controls and procedures or our
internal controls will prevent or detect all errors and all fraud. A control system, no matter how well designed and operated, can provide only reasonable, not
absolute, assurance that the objectives of the control system are met. Because of the inherent limitations in all control systems, no evaluation of controls can
provide absolute assurance that all control issues and instances of fraud, if any, within the Company have been detected. These inherent limitations include
the realities that judgments in decision-making can be faulty, and that breakdowns can occur because of a simple error or mistake. Additionally, controls can
be circumvented by the individual acts of some persons, by collusion of two or more people, or by management override of the control. The design of any
system of controls also is based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will
succeed in achieving its stated goals under all potential future conditions. Over time, controls may become inadequate because of changes in conditions, or
the degree of compliance with the policies or procedures may deteriorate. Because of the inherent limitations in a cost-effective control system, misstatements
due to error or fraud may occur and not be detected.
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PART II. OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
The information required by this Item 1 of Part II is set forth under Note 4 – Commitments and Contingencies – of the Notes to Condensed
Consolidated Financial Statements, included in Part I, Item 1 of this Quarterly Report on Form 10-Q, and is hereby incorporated by reference herein.
ITEM 1A. RISK FACTORS
In addition to the cautionary information included in this Quarterly Report on Form 10-Q, you should carefully consider the factors discussed in “Item
1A. Risk Factors” in our 2016 Annual Report on Form 10-K, filed with the SEC on May 25, 2016, which could materially adversely affect our business,
financial condition, and/or results of operations. The following risk factor also could also affect our financial condition and results of operations.
Our proposed acquisition by TDK Corporation is subject to a number of conditions beyond our control. Failure to complete the acquisition could
materially and adversely affect our future business, results of operations, financial condition and stock price.
We entered into the Merger Agreement with TDK Corporation and Merger Sub, providing for the merger of Merger Sub with and into our company,
with InvenSense surviving the Merger as a wholly-owned subsidiary of TDK Corporation. The consummation of the Merger is conditioned on the receipt of
the approval of our stockholders, as well as the satisfaction of other customary closing conditions, including domestic and foreign regulatory approvals and
performance in all material respects by each party of its obligations under the Merger Agreement.
We cannot predict whether and when the conditions will be satisfied. If one or more of these conditions is not satisfied, and as a result, we do not
complete the Merger, or in the event the proposed Merger is not completed or is delayed for any other reason, our business, results of operations, financial
condition and stock price may be harmed because:
•

management’s and our employees’ attention may be diverted from our day-to-day operations as they focus on matters related to preparing for
integration of our operations with those of TDK Corporation;

•

we could potentially lose key employees if such employees experience uncertainty about their future roles with us and decide to pursue other
opportunities in light of the proposed Merger and we may have difficulty hiring and retaining new employees;

•

we could potentially lose customers or vendors, and new customer or vendor contracts could be delayed or decreased;

•

we have agreed to restrictions in the Merger Agreement that limit how we conduct our business prior to the consummation of the Merger, including,
among other things, restrictions on our ability to make certain capital expenditures, investments and acquisitions, sell, transfer or dispose of our assets,
enter into material contracts outside of the ordinary course of business, amend our organizational documents and incur indebtedness; these restrictions
may not be in our best interests as an independent company and may disrupt or otherwise adversely affect our business and our relationships with our
customers, prevent us from pursuing otherwise attractive business opportunities, limit our ability to respond effectively to competitive pressures,
industry developments and future opportunities, and otherwise harm our business, financial results and operations;

•

we have incurred and expect to continue to incur expenses related to the Merger, such as legal, financial advisory and accounting fees, and other
expenses that are payable by us whether or not the proposed Merger is completed;

•

we may be required to pay a termination fee of $46.7 million to TDK Corporation if the Merger Agreement is terminated under certain circumstances,
which would negatively affect our financial results and liquidity;

•

activities related to the Merger and related uncertainties may lead to a loss of revenues and market position that we may not be able to regain if the
proposed Merger does not occur; and

•

the failure to, or delays in, consummating the Merger may result in a negative impression of us with customers, potential customers or the investment
community.
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The occurrence of these or other events individually or in combination could have a material adverse effect on our business, results of operations,
financial condition and stock price.
In addition, our stock price may fluctuate significantly based on announcements by us, TDK Corporation or other third parties regarding the proposed
Merger.
The Merger Agreement contains provisions that could discourage a potential competing acquiror.
The Merger Agreement contains “no solicitation” provisions that restrict our ability to solicit, initiate, or knowingly encourage, facilitate or induce
third party proposals for the acquisition of our common stock or to pursue an unsolicited offer, subject to certain limited exceptions. In addition, TDK
Corporation has an opportunity to modify the terms of the Merger in response to any competing acquisition proposals before our Board of Directors may
withdraw or change its recommendation with respect to the Merger. Upon the termination of the Merger Agreement to pursue an alternative transaction,
including in connection with a “superior proposal”, we will be required to pay $46.7 million as a termination fee. These provisions could discourage a
potential third-party acquiror from considering or proposing an acquisition transaction, even if it were prepared to pay a higher per share price than what
would be received in the Merger. These provisions might also result in a potential third-party acquiror proposing to pay a lower price per share to our
stockholders than it might otherwise have proposed to pay because of the added expense of the termination fee that may become payable. If the Merger
Agreement is terminated and we determine to seek another business combination, we may not be able to negotiate a transaction with another party on terms
comparable to, or better than, the terms of the Merger.
Our executive officers and directors have interests in the Merger that may be different from, or in addition to, the interests of our stockholders generally.
Our executive officers and members of our Board may be deemed to have interests in the Merger that may be different from or in addition to those of
our stockholders, generally. These interests may create potential conflicts of interest. Our Board was aware of these potentially differing interests and
considered them, among other matters, in evaluating and negotiating the Merger Agreement and in reaching its decision to approve the Merger Agreement
and the transactions thereunder. These interests relate to or arise from, among other things:
•

the consideration payable to certain of our executive officers pursuant to retention agreements entered into in connection with the proposed
Merger;

•

the consideration to be received in respect of equity awards held by our executive officers and directors;

•

the acceleration of vesting of equity awards held by our executive officers and directors in connection with the completion of the Merger; and

•

the right to continued indemnification and insurance coverage for our executive officers and directors following the completion of the Merger.

We will incur significant costs in connection with the Merger, whether or not it is consummated.
We will incur substantial expenses related to the Merger, whether or not it is completed. We recorded transaction-related costs of $3.0 million in the
third quarter ended January 1, 2017, and we anticipate incurring additional costs and expenses until completion of the Merger. In addition, we will incur
additional financial advisory fees that are payable upon consummation of the Merger. Finally, we may also be required to pay $46.7 million to TDK
Corporation if we terminate the Merger Agreement in certain circumstances. Payment of these expenses by us as a standalone entity would adversely affect
our operating results and financial condition and would likely adversely affect our stock price.
ITEM 5. OTHER INFORMATION
On January 27, 2017, the Compensation Committee of the Board of Directors approved a form of Restricted Stock Unit Agreement governing the terms
of awards of restricted stock units under the InvenSense, Inc. 2011 Stock Incentive Plan. A copy of the form of agreement is filed as Exhibit 10.1 to this
Quarterly Report on Form 10-Q and the description of the terms of such agreement is qualified in its entirety by reference to such exhibit.
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ITEM 6. EXHIBITS
The information required by this Item 6 of Part II is set forth in the Exhibit Index immediately following the signature page of this Quarterly
Report on Form 10-Q, and is hereby incorporated by reference herein.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.
Dated: February 2, 2017

INVENSENSE, INC.
By: /s/ Mark P. Dentinger
Mark P. Dentinger
Chief Financial Officer (Principal Financial Officer and Accounting
Officer)
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INDEX TO EXHIBITS
Exhibit
Number

2.1

Description

Agreement and Plan of Merger among InvenSense, Inc., a Delaware corporation, TDK Corporation, a company organized under the laws of
Japan, and TDK Sensor Solutions Corporation, a Delaware corporation and a wholly owned subsidiary of TDK Corporation, dated as of
December 21, 2016 (incorporated by reference to Exhibit 2.1 to the Registrant’s Current Report on Form 8-K filed with the Securities and
Exchange Commission on December 21, 2016).*

10.1 †

Form of Restricted Stock Unit Agreement under the InvenSense, Inc. 2011 Stock Incentive Plan.

10.2 †

Letter Agreement between InvenSense, Inc. and Behrooz Abdi dated December 20, 2016.

10.3 †

Letter Agreement between InvenSense, Inc. and Daniel Goehl dated December 20, 2016.

10.4 †

Letter Agreement between InvenSense, Inc. and Mozafar Maghsuodnia dated December 20, 2016.

31.1

Certification of Principal Executive Officer Required Under Rule 13a-14(a) and 15d-14(a) of the Securities Exchange Act of 1934, as amended.

31.2

Certification of Principal Financial Officer Required Under Rule 13a-14(a) and 15d-14(a) of the Securities Exchange Act of 1934, as amended.

32.1**

Certification of Principal Executive Officer and Principal Financial Officer Required Under Rule 13a-14(b) of the Securities Exchange Act of
1934, as amended, and 18 U.S.C. §1350.

101

Interactive Data Files Pursuant to Rule 405 of Regulation S-T: (i) Condensed Consolidated Balance Sheets as of January 1, 2017 and April 3,
2016, (ii) Condensed Consolidated Statements of Operations for the three and nine months ended January 1, 2017 and December 27, 2015 (iii)
Condensed Consolidated Statements of Comprehensive loss for three and nine months ended January 1, 2017 and December 27, 2015 (iv)
Condensed Consolidated Statements of Cash Flows for the nine months ended January 1, 2017 and December 27, 2015, and (v) Notes to
Condensed Consolidated Financial Statements.

†
*
**

Indicates a management contract or compensatory plan or arrangement.
Certain schedules and exhibits to the Agreement and Plan of Merger have been have been omitted pursuant to Item 601(b)(2) of Regulation S-K. The
registrant agrees to furnish a supplemental copy of any omitted schedule to the Securities and Exchange Commission upon request.
In accordance with Item 601(b)(32)(ii) of Regulation S-K and SEC Release No. 34-47986, the certifications furnished in Exhibit 32.1 hereto are
deemed to accompany this Form 10-Q and will not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934 (the
“Exchange Act”). Such certifications will not be deemed to be incorporated by reference into any filing under the Securities Act of 1933 or the
Exchange Act, except to the extent that the registrant specifically incorporates it by reference.

Exhibit 10.1
INVENSENSE, INC. 2011 STOCK INCENTIVE PLAN
RESTRICTED STOCK UNIT AWARD AGREEMENT
1. Grant of RSUs. InvenSense, Inc., a Delaware corporation (the “Company”), hereby grants to the Grantee (the “Grantee”) named in the Notice of
Restricted Stock Unit Award (the “Notice”), the restricted stock units (“RSUs”) in that Total Number of Shares of Common Stock subject to the RSUs (the
“Shares”) set forth in the Notice, subject to the terms and provisions of the Notice, this Restricted Stock Unit Award Agreement (the “RSU Agreement”) and
the Company’s 2011 Stock Incentive Plan, as amended from time to time (the “Plan”), which are incorporated herein by reference. Unless otherwise defined
herein, the terms defined in the Plan shall have the same defined meanings in this RSU Agreement.
2. Payment for RSUs. No cash payment is required for the RSUs you receive. You are receiving the RSUs in consideration for Continuous Service
rendered by you.
3. Vesting. The RSUs that you are receiving will vest in installments, as shown in the Notice. No additional RSUs vest after your Continuous Service as
an Employee or a Consultant has terminated for any reason. For purposes of this stock unit, Continuous Service shall terminate if and when you cease to
provide Continuous Service, notwithstanding that you may be subject to a period of notice or garden leave protection that arises under statute, contract or at
common law in the jurisdiction in which you reside or under the terms of an employment agreement, if any. The Administrator determines when your
Continuous Service terminates for this purpose and all purposes under the Plan and its determinations are conclusive and binding on all persons.
4. Forfeiture. If your Continuous Service terminates for any reason, your Award expires immediately as to the number of RSUs that have not vested
before the termination date and do not vest as a result of termination. This means that the unvested RSUs will immediately be cancelled. You receive no
payment for RSUs that are forfeited.
5. Leaves of Absence. For purposes of this Award, your Continuous Service does not terminate when you go on a military leave, a sick leave or another
bona fide leave of absence, if the leave of absence was approved by the Company in writing and if continued crediting of Continuous Service is required by
the terms of the leave. But your Continuous Service will terminate when the approved leave ends, unless you immediately return to work. If you go on a leave
of absence, the vesting schedule specified in the Notice may be adjusted in accordance with the Company’s leave of absence policy or the terms of your
leave. If you commence working on a part-time basis, the vesting schedule specified in the Notice may be adjusted in accordance with the Company’s parttime work policy or the terms of an agreement between you and the Company pertaining to your part-time schedule.
6. Nature of RSUs. Your RSUs are mere bookkeeping entries. They represent only the Company’s unfunded and unsecured promise to issue Shares on a
future date. As a holder of RSUs, you have no rights other than the rights of a general creditor of the Company. Your RSUs carry neither voting rights nor
rights to dividends. You, or your estate or heirs, have no rights as a stockholder of the Company unless and until your RSUs are settled by issuing Shares. No
adjustments will be made for dividends or other rights if the applicable record date occurs before
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your Shares are issued, except as described in the Plan.
7. RSUs Nontransferable. You may not sell, transfer, assign, pledge or otherwise dispose of any RSUs. For instance, you may not use your RSUs as
security for a loan. If you attempt to do any of these things, your RSUs will immediately become invalid.
8. Settlement of RSUs. Each of your vested RSUs will be settled when it vests. At the time of settlement, you will receive one Share for each vested
Restricted Stock Unit; provided, however, that no fractional Shares will be issued or delivered pursuant to the Plan or this Agreement, and the Administrator
will determine whether cash will be paid in lieu of any fractional Share or whether such fractional Share and any rights thereto will be canceled, terminated or
otherwise eliminated. In addition, the Shares are issued to you subject to the condition that the issuance of the Shares not violate any law or regulation
concerning Share issuance. Further, the Shares are issued to you subject to the condition that all Tax-Related Items (as defined in the Responsibility for Taxes
Section below) are paid.
9. Adjustments. In the event of a stock split, a stock dividend or a similar change in Company Shares, the number of RSUs covered by this Award shall
be adjusted pursuant to the Plan.
10. Responsibility for Taxes. You acknowledge that, regardless of any action taken by the Company or, if different, the Related Entity retaining you,
the ultimate liability for all income tax, social insurance, payroll tax, fringe benefits tax, payment on account or other tax related items related to your
participation in the Plan and legally applicable to you (“Tax-Related Items”), is and remains your responsibility and may exceed the amount actually
withheld by the Company or the Related Entity. You further acknowledge that the Company and/or the Related Entity (i) make no representations or
undertakings regarding the treatment of any Tax-Related Items in connection with any aspect of the RSUs, including, but not limited to, the grant, vesting or
settlement of the Restricted Stock Unit, the subsequent sale of Shares acquired pursuant to such issuance and the receipt of any dividends; and (ii) do not
commit to and are under no obligation to structure the terms of the grant or any aspect of the RSUs to reduce or eliminate your liability for Tax-Related Items
or achieve any particular tax result. Further, if you are subject to Tax-Related Items in more than one jurisdiction between the Date of Grant and the date of
any relevant taxable or tax withholding event, as applicable, you acknowledge that the Company and/or the Related Entity may be required to withhold or
account for Tax-Related Items in more than one jurisdiction.
Prior to the relevant taxable or tax withholding event, as applicable, you agree to make adequate arrangements satisfactory to the Company and/or the
Related Entity to satisfy all Tax-Related Items. In this regard, you authorize the Company and/or the Related Entity, or their respective agents, at their
discretion, to satisfy the obligations with regard to all Tax-Related Items by one or a combination of the following:
(a) withholding from your wages or other cash compensation paid to you by the Company and/or the Related Entity;
(b) withholding from proceeds of the sale of Shares acquired upon settlement
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of the RSUs either through a voluntary sale or through a mandatory sale arranged by the Company (on your behalf pursuant to this authorization)
without further consent; or
(c) withholding in Shares to be issued upon settlement of the RSUs.
Depending on the withholding method, the Company may withhold or account for Tax-Related Items by considering applicable minimum statutory
withholding amounts or other applicable withholding rates, including maximum applicable rates, in which case you will receive a refund of any overwithheld amount in cash and will have no entitlement to the common stock equivalent. If the obligation for Tax-Related Items is satisfied by withholding in
Shares, for tax purposes, you are deemed to have been issued the full number of Shares subject to the vested Restricted Stock Unit, notwithstanding that a
number of the Shares are held back solely for the purpose of paying the Tax-Related Items.
Finally, you agree to pay to the Company or the Related Entity any amount of Tax-Related Items that it may be required to withhold or account for as a
result of your participation in the Plan that cannot be satisfied by the means previously described. The Company may refuse to issue or deliver the Shares or
the proceeds of the sale of Shares, if you fail to comply with your obligations in connection with the Tax-Related Items. Notwithstanding the above, if you
are classified as an Officer, you shall be restricted to alternative (3) above for purposes of satisfying all Tax-Related Items, unless this withholding method is
not permissible under the applicable laws of the country in which you reside, or the Company has authorized an alternative method for the relative taxable
event.
11. Data Privacy. You hereby explicitly and unambiguously consent to the collection, use and transfer, in electronic or other form, of your personal
data as described in this Agreement and any other Restricted Stock Unit grant materials by and among, as applicable, the Company, the Related Entity
retaining your Continuous Services or any other Related Entities for the exclusive purpose of implementing, administering and managing your participation
in the Plan. You understand that the Company and the Related Entity retaining your Continuous Services may hold certain personal information about you,
including, but not limited to, your name, home address and telephone number, date of birth, social insurance number or other identification number, salary,
nationality, job title, any shares of stock or directorships held in the Company, details of all RSUs or any other entitlement to shares of stock awarded,
canceled, exercised, vested, unvested or outstanding in your favor, for the exclusive purpose of implementing, administering and managing the Plan (“Data”).
You understand that Data will be transferred to the stock plan service provider selected by the Company, which is assisting the Company with the
implementation, administration and management of the Plan.
You understand that the recipients of the Data may be located in the United States or elsewhere, and that the recipient’s country (e.g., the United States)
may have different data privacy laws and protections than your country. You understand that if you reside outside the United States, you may request a list
with the names and addresses of any potential recipients of the Data by contacting your local human resources representative. You authorize the Company,
the stock plan service provider and any other possible recipients which may assist the Company (presently or in the future) with implementing, administering
and managing the Plan to receive, possess, use, retain and transfer the Data, in electronic or other form, for the sole purposes of
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implementing, administering and managing your participation in the Plan. You understand that Data will be held only as long as is necessary to implement,
administer and manage your participation in the Plan. You understand that if you reside outside the United States, you may, at any time, view Data, request
additional information about the storage and processing of Data, require any necessary amendments to Data or refuse or withdraw the consents herein, in any
case without cost, by contacting in writing your local human resources representative. Further, you understand that you are providing the consents herein on
a purely voluntary basis. If you do not consent, or if you later seek to revoke your consent, your Continuous Service relationship and career with the Related
Entity will not be adversely affected; the only adverse consequence of refusing or withdrawing your consent is that the Company would not be able to grant
you RSUs or other equity awards or administer or maintain such awards. Therefore, you understand that refusing or withdrawing your consent may affect your
ability to participate in the Plan. For more information on the consequences of your refusal to consent or withdrawal of consent, you understand that you may
contact your local human resources representative.
12. Restrictions on Resale. You agree not to sell any Shares at a time when applicable securities laws, the Company policies or an agreement between
the Company and its underwriters prohibit a sale. This restriction will apply as long as your active Continuous Service continues and for such period of time
after the termination of your active Continuous Service as the Company may specify. You acknowledge that, depending on your country, you may be subject
to insider trading restrictions and/or market abuse laws, which may affect your ability to acquire or sell Shares or rights to Shares under the Plan during such
times as you are considered to have “inside information” regarding the Company (as defined by the laws in your country). Any restrictions under these laws
or regulations are separate from and in addition to any restrictions that may be imposed under any applicable Company insider trading policy. You
acknowledge that it is your responsibility to comply with any applicable restrictions, and you are advised to speak to your personal advisor on this matter.
13. Administration and Interpretation. Any question or dispute regarding the administration or interpretation of the Notice, the Plan or this RSU
Agreement shall be submitted by the Grantee or by the Company to the Administrator. The resolution of such question or dispute by the Administrator shall
be final and binding on all persons.
14. Venue and Waiver of Jury Trial. The Company and the Grantee agree that any suit, action, or proceeding arising out of or relating to the Notice, the
Plan or this RSU Agreement shall be brought in the United States District Court for the Central District of California (or should such court lack jurisdiction to
hear such action, suit or proceeding, in a California state court in the County of Santa Clara) and that the parties shall submit to the jurisdiction of such court.
The parties irrevocably waive, to the fullest extent permitted by law, any objection the party may have to the laying of venue for any such suit, action or
proceeding brought in such court. THE PARTIES ALSO EXPRESSLY WAIVE ANY RIGHT THEY HAVE OR MAY HAVE TO A JURY TRIAL OF ANY
SUCH SUIT, ACTION OR PROCEEDING. If any one or more provisions of this Section 14 shall for any reason be held invalid or unenforceable, it is the
specific intent of the parties that such provisions shall be modified to the minimum extent necessary to make it or its application valid and enforceable.
15. Notices. Any notice required or permitted hereunder shall be given in writing and
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shall be deemed effectively given upon personal delivery, upon deposit for delivery by an internationally recognized express mail courier service or upon
deposit in the United States mail by certified mail (if the parties are within the United States), with postage and fees prepaid, addressed to the other party at its
address as shown in these instruments, or to such other address as such party may designate in writing from time to time to the other party.
END OF AGREEMENT
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Exhibit 10.2
December 20, 2016
PERSONAL AND CONFIDENTIAL
Behrooz Abdi
[Personal Address]
Dear Behrooz:
InvenSense, Inc. (the “Company”) has approved the payment of a bonus (a “Retention Bonus”) to you. This letter agreement sets forth the terms
and conditions of your Retention Bonus, including the requirements that you must meet in order to receive your Retention Bonus. This letter agreement also
describes certain other compensation arrangements.
1. Eligibility. You will be entitled to receive your Retention Bonus if (a)(i) you remain an employee of the Company until the later of (A) the date on
which the transactions contemplated by that certain Agreement and Plan of Merger, dated as of December 21, 2016, among the Company, TDK Corporation
and TDK Sensor Solutions Corporation (the “Merger Agreement”) are consummated and (B) the first anniversary of the date on which the Merger Agreement
is fully executed (such later date, the “Vesting Date”), or (ii) your employment with the Company terminates prior to the Vesting Date as a result of a
termination by the Company without Cause (as defined below) or your death or your permanent disability (as defined in Section 409A(a)(2)(C) of the Internal
Revenue Code of 1986, as amended) (such date of termination, the “Termination Date”) and (b) on the first to occur of Vesting Date or Termination Date, as
applicable, you or your estate execute (and do not revoke within the revocation period) the release in the form attached hereto as Exhibit A to this letter
agreement (with such modifications thereto as the Company deems necessary to reflect any changes in the law). If your employment with the Company
terminates as a result of your voluntary termination or a termination by the Company for Cause prior to the Vesting Date, or if you or your estate do not
execute (or you or your estate revoke) the release, you will not be entitled to receive a Retention Bonus under this letter agreement. Notwithstanding the
foregoing, if the Merger Agreement terminates for any reason, this letter agreement will immediately terminate and you will not be entitled to a Retention
Bonus.
For purposes of this letter agreement, “Cause” shall mean (x) your gross negligence or willful misconduct in the performance of any material act
or refusal to perform any material act in the performance of your duties to the Company that is to the detriment of the Company (or any parent, subsidiary or
successor of the Company), with such gross negligence or willful misconduct or refusal to perform not remedied within thirty (30) days after written notice
from the Company, which written notice shall state that failure to remedy such gross negligence or willful misconduct or refusal to perform may result in
termination for Cause; (y) your material breach of a material provision of any agreement with the Company (or any parent, subsidiary or successor of the
Company) which, if capable of being cured, is not cured within thirty (30) days after written notice from the Company, which written notice shall state that
failure to cure may

result in termination for Cause; or (z) your indictment with respect to a felony crime involving dishonesty, breach of trust, or physical harm to any person
which reflects conduct or character that the Company reasonably and in good faith determines is inconsistent with continued employment.
2. Amount of Your Retention Bonus. Your Retention Bonus will be in an amount equal to $1,000,000. You acknowledge and agree that such payment
may be satisfied by any affiliate, parent or subsidiary of the Company.
3. Time of Payment. Your Retention Bonus will be paid in a lump sum in cash within fifteen (15) days following the date that the release described in
Section 1 becomes irrevocable. If, however, the period of time during which you are permitted to consider or to revoke the release described in Section 1
spans two (2) calendar years, then the Retention Bonus shall be paid in the form of a lump sum on the first payroll date that occurs in the second calendar
year.
4. Equity Award Acceleration. On the first regular payroll date of the Company following the Effective Time (as defined in the Merger Agreement), the
Company will make a lump sum cash payment to you in an amount equal to 20% of the total cash value (after conversion pursuant to Section 2.04 of the
Merger Agreement) of the unvested shares of Company Restricted Stock held by you under any Company Stock Plan (as defined in the Merger Agreement),
and you hereby acknowledge and agree that each payment that would have been made to you on the applicable vesting dates with respect to such unvested
shares of Company Restricted Stock (as described in Section 2.04 of the Merger Agreement) will be reduced by 20%.
5. Acknowledgement. In consideration of the Company entering into this letter agreement, you acknowledge and agree that neither the consummation
of the transactions contemplated by the Merger Agreement nor any changes that are made to the nature or scope of your title, duties, authorities, function,
responsibilities, reporting structure, or signing authority solely as a result of the consummation of the transactions contemplated by the Merger Agreement
will constitute “a material reduction in your authority, duties or responsibilities” pursuant to Section 5(e)(i) of the Executive Change in Control and
Severance Agreement, effective as of October 23, 2012, between you and the Company. In addition, you acknowledge and agree that effective as of the
Closing, Section 5(e)(i) of the Executive Change in Control and Severance Agreement, effective as of October 23, 2012, between you and the Company shall
be deleted in its entirety and replaced with the following language: “a material reduction of Employee’s authority, duties or responsibilities that occurs
subsequent to the consummation of the transactions contemplated by the Agreement and Plan of Merger, dated as of December 21, 2016, among the
Company, TDK Corporation and TDK Sensor Solutions Corporation.
6. New Base Salary and Bonus. Your base salary will be increased to a rate of $420,000 per year effective as of the date hereof, and your annual target
incentive bonus opportunity for fiscal year ending March 31, 2018 (which will be in addition to your potential bonus payment described below) will be
100% of your then-current base salary.

7. Fiscal Year 2018 Performance Bonus—Revenue. You will be entitled to a lump sum cash payment in an amount up to $857,500 if (a)(i) you remain
employed through March 31, 2018 and (ii) for the Company’s fiscal year ending March 31, 2018, the Company’s revenue as reported on the Company’s
audited financial statements in accordance with historical practices and generally accepted accounting principles in the United States (“GAAP”) exceeds
$315,440,000 or (b) your employment with the Company terminates prior to March 31, 2018 as a result of a termination by the Company without Cause or
your death or your permanent disability (as defined in Section 409A(a)(2)(C) of the Internal Revenue Code of 1986, as amended). The amount of your bonus
pursuant to this Section 7 shall be equal to the product of $857,500, multiplied by a fraction, the numerator of which is the difference between the actual
revenue for fiscal year ending March 31, 2018 and $315,440,000 and the denominator of which is $78,860,000. Any payment earned pursuant to this
Section 7 will be paid in a lump sum in cash on the next regularly scheduled payroll date following the earlier of (x) receipt of the Company’s audited
financial statements for fiscal year ending March 31, 2018, but in any event by June 15, 2018 and (y) any termination of your employment described in
Section 7(b). In no event will the bonus earned pursuant to this Section 7 exceed $857,500. In the event of any termination of your employment as described
in Section 7(b), the amount of the payment under this Section 7 shall be equal to $857,500.
8. Fiscal Year 2018 Performance Bonus—Operating Profit. You will be entitled to a lump sum cash payment in an amount up to $857,500 if (a)(i) you
remain employed through March 31, 2018 and (ii) for the Company’s fiscal year ending March 31, 2018, the Company’s operating profit calculated in
accordance with the Company’s historical practices on a non-GAAP basis that excludes stock-based compensation expense and related payroll taxes,
accreting interest expense on the Company’s 1.75% convertible senior notes, amortization of acquisition-related intangible assets, business acquisition costs
and litigation-related expenses (“Operating Profit”) exceeds $29,760,000 or (b) your employment with the Company terminates prior to March 31, 2018 as a
result of a termination by the Company without Cause or your death or your permanent disability (as defined in Section 409A(a)(2)(C) of the Internal
Revenue Code of 1986, as amended). The amount of your bonus pursuant to this Section 8 shall be equal to the product of $857,500, multiplied by a
fraction, the numerator of which is the difference between the actual Operating Profit for fiscal year ending March 31, 2018 and $29,760,000 and the
denominator of which is $7,440,000. Any payment earned pursuant to this Section 8 will be paid in a lump sum in cash on the next regularly scheduled
payroll date following the earlier of (x) receipt of the Company’s audited financial statements for fiscal year ending March 31, 2018, but in any event by
June 15, 2018 and (y) any termination of your employment described in Section 8(b). In no event will the bonus earned pursuant to this Section 8 exceed
$857,500. In no event will the bonus earned pursuant to this Section 8 exceed $857,500. In the event of any termination of your employment as described in
Section 8(b), the amount of the payment under this Section 8 shall be equal to $857,500.

9. Fiscal Year 2019 Performance Bonus—Revenue. You will be entitled to a lump sum cash payment in an amount up to $857,500 if (a)(i) you remain
employed through March 31, 2019 and (ii) for the Company’s fiscal year ending March 31, 2019, the Company’s revenue as reported on the Company’s
audited financial statements in accordance with historical practices and GAAP exceeds $503,520,000 or (b) your employment with the Company terminates
prior to March 31, 2019 as a result of a termination by the Company without Cause or your death or your permanent disability (as defined in Section 409A(a)
(2)(C) of the Internal Revenue Code of 1986, as amended). The amount of your bonus pursuant to this Section 7 shall be equal to the product of $857,500,
multiplied by a fraction, the numerator of which is the difference between the actual revenue for fiscal year ending March 31, 2019 and $503,520,000 and the
denominator of which is $125,880,000. Any payment earned pursuant to this Section 9 will be paid in a lump sum in cash on the next regularly scheduled
payroll date following the earlier of (x) receipt of the Company’s audited financial statements for fiscal year ending March 31, 2019, but in any event by
June 15, 2019 and (y) any termination of your employment described in Section 9(b). In no event will the bonus earned pursuant to this Section 9 exceed
$857,500. In no event will the bonus earned pursuant to this Section 9 exceed $857,500. In the event of any termination of your employment as described in
Section 9(b), the amount of the payment under this Section 9 shall be equal to $857,500.
10. Fiscal Year 2019 Performance Bonus—Operating Profit. You will be entitled to a lump sum cash payment in an amount up to $857,500 if (a)(i) you
remain employed through March 31, 2019 and (ii) for the Company’s fiscal year ending March 31, 2019, the Company’s Operating Profit exceeds
$60,240,000 or (b) your employment with the Company terminates prior to March 31, 2019 as a result of a termination by the Company without Cause or
your death or your permanent disability (as defined in Section 409A(a)(2)(C) of the Internal Revenue Code of 1986, as amended). The amount of your bonus
pursuant to this Section 10 shall be equal to the product of $857,500, multiplied by a fraction, the numerator of which is the difference between the actual
Operating Profit for fiscal year ending March 31, 2019 and $60,240,000 and the denominator of which is $15,060,000. Any payment earned pursuant to this
Section 10 will be paid in a lump sum in cash on the next regularly scheduled payroll date following the earlier of (x) receipt of the Company’s audited
financial statements for fiscal year ending March 31, 2019, but in any event by June 15, 2019 and (y) any termination of your employment described in
Section 10(b). In no event will the bonus earned pursuant to this Section 10 exceed $857,500. In no event will the bonus earned pursuant to this Section 10
exceed $857,500. In the event of any termination of your employment as described in Section 10(b), the amount of the payment under this Section 10 shall
be equal to $857,500.
11. Tax Withholding. The Company (or its affiliate, parent or subsidiary, as applicable) shall withhold from your Retention Bonus and all other
amounts payable hereunder all federal, state, city or other taxes as may be required to be withheld pursuant to any law or governmental regulation or ruling.

12. Confidentiality. Except as required by law, you shall not disclose, publicize or discuss any of the terms or conditions of your Retention Bonus with
anyone except your spouse, if any, your attorney, financial advisor and/or tax advisor to the extent necessary for such advisor to render appropriate legal,
financial and/or tax advice. In the event you disclose any of the terms or conditions of your Retention Bonus to your spouse, attorney, financial advisor
and/or tax advisor, it shall be your duty to advise such persons of the confidential nature of the Retention Bonus and to direct them not to disclose, publicize
or discuss any of the terms or conditions of the Retention Bonus with any other person.
13. Complete Agreement. This letter agreement embodies the complete agreement and understanding between the parties with respect to the subject
matter hereof and effective as of its date supersedes and preempts any prior understandings, agreements or representations by or between the parties, written or
oral, which may have related to the subject matter hereof in any way. For the avoidance of doubt, however, the parties agree that except as expressly set forth
in Section 5 hereof, nothing in this letter agreement supersedes, preempts or amends the Executive Change in Control and Severance Agreement, effective as
of October 23, 2012, between you and the Company.
[Signatures on following page.]

Please be aware that this letter agreement does not constitute an offer or guarantee of employment with the Company or any of its affiliates or
subsidiaries. Please indicate your agreement to the terms set forth herein by executing this letter in the space provided below.
Very truly yours,
INVENSENSE, INC.
By: /s/ David Young
Name: David Young
Title: General Counsel
Accepted and Agreed:
By: /s/ Behrooz Abdi
Behrooz Abdi

Exhibit A
RELEASE
THIS RELEASE (“Release”) is dated

, 201 , by

(“Employee”) in favor of the Releasees (as defined below).

WHEREAS, pursuant to the letter agreement (the “Letter Agreement”) between Employee and InvenSense, Inc. (the “Company”), dated December ,
2016, the Company has agreed to pay Employee the Retention Bonus (as defined in the Letter Agreement), subject to the terms and conditions described in
the Letter Agreement.
WHEREAS, pursuant to the Letter Agreement, on the Vesting Date or Termination Date, as applicable (as such terms are defined in the Letter
Agreement), Employee is required to execute (and not revoke within the revocation period) this Release in order to receive the Retention Bonus.
NOW, THEREFORE, in consideration of the premises and other good and valuable consideration, the sufficiency and receipt of which are hereby
acknowledged, Employee agrees as follows:
1. Release in Full of All Claims. In exchange for a payment in an amount equal to $
, Employee, for Employee and for Employee’s agents,
attorneys, heirs, administrators, executors, assigns and other representatives, and anyone acting or claiming on his, her or their joint or several behalf, hereby
releases, waives and forever discharges the Company, including its past or present employees, officers, directors, trustees, board members, stockholders,
equityholders, agents, affiliates (including, but not limited to, TDK USA Corporation and its affiliates), parent entities, subsidiaries, heirs, administrators,
successors, assigns and other representatives, insurers and anyone acting on its or their joint or several behalf (the “Releasees”), from any and all known and
unknown claims, causes of action, demands, damages, costs, expenses, liabilities and other losses that Employee has or may have against the Company or the
other Releasees that relate to the Retention Bonus (following payment thereof) or Employee’s employment with the Company or any of its affiliates and
subsidiaries or the termination thereof. By way of example only, and without limiting the immediately preceding sentence, Employee agrees that Employee
is releasing, waiving and discharging any and all claims against the Company and the other Releasees under (a) any federal, state or local employment law or
statute, including, but not limited to, Title VII of the Civil Rights Act(s) of 1964 and 1991, the Americans with Disabilities Act (ADA), the Age
Discrimination in Employment Act (ADEA), the Older Workers Benefit Protection Act (OWBPA), the Family and Medical Leave Act (FMLA), the Worker
Adjustment and Retraining Notification Act (WARN) or the Uniformed Services Employment and Reemployment Rights Act (USERRA) and applicable state
employment law(s), including, but not limited to, the California Fair Employment and Housing Act or Government Code or Labor Code provisions or (b) any
federal, state or municipal law, statute, ordinance or common law doctrine (including, but not limited to, breach of contract, breach of the covenant of good
faith and fair dealing, breach of fiduciary duty, wrongful discharge in violation of public policy, infliction of emotional distress, negligence, invasion of
privacy, interference with contractual relationship, defamation and fraud); provided, however, that Employee specifically does not release any claims to
challenge

the validity of this Release under the ADEA or any claims that Employee cannot waive by operation of law. Notwithstanding the foregoing, this release shall
not include claims with respect to (a) salary compensation earned, (b) benefits accrued under any of the Company’s or any affiliate’s written benefit plans,
(c) expenses to be reimbursed by the Company or any affiliate to Employee, (d) any rights that Employee may have pursuant to that certain Agreement and
Plan of Merger, dated as of December 21, 2016, among the Company, TDK Corporation and TDK Sensor Solutions Corporation, [or] (e) insurance or
indemnification rights which Employee may have from the Company or any affiliate[, or (f) benefits under Employee’s [Executive] Change in Control and
Severance Agreement with the Company, dated
, 20 ].
Nothing contained herein shall be construed to prohibit Employee from filing a charge with the Equal Employment Opportunity Commission or
participating in investigations by that entity. However, Employee acknowledges that the release Employee executes herein waives Employee’s right to seek
or accept individual remedies or monetary damages in any such action or lawsuit arising from such charges or investigations, including, but not limited to,
back pay, front pay or reinstatement. Employee further agrees that if any person, organization or other entity should bring a claim against the Releasees
involving any matter covered by this Release, Employee will not accept any personal relief in any such action, including damages, attorneys’ fees, costs and
all other legal or equitable relief.
Employee further understands that nothing contained herein is intended to interfere with or discourage Employee’s good faith disclosure to any
governmental entity related to a suspected violation of the law, and nothing contained herein waives or releases Employee’s right to receive money for
disclosing such information to a government agency. Employee further understands that Employee will not be subject to retaliation by the Company for a
disclosure made pursuant to this provision.
Employee agrees that no fact, event, circumstance, evidence or transaction, which could now be asserted or which may hereafter be discovered, shall
affect in any manner the final, absolute and unconditional nature of the release set forth above. Employee acknowledges that Employee fully understands the
following provisions of Section 1542 of the California Civil Code:
A general release does not extend to claims which the creditor does not know or suspect to exist in his or her favor at the time of executing the
release, which if known by him or her must have materially affected his or her settlement with the debtor.
Employee expressly and voluntarily waives each and all claims, rights or benefits Employee has or may have under Section 1542 of the California
Civil Code to the fullest extent that Employee may lawfully waive such claims, rights and benefits in connection with this Release.
2. No Claims Filed. Employee affirms that, as of the date of execution of this Release, Employee has filed no lawsuit, charge, claim or complaint with
any governmental agency or in any court against the Company or any of the other Releasees.
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3. Assistance to Others. Employee agrees not to assist or cooperate, in any way, directly or indirectly, with any person, entity or group (other than the
Equal Employment Opportunity Commission or other governmental agency) involved in any proceeding, inquiry or investigation of any kind or nature
against or involving the Company or any of its Releasees, except as required by law, subpoena or other compulsory process.
4. ADEA/OWBPA Waiver and Acknowledgement. Insofar as this Release pertains to the release of Employee’s claims, if any, under the Age
Discrimination in Employment Act (ADEA), Employee, pursuant to and in compliance with the rights afforded Employee under the Older Workers Benefit
Protection Act (OWBPA): (a) is hereby advised to consult with an attorney before executing this Release; (b) is hereby afforded at least twenty-one (21) days
to consider this Release; (c) may rescind this Release any time within the seven (7) day period following Employee’s execution of the Release; (d) is hereby
advised that this Release shall not become effective or enforceable until the seven (7) day revocation period has expired; and (e) is hereby advised that
Employee is not waiving claims that may arise after the date on which Employee executes this Release. If this Release is revoked within the revocation
period, the Company shall have no obligation to pay the Retention Bonus. If this Release is not revoked within the revocation period, this Release will be
effective and enforceable on the date immediately following the last day of the seven (7) day revocation period.
5. Governing Law. The validity, interpretations, construction and performance of this Release shall be governed by the laws of the State of California
without giving effect to conflict of laws principles.
6. Taxes. The Company (or any affiliate thereof) shall withhold from the Retention Bonus all federal, state, city or other taxes as the Company (or any
affiliate thereof) is required to withhold pursuant to any applicable law, regulation or ruling. Notwithstanding any other provision of the Letter Agreement or
this Release, neither the Company nor any of its affiliates shall be obligated to guarantee any particular tax result for Employee with respect to any payment
provided to Employee, and Employee shall be responsible for any taxes imposed on Employee with respect to any such payment.
7. Severability. Should any provision of this Release be declared or be determined by any court to be invalid, the validity of the remaining parts, terms
or provisions shall not be affected thereby, and said invalid part, term or provision shall be deemed not to be part of this Release. The waiver of a breach of
any of the provisions of this Release shall not operate or be construed as a waiver of any other provision of this Release or a waiver of any subsequent breach
of the same provision.
8. Voluntary Execution. Employee acknowledges that Employee is executing this Release voluntarily and of Employee’s own free will and that
Employee fully understands and intends to be bound by the terms of this Release. Further, Employee acknowledges that Employee received a copy of this
Release on December , 2016 and has had an opportunity to carefully review this Release with Employee’s attorney prior to executing it or warrants that
Employee chooses not to have Employee’s attorney review this Release.
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9. No Assignment of Claims. Employee hereby represents and warrants that Employee has not previously assigned or purported to assign or transfer to
any person or entity any of the claims or causes of action herein released.
[Signature on Following Page]
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IN WITNESS WHEREOF, Employee hereby certifies that Employee has read this Release in its entirety and voluntarily executed it in the presence of
a competent witness, as of the date set forth under Employee’s signature.
EMPLOYEE

[Name]
Date
Witness
Date
[Signature Page to Release – [Form]]

Exhibit 10.3
December 20, 2016
PERSONAL AND CONFIDENTIAL
Dan Goehl
[Personal Address]
Dear Dan:
InvenSense, Inc. (the “Company”) has approved the payment of a bonus (a “Retention Bonus”) to you. This letter agreement sets forth the terms
and conditions of your Retention Bonus, including the requirements that you must meet in order to receive your Retention Bonus.
1. Eligibility. You will be entitled to receive your Retention Bonus if (a)(i) you remain an employee of the Company until the later of (A) the date on
which the transactions contemplated by that certain Agreement and Plan of Merger, dated as of December 21, 2016, among the Company, TDK Corporation
and TDK Sensor Solutions Corporation (the “Merger Agreement”) are consummated and (B) the first anniversary of the date on which the Merger Agreement
is fully executed (such later date, the “Vesting Date”), or (ii) your employment with the Company terminates prior to the Vesting Date as a result of a
termination by the Company without Cause (as defined below) or your death or your permanent disability (as defined in Section 409A(a)(2)(C) of the Internal
Revenue Code of 1986, as amended) (such date of termination, the “Termination Date”) and (b) on the first to occur of Vesting Date or Termination Date, as
applicable, you or your estate execute (and do not revoke within the revocation period) the release in the form attached hereto as Exhibit A to this letter
agreement (with such modifications thereto as the Company deems necessary to reflect any changes in the law). If your employment with the Company
terminates as a result of your voluntary termination or a termination by the Company for Cause prior to the Vesting Date, or if you or your estate do not
execute (or you or your estate revoke) the release, you will not be entitled to receive a Retention Bonus under this letter agreement. Notwithstanding the
foregoing, if the Merger Agreement terminates for any reason, this letter agreement will immediately terminate and you will not be entitled to a Retention
Bonus.
For purposes of this letter agreement, “Cause” shall mean (x) your gross negligence or willful misconduct in the performance of any material act
or refusal to perform any material act in the performance of your duties to the Company that is to the detriment of the Company (or any parent, subsidiary or
successor of the Company), with such gross negligence or willful misconduct or refusal to perform not remedied within thirty (30) days after written notice
from the Company, which written notice shall state that failure to remedy such gross negligence or willful misconduct or refusal to perform may result in
termination for Cause; (y) your material breach of a material provision of any agreement with the Company (or any parent, subsidiary or successor of the
Company) which, if capable of being cured, is not cured within thirty (30) days after written notice from the Company, which written notice shall state that
failure to cure may

result in termination for Cause; or (z) your indictment with respect to a felony crime involving dishonesty, breach of trust, or physical harm to any person
which reflects conduct or character that the Company reasonably and in good faith determines is inconsistent with continued employment.
2. Amount of Your Retention Bonus. Your Retention Bonus will be in an amount equal to $1,000,000. You acknowledge and agree that such payment
may be satisfied by any affiliate, parent or subsidiary of the Company.
3. Time of Payment. Your Retention Bonus will be paid in a lump sum in cash within fifteen (15) days following the date that the release described in
Section 1 becomes irrevocable. If, however, the period of time during which you are permitted to consider or to revoke the release described in Section 1
spans two (2) calendar years, then the Retention Bonus shall be paid in the form of a lump sum on the first payroll date that occurs in the second calendar
year.
4. Tax Withholding. The Company (or its affiliate, parent or subsidiary, as applicable) shall withhold from your Retention Bonus all federal, state, city
or other taxes as may be required to be withheld pursuant to any law or governmental regulation or ruling.
5. Equity Award Acceleration. On the first regular payroll date of the Company following the Effective Time (as defined in the Merger Agreement), the
Company will make a lump sum cash payment to you in an amount equal to 25% of the total cash value (after conversion pursuant to Section 2.04 of the
Merger Agreement) of the unvested awards held by you under any Company Stock Plan (as defined in the Merger Agreement), and you hereby acknowledge
and agree that each payment that would have been made to you on the applicable vesting dates with respect to such awards (as described in Section 2.04 of
the Merger Agreement) will be reduced by 25%.
6. Acknowledgement. In consideration of the Company entering into this letter agreement, you acknowledge and agree that neither the consummation
of the transactions contemplated by the Merger Agreement nor any changes that are made to the nature or scope of your title, duties, authorities, function,
responsibilities, reporting structure, or signing authority solely as a result of the consummation of the transactions contemplated by the Merger Agreement
will constitute “a material reduction in your authority, duties or responsibilities” pursuant to Section 5(e)(i) of the Executive Change in Control and
Severance Agreement, effective as of May 20, 2014, between you and the Company. In addition, you acknowledge and agree that effective as of the Closing,
Section 5(e)(i) of the Executive Change in Control and Severance Agreement, effective as of May 20, 2014, between you and the Company shall be deleted
in its entirety and replaced with the following language: “a material reduction of Employee’s authority, duties or responsibilities that occurs subsequent to
the consummation of the transactions contemplated by the Agreement and Plan of Merger, dated as of December 21, 2016, among the Company, TDK
Corporation and TDK Sensor Solutions Corporation.

7. Confidentiality. Except as required by law, you shall not disclose, publicize or discuss any of the terms or conditions of your Retention Bonus with
anyone except your spouse, if any, your attorney, financial advisor and/or tax advisor to the extent necessary for such advisor to render appropriate legal,
financial and/or tax advice. In the event you disclose any of the terms or conditions of your Retention Bonus to your spouse, attorney, financial advisor
and/or tax advisor, it shall be your duty to advise such persons of the confidential nature of the Retention Bonus and to direct them not to disclose, publicize
or discuss any of the terms or conditions of the Retention Bonus with any other person.
8. Complete Agreement. This letter agreement embodies the complete agreement and understanding between the parties with respect to the subject
matter hereof and effective as of its date supersedes and preempts any prior understandings, agreements or representations by or between the parties, written or
oral, which may have related to the subject matter hereof in any way. For the avoidance of doubt, however, the parties agree that except as expressly set forth
in Section 6 hereof, nothing in this letter agreement supersedes, preempts or amends the Executive Change in Control and Severance Agreement, effective as
of May 20, 2014, between you and the Company.
[Signatures on following page.]

Please be aware that this letter agreement does not constitute an offer or guarantee of employment with the Company or any of its affiliates or
subsidiaries. Please indicate your agreement to the terms set forth herein by executing this letter in the space provided below.
Very truly yours,
INVENSENSE, INC.
By: /s/ Behrooz Abdi
Name: Behrooz Abdi
Title: CEO and President
Accepted and Agreed:
By: /s/ Dan Goehl
Dan Goehl

Exhibit A
RELEASE
THIS RELEASE (“Release”) is dated

, 201 , by

(“Employee”) in favor of the Releasees (as defined below).

WHEREAS, pursuant to the letter agreement (the “Letter Agreement”) between Employee and InvenSense, Inc. (the “Company”), dated December ,
2016, the Company has agreed to pay Employee the Retention Bonus (as defined in the Letter Agreement), subject to the terms and conditions described in
the Letter Agreement.
WHEREAS, pursuant to the Letter Agreement, on the Vesting Date or Termination Date, as applicable (as such terms are defined in the Letter
Agreement), Employee is required to execute (and not revoke within the revocation period) this Release in order to receive the Retention Bonus.
NOW, THEREFORE, in consideration of the premises and other good and valuable consideration, the sufficiency and receipt of which are hereby
acknowledged, Employee agrees as follows:
1. Release in Full of All Claims. In exchange for a payment in an amount equal to $
, Employee, for Employee and for Employee’s agents,
attorneys, heirs, administrators, executors, assigns and other representatives, and anyone acting or claiming on his, her or their joint or several behalf, hereby
releases, waives and forever discharges the Company, including its past or present employees, officers, directors, trustees, board members, stockholders,
equityholders, agents, affiliates (including, but not limited to, TDK USA Corporation and its affiliates), parent entities, subsidiaries, heirs, administrators,
successors, assigns and other representatives, insurers and anyone acting on its or their joint or several behalf (the “Releasees”), from any and all known and
unknown claims, causes of action, demands, damages, costs, expenses, liabilities and other losses that Employee has or may have against the Company or the
other Releasees that relate to the Retention Bonus (following payment thereof) or Employee’s employment with the Company or any of its affiliates and
subsidiaries or the termination thereof. By way of example only, and without limiting the immediately preceding sentence, Employee agrees that Employee
is releasing, waiving and discharging any and all claims against the Company and the other Releasees under (a) any federal, state or local employment law or
statute, including, but not limited to, Title VII of the Civil Rights Act(s) of 1964 and 1991, the Americans with Disabilities Act (ADA), the Age
Discrimination in Employment Act (ADEA), the Older Workers Benefit Protection Act (OWBPA), the Family and Medical Leave Act (FMLA), the Worker
Adjustment and Retraining Notification Act (WARN) or the Uniformed Services Employment and Reemployment Rights Act (USERRA) and applicable state
employment law(s), including, but not limited to, the California Fair Employment and Housing Act or Government Code or Labor Code provisions or (b) any
federal, state or municipal law, statute, ordinance or common law doctrine (including, but not limited to, breach of contract, breach of the covenant of good
faith and fair dealing, breach of fiduciary duty, wrongful discharge in violation of public policy, infliction of emotional distress, negligence, invasion of
privacy, interference with contractual relationship, defamation and fraud); provided, however, that Employee specifically does not release any claims to
challenge

the validity of this Release under the ADEA or any claims that Employee cannot waive by operation of law. Notwithstanding the foregoing, this release shall
not include claims with respect to (a) salary compensation earned, (b) benefits accrued under any of the Company’s or any affiliate’s written benefit plans,
(c) expenses to be reimbursed by the Company or any affiliate to Employee, (d) any rights that Employee may have pursuant to that certain Agreement and
Plan of Merger, dated as of December 21, 2016, among the Company, TDK Corporation and TDK Sensor Solutions Corporation, [or] (e) insurance or
indemnification rights which Employee may have from the Company or any affiliate[, or (f) benefits under Employee’s [Executive] Change in Control and
Severance Agreement with the Company, dated
, 20 ].
Nothing contained herein shall be construed to prohibit Employee from filing a charge with the Equal Employment Opportunity Commission or
participating in investigations by that entity. However, Employee acknowledges that the release Employee executes herein waives Employee’s right to seek
or accept individual remedies or monetary damages in any such action or lawsuit arising from such charges or investigations, including, but not limited to,
back pay, front pay or reinstatement. Employee further agrees that if any person, organization or other entity should bring a claim against the Releasees
involving any matter covered by this Release, Employee will not accept any personal relief in any such action, including damages, attorneys’ fees, costs and
all other legal or equitable relief.
Employee further understands that nothing contained herein is intended to interfere with or discourage Employee’s good faith disclosure to any
governmental entity related to a suspected violation of the law, and nothing contained herein waives or releases Employee’s right to receive money for
disclosing such information to a government agency. Employee further understands that Employee will not be subject to retaliation by the Company for a
disclosure made pursuant to this provision.
Employee agrees that no fact, event, circumstance, evidence or transaction, which could now be asserted or which may hereafter be discovered, shall
affect in any manner the final, absolute and unconditional nature of the release set forth above. Employee acknowledges that Employee fully understands the
following provisions of Section 1542 of the California Civil Code:
A general release does not extend to claims which the creditor does not know or suspect to exist in his or her favor at the time of executing the
release, which if known by him or her must have materially affected his or her settlement with the debtor.
Employee expressly and voluntarily waives each and all claims, rights or benefits Employee has or may have under Section 1542 of the California
Civil Code to the fullest extent that Employee may lawfully waive such claims, rights and benefits in connection with this Release.
2. No Claims Filed. Employee affirms that, as of the date of execution of this Release, Employee has filed no lawsuit, charge, claim or complaint with
any governmental agency or in any court against the Company or any of the other Releasees.
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3. Assistance to Others. Employee agrees not to assist or cooperate, in any way, directly or indirectly, with any person, entity or group (other than the
Equal Employment Opportunity Commission or other governmental agency) involved in any proceeding, inquiry or investigation of any kind or nature
against or involving the Company or any of its Releasees, except as required by law, subpoena or other compulsory process.
4. ADEA/OWBPA Waiver and Acknowledgement. Insofar as this Release pertains to the release of Employee’s claims, if any, under the Age
Discrimination in Employment Act (ADEA), Employee, pursuant to and in compliance with the rights afforded Employee under the Older Workers Benefit
Protection Act (OWBPA): (a) is hereby advised to consult with an attorney before executing this Release; (b) is hereby afforded at least twenty-one (21) days
to consider this Release; (c) may rescind this Release any time within the seven (7) day period following Employee’s execution of the Release; (d) is hereby
advised that this Release shall not become effective or enforceable until the seven (7) day revocation period has expired; and (e) is hereby advised that
Employee is not waiving claims that may arise after the date on which Employee executes this Release. If this Release is revoked within the revocation
period, the Company shall have no obligation to pay the Retention Bonus. If this Release is not revoked within the revocation period, this Release will be
effective and enforceable on the date immediately following the last day of the seven (7) day revocation period.
5. Governing Law. The validity, interpretations, construction and performance of this Release shall be governed by the laws of the State of California
without giving effect to conflict of laws principles.
6. Taxes. The Company (or any affiliate thereof) shall withhold from the Retention Bonus all federal, state, city or other taxes as the Company (or any
affiliate thereof) is required to withhold pursuant to any applicable law, regulation or ruling. Notwithstanding any other provision of the Letter Agreement or
this Release, neither the Company nor any of its affiliates shall be obligated to guarantee any particular tax result for Employee with respect to any payment
provided to Employee, and Employee shall be responsible for any taxes imposed on Employee with respect to any such payment.
7. Severability. Should any provision of this Release be declared or be determined by any court to be invalid, the validity of the remaining parts, terms
or provisions shall not be affected thereby, and said invalid part, term or provision shall be deemed not to be part of this Release. The waiver of a breach of
any of the provisions of this Release shall not operate or be construed as a waiver of any other provision of this Release or a waiver of any subsequent breach
of the same provision.
8. Voluntary Execution. Employee acknowledges that Employee is executing this Release voluntarily and of Employee’s own free will and that
Employee fully understands and intends to be bound by the terms of this Release. Further, Employee acknowledges that Employee received a copy of this
Release on December , 2016 and has had an opportunity to carefully review this Release with Employee’s attorney prior to executing it or warrants that
Employee chooses not to have Employee’s attorney review this Release.
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9. No Assignment of Claims. Employee hereby represents and warrants that Employee has not previously assigned or purported to assign or transfer to
any person or entity any of the claims or causes of action herein released.
[Signature on Following Page]
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IN WITNESS WHEREOF, Employee hereby certifies that Employee has read this Release in its entirety and voluntarily executed it in the presence of
a competent witness, as of the date set forth under Employee’s signature.
EMPLOYEE

[Name]
Date
Witness
Date
[Signature Page to Release – [Form]]

Exhibit 10.4
December 20, 2016
PERSONAL AND CONFIDENTIAL
Mozafar Maghsoudnia
[Personal Address]
Dear Mo:
InvenSense, Inc. (the “Company”) has approved the payment of a bonus (a “Retention Bonus”) to you. This letter agreement sets forth the terms
and conditions of your Retention Bonus, including the requirements that you must meet in order to receive your Retention Bonus.
1. Eligibility. You will be entitled to receive your Retention Bonus if (a)(i) you remain an employee of the Company until the later of (A) the date on
which the transactions contemplated by that certain Agreement and Plan of Merger, dated as of December 20, 2016, among the Company, TDK Corporation
and TDK Sensor Solutions Corporation (the “Merger Agreement”) are consummated and (B) the first anniversary of the date on which the Merger Agreement
is fully executed (such later date, the “Vesting Date”), or (ii) your employment with the Company terminates prior to the Vesting Date as a result of a
termination by the Company without Cause (as defined below) or your death or your permanent disability (as defined in Section 409A(a)(2)(C) of the Internal
Revenue Code of 1986, as amended) (such date of termination, the “Termination Date”) and (b) on the first to occur of Vesting Date or Termination Date, as
applicable, you or your estate execute (and do not revoke within the revocation period) the release in the form attached hereto as Exhibit A to this letter
agreement (with such modifications thereto as the Company deems necessary to reflect any changes in the law). If your employment with the Company
terminates as a result of your voluntary termination or a termination by the Company for Cause prior to the Vesting Date, or if you or your estate do not
execute (or you or your estate revoke) the release, you will not be entitled to receive a Retention Bonus under this letter agreement. Notwithstanding the
foregoing, if the Merger Agreement terminates for any reason, this letter agreement will immediately terminate and you will not be entitled to a Retention
Bonus.
For purposes of this letter agreement, “Cause” shall mean (x) your gross negligence or willful misconduct in the performance of any material act
or refusal to perform any material act in the performance of your duties to the Company that is to the detriment of the Company (or any parent, subsidiary or
successor of the Company), with such gross negligence or willful misconduct or refusal to perform not remedied within thirty (30) days after written notice
from the Company, which written notice shall state that failure to remedy such gross negligence or willful misconduct or refusal to perform may result in
termination for Cause; (y) your material breach of a material provision of any agreement with the Company (or any parent, subsidiary or successor of the
Company) which, if capable of being cured, is not cured within thirty (30) days after written notice from the Company, which written notice shall state that
failure to cure may result in termination for Cause; or (z) your conviction of a felony crime involving dishonesty, breach of trust, or physical harm to any
person which reflects conduct or character that the Company reasonably and in good faith determines is inconsistent with continued employment.

2. Amount of Your Retention Bonus. Your Retention Bonus will be in an amount equal to $1,100,000. You acknowledge and agree that such payment
may be satisfied by any affiliate, parent or subsidiary of the Company.
3. Time of Payment. Your Retention Bonus will be paid in a lump sum in cash within fifteen (15) days following the date that the release described in
Section 1 becomes irrevocable. If, however, the period of time during which you are permitted to consider or to revoke the release described in Section 1
spans two (2) calendar years, then the Retention Bonus shall be paid in the form of a lump sum on the first payroll date that occurs in the second calendar
year.
4. Tax Withholding. The Company (or its affiliate, parent or subsidiary, as applicable) shall withhold from your Retention Bonus all federal, state, city
or other taxes as may be required to be withheld pursuant to any law or governmental regulation or ruling.
5. Equity Award Acceleration. On the first regular payroll date of the Company following the Effective Time (as defined in the Merger Agreement), the
Company will make a lump sum cash payment to you in an amount equal to 42% of the total cash value (after conversion pursuant to Section 2.04 of the
Merger Agreement) of the unvested awards held by you under any Company Stock Plan (as defined in the Merger Agreement), and you hereby acknowledge
and agree that each payment that would have been made to you on the applicable vesting dates with respect to such awards (as described in Section 2.04 of
the Merger Agreement) will be reduced by 42%.
6. Acknowledgement. In consideration of the Company entering into this letter agreement, you acknowledge and agree that neither the consummation
of the transactions contemplated by the Merger Agreement nor any changes that are made to the nature or scope of your title, duties, authorities, function,
responsibilities, reporting structure, or signing authority solely as a result of the consummation of the transactions contemplated by the Merger Agreement
will constitute “a material reduction in your authority, duties or responsibilities” pursuant to Section 5(e)(i) of the Change in Control and Severance
Agreement, dated May 20, 2014, between you and the Company. In addition, you acknowledge and agree that effective as of the Closing, Section 5(e)(i) of
the Change in Control and Severance Agreement, dated May 20, 2014, between you and the Company shall be deleted in its entirety and replaced with the
following language: “a material reduction of Employee’s authority, duties or responsibilities that occurs subsequent to the consummation of the transactions
contemplated by the Agreement and Plan of Merger, dated as of December 20, 2016, among the Company, TDK Corporation and TDK Sensor Solutions
Corporation.

7. Confidentiality. Except as required by law, you shall not disclose, publicize or discuss any of the terms or conditions of your Retention Bonus with
anyone except your spouse, if any, your attorney, financial advisor and/or tax advisor to the extent necessary for such advisor to render appropriate legal,
financial and/or tax advice. In the event you disclose any of the terms or conditions of your Retention Bonus to your spouse, attorney, financial advisor
and/or tax advisor, it shall be your duty to advise such persons of the confidential nature of the Retention Bonus and to direct them not to disclose, publicize
or discuss any of the terms or conditions of the Retention Bonus with any other person.
8. Complete Agreement. This letter agreement embodies the complete agreement and understanding between the parties with respect to the subject
matter hereof and effective as of its date supersedes and preempts any prior understandings, agreements or representations by or between the parties, written or
oral, which may have related to the subject matter hereof in any way. For the avoidance of doubt, however, the parties agree that except as expressly set forth
in Section 5 hereof, nothing in this letter agreement supersedes, preempts or amends the Change in Control and Severance Agreement, dated May 20, 2014,
between you and the Company.
[Signatures on following page.]

Please be aware that this letter agreement does not constitute an offer or guarantee of employment with the Company or any of its affiliates or
subsidiaries. Please indicate your agreement to the terms set forth herein by executing this letter in the space provided below.
Very truly yours,
INVENSENSE, INC.
By: /s/ Behrooz Abdi
Name: Behrooz Abdi
Title: CEO and President
Accepted and Agreed:
By:

/s/ Mozafar Maghsoudnia
Mozafar Maghsoudnia

Exhibit A
RELEASE
THIS RELEASE (“Release”) is dated

, 201 , by

(“Employee”) in favor of the Releasees (as defined below).

WHEREAS, pursuant to the letter agreement (the “Letter Agreement”) between Employee and InvenSense, Inc. (the “Company”), dated December ,
2016, the Company has agreed to pay Employee the Retention Bonus (as defined in the Letter Agreement), subject to the terms and conditions described in
the Letter Agreement.
WHEREAS, pursuant to the Letter Agreement, on the Vesting Date or Termination Date, as applicable (as such terms are defined in the Letter
Agreement), Employee is required to execute (and not revoke within the revocation period) this Release in order to receive the Retention Bonus.
NOW, THEREFORE, in consideration of the premises and other good and valuable consideration, the sufficiency and receipt of which are hereby
acknowledged, Employee agrees as follows:
1. Release in Full of All Claims. In exchange for a payment in an amount equal to $
, Employee, for Employee and for Employee’s agents,
attorneys, heirs, administrators, executors, assigns and other representatives, and anyone acting or claiming on his, her or their joint or several behalf, hereby
releases, waives and forever discharges the Company, including its past or present employees, officers, directors, trustees, board members, stockholders,
equityholders, agents, affiliates (including, but not limited to, TDK USA Corporation and its affiliates), parent entities, subsidiaries, heirs, administrators,
successors, assigns and other representatives, insurers and anyone acting on its or their joint or several behalf (the “Releasees”), from any and all known and
unknown claims, causes of action, demands, damages, costs, expenses, liabilities and other losses that Employee has or may have against the Company or the
other Releasees that relate to the Retention Bonus (following payment thereof) or Employee’s employment with the Company or any of its affiliates and
subsidiaries or the termination thereof. By way of example only, and without limiting the immediately preceding sentence, Employee agrees that Employee
is releasing, waiving and discharging any and all claims against the Company and the other Releasees under (a) any federal, state or local employment law or
statute, including, but not limited to, Title VII of the Civil Rights Act(s) of 1964 and 1991, the Americans with Disabilities Act (ADA), the Age
Discrimination in Employment Act (ADEA), the Older Workers Benefit Protection Act (OWBPA), the Family and Medical Leave Act (FMLA), the Worker
Adjustment and Retraining Notification Act (WARN) or the Uniformed Services Employment and Reemployment Rights Act (USERRA) and applicable state
employment law(s), including, but not limited to, the California Fair Employment and Housing Act or Government Code or Labor Code provisions or (b) any
federal, state or municipal law, statute, ordinance or common law doctrine (including, but not limited to, breach of contract, breach of the covenant of good
faith and fair dealing, breach of fiduciary duty, wrongful discharge in violation of public policy, infliction of emotional distress, negligence, invasion of
privacy, interference with contractual relationship, defamation and fraud); provided, however, that Employee specifically does not release any claims to
challenge

the validity of this Release under the ADEA or any claims that Employee cannot waive by operation of law. Notwithstanding the foregoing, this release shall
not include claims with respect to (a) salary compensation earned, (b) benefits accrued under any of the Company’s or any affiliate’s written benefit plans,
(c) expenses to be reimbursed by the Company or any affiliate to Employee, (d) any rights that Employee may have pursuant to that certain Agreement and
Plan of Merger, dated as of December 21, 2016, among the Company, TDK Corporation and TDK Sensor Solutions Corporation, [or] (e) insurance or
indemnification rights which Employee may have from the Company or any affiliate[, or (f) benefits under Employee’s [Executive] Change in Control and
Severance Agreement with the Company, dated
, 20 ].
Nothing contained herein shall be construed to prohibit Employee from filing a charge with the Equal Employment Opportunity Commission or
participating in investigations by that entity. However, Employee acknowledges that the release Employee executes herein waives Employee’s right to seek
or accept individual remedies or monetary damages in any such action or lawsuit arising from such charges or investigations, including, but not limited to,
back pay, front pay or reinstatement. Employee further agrees that if any person, organization or other entity should bring a claim against the Releasees
involving any matter covered by this Release, Employee will not accept any personal relief in any such action, including damages, attorneys’ fees, costs and
all other legal or equitable relief.
Employee further understands that nothing contained herein is intended to interfere with or discourage Employee’s good faith disclosure to any
governmental entity related to a suspected violation of the law, and nothing contained herein waives or releases Employee’s right to receive money for
disclosing such information to a government agency. Employee further understands that Employee will not be subject to retaliation by the Company for a
disclosure made pursuant to this provision.
Employee agrees that no fact, event, circumstance, evidence or transaction, which could now be asserted or which may hereafter be discovered, shall
affect in any manner the final, absolute and unconditional nature of the release set forth above. Employee acknowledges that Employee fully understands the
following provisions of Section 1542 of the California Civil Code:
A general release does not extend to claims which the creditor does not know or suspect to exist in his or her favor at the time of executing the
release, which if known by him or her must have materially affected his or her settlement with the debtor.
Employee expressly and voluntarily waives each and all claims, rights or benefits Employee has or may have under Section 1542 of the California
Civil Code to the fullest extent that Employee may lawfully waive such claims, rights and benefits in connection with this Release.
2. No Claims Filed. Employee affirms that, as of the date of execution of this Release, Employee has filed no lawsuit, charge, claim or complaint with
any governmental agency or in any court against the Company or any of the other Releasees.
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3. Assistance to Others. Employee agrees not to assist or cooperate, in any way, directly or indirectly, with any person, entity or group (other than the
Equal Employment Opportunity Commission or other governmental agency) involved in any proceeding, inquiry or investigation of any kind or nature
against or involving the Company or any of its Releasees, except as required by law, subpoena or other compulsory process.
4. ADEA/OWBPA Waiver and Acknowledgement. Insofar as this Release pertains to the release of Employee’s claims, if any, under the Age
Discrimination in Employment Act (ADEA), Employee, pursuant to and in compliance with the rights afforded Employee under the Older Workers Benefit
Protection Act (OWBPA): (a) is hereby advised to consult with an attorney before executing this Release; (b) is hereby afforded at least twenty-one (21) days
to consider this Release; (c) may rescind this Release any time within the seven (7) day period following Employee’s execution of the Release; (d) is hereby
advised that this Release shall not become effective or enforceable until the seven (7) day revocation period has expired; and (e) is hereby advised that
Employee is not waiving claims that may arise after the date on which Employee executes this Release. If this Release is revoked within the revocation
period, the Company shall have no obligation to pay the Retention Bonus. If this Release is not revoked within the revocation period, this Release will be
effective and enforceable on the date immediately following the last day of the seven (7) day revocation period.
5. Governing Law. The validity, interpretations, construction and performance of this Release shall be governed by the laws of the State of California
without giving effect to conflict of laws principles.
6. Taxes. The Company (or any affiliate thereof) shall withhold from the Retention Bonus all federal, state, city or other taxes as the Company (or any
affiliate thereof) is required to withhold pursuant to any applicable law, regulation or ruling. Notwithstanding any other provision of the Letter Agreement or
this Release, neither the Company nor any of its affiliates shall be obligated to guarantee any particular tax result for Employee with respect to any payment
provided to Employee, and Employee shall be responsible for any taxes imposed on Employee with respect to any such payment.
7. Severability. Should any provision of this Release be declared or be determined by any court to be invalid, the validity of the remaining parts, terms
or provisions shall not be affected thereby, and said invalid part, term or provision shall be deemed not to be part of this Release. The waiver of a breach of
any of the provisions of this Release shall not operate or be construed as a waiver of any other provision of this Release or a waiver of any subsequent breach
of the same provision.
8. Voluntary Execution. Employee acknowledges that Employee is executing this Release voluntarily and of Employee’s own free will and that
Employee fully understands and intends to be bound by the terms of this Release. Further, Employee acknowledges that Employee received a copy of this
Release on December , 2016 and has had an opportunity to carefully review this Release with Employee’s attorney prior to executing it or warrants that
Employee chooses not to have Employee’s attorney review this Release.
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9. No Assignment of Claims. Employee hereby represents and warrants that Employee has not previously assigned or purported to assign or transfer to
any person or entity any of the claims or causes of action herein released.
[Signature on Following Page]
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IN WITNESS WHEREOF, Employee hereby certifies that Employee has read this Release in its entirety and voluntarily executed it in the presence of
a competent witness, as of the date set forth under Employee’s signature.
EMPLOYEE

[Name]
Date
Witness
Date
[Signature Page to Release – [Form]]

Exhibit 31.1
I, Behrooz Abdi, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of InvenSense, Inc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a–15(e) and 15d–15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during
the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of
the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.
Date: February 2, 2017
/s/ Behrooz Abdi
Behrooz Abdi
Chief Executive Officer and Director
(Principal Executive Officer)

Exhibit 31.2
I, Mark P. Dentinger, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of InvenSense, Inc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a–15(e) and 15d–15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during
the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of
the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.
Date: February 2, 2017
/s/ Mark P. Dentinger
Mark P. Dentinger
Chief Financial Officer
(Principal Financial and Principal Accounting Officer)

Exhibit 32.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
I, Behrooz Abdi, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the Quarterly Report
of InvenSense, Inc. on Form 10-Q for the fiscal quarter ended January 1, 2017 fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934 and that information contained in such Quarterly Report on Form 10-Q fairly presents in all material respects the financial condition
and results of operations of InvenSense, Inc.
Date: February 2, 2017
By:
/s/ Behrooz Abdi
Name: Behrooz Abdi
Title: Chief Executive Officer and Director
(Principal Executive Officer)
I, Mark P. Dentinger, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the Quarterly
Report of InvenSense, Inc. on Form 10-Q for the fiscal quarter ended January 1, 2017 fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934 and that information contained in such Quarterly Report on Form 10-Q fairly presents in all material respects the financial
condition and results of operations of InvenSense, Inc.
Date: February 2, 2017
By:
/s/ Mark P. Dentinger
Name: Mark P. Dentinger
Title: Chief Financial Officer
(Principal Financial and Principal Accounting Officer)
This certification accompanies this Quarterly Report on Form 10-Q pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not be deemed filed
by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). Such certification will not be deemed
to be incorporated by reference into any filing under the Securities Act of 1933, as amended, or the Exchange Act, except to the extent that the Company
specifically incorporates it by reference.

