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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

(Mark One)
x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended June 30, 2012

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File Number: 001-34674

Calix, Inc.

(Exact Name of Registrant as Specified in Its Charter)

Table of Contents



Edgar Filing: CALIX, INC - Form 10-Q

Delaware 68-0438710
(State or Other Jurisdiction of (LR.S. Employer
Incorporation or Organization) Identification No.)

1035 N. McDowell Blvd., Petaluma, CA 94954
(Address of Principal Executive Offices) (Zip Code)
(707) 766-3000

(Registrant s Telephone Number, Including Area Code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to
such filing requirements for the past 90 days. Yes: x No: ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes: x No: ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See definition of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.

Large Accelerated Filer ~ Accelerated Filer X

Non-accelerated filer “ (Do not check if a smaller reporting Company) Smaller Reporting Company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes: © No: x

As of July 27, 2012, there were 48,384,203 shares of the Registrant s common stock, par value $0.025 outstanding.
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Item 1. Financial Statements

ASSETS

Current Assets:

Cash and cash equivalents
Restricted cash

Accounts receivable, net
Inventory

Deferred cost of goods sold
Prepaid and other current assets

Total current assets
Property and equipment, net
Goodwill

Intangible assets, net

Other assets

Total assets

PART I. FINANCIAL INFORMATION

CALIX, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except share and per share data)

LIABILITIES AND STOCKHOLDERS EQUITY

Current liabilities:
Accounts payable
Accrued liabilities
Deferred revenue

Total current liabilities

Long-term portion of deferred revenue

Other long term liabilities

Total liabilities

Commitments and contingencies (See Note 7)

Stockholders equity:

Preferred stock, $0.025 par value; 5,000,000 shares authorized; no shares issued and outstanding as of

June 30, 2012 and December 31, 2011
Common stock, $0.025 par value; 100,000,000 shares authorized; 48,199,755 shares and 47,825,200 shares

issued and outstanding as of June 30, 2012 and December 31, 2011, respectively

Additional paid-in capital

Accumulated other comprehensive income

Accumulated deficit

Table of Contents

June 30,
2012
(Unaudited)

$ 53,085

56,391
33,243
12,673

4,597

159,989
18,195
116,175
71,581
1,892

$ 367,832

$ 20,247
33,706
24,152

78,105
14,936
1,014

94,055

1,205

751,260

109
(478,797)

December 31,
2011

$ 38,938
754

47,943
44,604
8,324

4,429

144,992
16,130
116,175
80,048
2,194

$ 359,539

$ 14,250
36,214
16,783

67,247
13,347
1,528

82,122

1,195

740,309

98
(464,185)
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Total stockholders equity 273,777 277,417
Total liabilities and stockholders equity $ 367,832 $ 359,539

See accompanying notes to condensed consolidated financial statements.
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CALIX, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

(In thousands, except per share data)

(Unaudited)

Revenue

Cost of revenue:

Products and services(1)
Merger-related expenses
Amortization of intangible assets

Total cost of revenue

Gross profit

Operating expenses:

Research and development(1)

Sales and marketing(1)

General and administrative(1)
Merger-related and other expenses(1)
Amortization of intangible assets

Total operating expenses

Loss from operations

Interest and other income (expense), net:
Interest income

Interest expense

Other income (expense), net

Loss before provision for income taxes
Provision for income taxes

Net loss

Net loss per common share:
Basic and diluted

Weighted-average number of shares used to compute net loss per common share:

Basic and diluted

Other comprehensive income (loss), net of tax:
Unrealized loss on investment, net
Foreign currency translation adjustment, net

Total other comprehensive income (loss)

Comprehensive loss

Table of Contents

Three Months Ended
June 30, June 25,
2012 2011
$ 78,928 $ 97,959
43,619 54,899
9,709
2,088 3,188
45,707 67,796
33,221 30,163
16,473 18,584
14,897 14,172
6,129 6,667
5,482
2,552 2,795
40,051 47,700
(6,830) (17,537)
4 26
57 45)
67) 24
(6,950) (17,532)
141 114
$ (7,091)  $(17,646)
$ (0.15 $ (0.38)
47,972 46,050
$ $ (12)
35) 21
35) 9
$ (7,126) $(17,637)

Six Months Ended
June 30, June 25,
2012 2011
$ 157,493 $ 169,429

87,090 94,207
19,966
3,363 4,704
90,453 118,877
67,040 50,552
33,439 33,623
29,787 26,238
12,909 15,975
11,523
5,104 3,464
81,239 90,823
(14,199) (40,271)
11 69
99) 91
(89) 29
(14,376) (40,264)
236 138
$ (14,612) $ (40,402)
$ (0300 $ (092
47,911 43,697
$ $ (20)
11 34
11 14
$ (14,601) $ (40,388)

6
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(1) Includes stock-based compensation as follows:

Cost of revenue $ 381 $ 331 $ 744 $ 835
Research and development 1,091 1,233 2,112 2,875
Sales and marketing 1,338 831 2,577 2,129
General and administrative 1,529 1,855 3,221 6,438
Merger-related and other expenses 1,074 1,164

$ 4339 § 5324 § 8654 § 13441

See accompanying notes to condensed consolidated financial statements.
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CALIX, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities:
Net loss

(In thousands)

(Unaudited)

Adjustments to reconcile net loss to net cash provided by operating activities:
Amortization of premiums relating to available-for-sale securities

Depreciation and amortization

Loss on retirement of property and equipment
Amortization of intangible assets
Stock-based compensation

Changes in operating assets and liabilities:
Restricted cash

Accounts receivable, net

Inventory

Deferred cost of revenue

Prepaids and other assets

Accounts payable

Accrued liabilities

Deferred revenue

Other long-term liabilities

Net cash provided by operating activities

Investing activities:

Purchase of property and equipment

Sales and maturities of marketable securities
Acquisition of Occam Networks, net of cash acquired

Net cash used in investing activities

Financing activities:

Proceeds from exercise of stock options and other
Proceeds from employee stock purchase plan

Taxes withheld upon vesting of restricted stock units

Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash and cash equivalents

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Table of Contents

Six Months Ended
June 30, June 25,
2012 2011
$(14,612) $ (40,402)
184
4,129 3,859
84 1,621
8,467 8,168
8,654 13,441
754
(8,448) 2,290
11,361 15,297
(4,349) (3,064)
134 (1,246)
5,997 (11,136)
(2,508) 3,029
8,958 9,138
(514) (253)
18,107 926
(6,296) (4,508)
22,905
(60,809)
(6,296) (42,412)
139 667
2,222 2,062
(54) (8,921)
2,307 (6,192)
29 34
14,147 (47,644)
38,938 66,304
$ 53,085 $ 18,660



Edgar Filing: CALIX, INC - Form 10-Q

Non-cash investing activities:

Value of common stock issued in acquisition 117,258

Fair value of equity awards assumed in connection with acquisition 1,370
See accompanying notes to condensed consolidated financial statements.
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CALIX, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
1. Company and Basis of Presentation
Company

Calix, Inc. (together with its subsidiaries, Calix, the Company, our, we, or us ) was incorporated in August 1999, and is a Delaware corporati
We are a leading provider in North America of broadband communications access systems and software for fiber- and copper-based network

architectures that enable communications service providers, or CSPs, to transform their networks and connect to their residential and business

subscribers. We enable CSPs to provide a wide range of revenue-generating services, from basic voice and data to advanced broadband services,

over legacy and next-generation access networks. We focus solely on CSP access networks, the portion of the network which governs available

bandwidth and determines the range and quality of services that can be offered to subscribers. We develop and sell carrier-class hardware and

software products, which we refer to as the Unified Access portfolio that are designed to enhance and transform CSP access networks to meet

the changing demands of subscribers rapidly and cost-effectively.

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements, including the accounts of Calix, Inc. and its wholly owned
subsidiaries, have been prepared in accordance with the requirements of the U.S. Securities and Exchange Commission (  SEC ) for interim
reporting. As permitted under those rules, certain footnotes or other financial information that are normally required by U.S. generally accepted
accounting principles ( GAAP ) can be condensed or omitted. In the opinion of management, the financial statements include all normal and
recurring adjustments that are considered necessary for the fair presentation of the Company s financial position and operating results. All
significant intercompany balances and transactions have been eliminated in consolidation. The condensed consolidated balance sheet at
December 31, 2011 has been derived from the audited financial statements at that date.

The results of the Company s operations can vary during each quarter of the year. Therefore, the results and trends in these interim financial
statements may not be the same as those for the full year or any future periods. The information included in this quarterly report on Form 10-Q
should be read in conjunction with the audited financial statements for the year ended December 31, 2011, included in the Company s Form
10-K.

The Company operates on a 4-4-5 fiscal calendar which divides the year into four quarters, with each quarter grouped into two 4-week months
and one 5-week month. The Company s fiscal year ends on December 31. The preparation of financial statements in conformity with GAAP for
interim financial reporting requires management to make estimates and assumptions that affect the amounts reported in the condensed
consolidated financial statements and accompanying notes. Actual results could differ from those estimates.

2. Significant Accounting Policies

The Company s significant accounting policies are disclosed in our Annual Report on Form 10-K for the year ended December 31, 2011. Our
significant accounting policies did not materially change during the six months ended June 30, 2012.

Recent Accounting Pronouncements

In the six months ended June 30, 2012, there were no accounting standard updates that would materially impact the Company s financial
statements.

3. Goodwill

Goodwill is not amortized but instead is subject to an annual impairment test or more frequently if events or changes in circumstances indicate
that it may be impaired. We evaluate goodwill on an annual basis as of the end of the second quarter of each year. Management has determined
that we operate as a single reporting unit and, therefore, evaluates goodwill impairment at the enterprise level.

Table of Contents 10
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To evaluate for impairment, the Company utilizes a two-step process. The first step requires the Company to compare its fair value to its

carrying value including goodwill. The Company determines its fair value using both an income approach and a market approach. Under the
income approach, the Company determines fair value based on estimated future cash flows, discounted by

Table of Contents
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an estimated weighted-average cost of capital, which reflects the overall level of inherent risk of the Company and the rate of return an outside
investor would expect to earn. Under the market-based approach, the Company utilizes information regarding the Company as well as publicly
available industry information to determine earnings multiples that are used to value the Company. If the carrying value of the Company exceeds
its fair value, the Company performs the second step of the goodwill impairment test to determine the amount of impairment loss. The second
step of the goodwill impairment test involves comparing the implied fair value of goodwill with the carrying value of goodwill. An impairment
charge is recognized for the excess of the carrying value of goodwill over its implied fair value.

In accordance with our annual goodwill impairment test and in consideration of the recent significant decline in our stock price, we evaluated the
potential impairment of goodwill as of June 30, 2012. The goodwill impairment testing process involved the use of significant assumptions,
estimates and judgments, and is subject to inherent uncertainties and subjectivity in determination of the fair value of our sole reporting unit. In
performing the first step of the goodwill impairment test, we determined the fair value of our reporting unit by combining two valuation
methods, a discounted cash flow analysis (DCF) and market multiples of comparable publicly-traded companies. Under the DCF method, we
prepared annual projections of future cash flows over a period of five years (the discrete projection period ) and applied a terminal value
assumption to the final year within the discrete projection period to estimate the total value of the cash flows beyond the final year. These
projected cash flow estimates were then discounted using a discount rate that reflected market-based estimates based on comparable
publicly-traded companies, and included an additional risk premium specific to Calix. Under the market multiples method, fair value was
determined by applying multiples of Revenue and EBITDA (earnings before interest, taxes, depreciation and amortization). In addition, we
analyzed the fair value of our reporting unit and our total market capitalization for reasonableness, taking into account certain factors, including
control premium, which were based on values observed in recent market transactions. Based on our analyses, we determined that the fair value
of our reporting unit exceeded the carrying value by approximately 15%, and therefore the second step of the goodwill test did not need to be
performed. However, significant changes in these estimates and assumptions could create future impairment losses to goodwill.

4. Intangible Assets

Intangible assets are carried at cost, less accumulated amortization. The details of intangible assets as of June 30, 2012 and December 31, 2011
are disclosed in the following table (in thousands):

June 30, 2012 December 31, 2011
Gross Gross

Carrying Accumulated Carrying Accumulated

Amount Amortization Net Amount Amortization Net
Core developed technology $ 68,964 $ (34,809) $34,155 $ 52,694 $ (31,447) $21,247
Customer relationships 54,740 (17,314) 37,426 54,740 (12,209) 42,531
Purchase order backlog 4,260 (4,260)
Trade name 2,290 (2,290)
Total amortizable intangible assets 123,704 (52,123) 71,581 113,984 (50,206) 63,778
In-process technology 16,270 16,270
Total intangible assets, excluding goodwill $123,704 $ (52,123) $71,581 $130,254 $ (50,206) $80,048

At the end of the first quarter of 2012, upon the completion of the research and development efforts associated with our $16.3 million in-process
technology that was acquired from Occam, we determined that this technology had a useful life of 5 years and therefore reclassified it as core
developed technology. This intangible asset is being amortized to cost of revenue starting in the second quarter of 2012.

Amortization expense was $4.6 million and $8.5 million for the three and six months ended June 30, 2012, respectively, and $6.0 million and
$8.2 million for the three and six months ended June 25, 2011, respectively.
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Expected future amortization expense for the fiscal years indicated is as follows (in thousands):

Expected
Amortization
Period Expense
Remainder of 2012 $ 9,280
2013 18,561
2014 18,561
2015 18,561
2016 5,805
2017 813
Total $ 71,581
5. Cash and Cash Equivalents
Cash and cash equivalents consisted of the following (in thousands):
June 30, December 31,
2012 2011
Cash $ 33,250 $ 19,109
Money market funds 19,835 19,829
Total cash and cash equivalents $ 53,085 $ 38,938

As of June 30, 2012, the Company did not hold any marketable securities and therefore there were no unrealized gains or losses. Realized gains
and losses on the investments are determined on the specific identification method and are reflected in results of operations. The Company did
not experience any significant realized gains or losses on its investments through June 30, 2012.

6. Balance Sheet Details

Inventory consisted of the following (in thousands):

Raw materials
Finished goods

Total inventory

Accounts receivable, net consisted of the following (in thousands):

Accounts receivable

Table of Contents

June 30, December 31,
2012 2011

$ 3,507 $ 3,077

29,736 41,527

$ 33,243 $ 44,604

June 30, December 31,
2012 2011

$ 57,726 $ 49,180

13
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Allowance for doubtful accounts
Product return reserve

Accounts receivable, net

Table of Contents

(418)
917)

$56,391

$

(402)
(835)

47,943
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Property and equipment, net consisted of the following (in thousands):

June 30, December 31,
2012 2011
Computer equipment and purchased software $ 32,378 $ 28477
Test equipment 31,613 29,849
Furniture and fixtures 1,530 1,480
Leasehold improvements 6,490 6,342
Total 72,011 66,148
Accumulated depreciation and amortization (53,816) (50,018)
Property and equipment, net $ 18,195 $ 16,130
Accrued liabilities consisted of the following (in thousands):
June 30, December 31,
2012 2011

Accrued warranty $11,277 $ 12,104
Accrued compensation and related benefits 10,796 12,406
Accrued professional and consulting fees 2,121 1,741
Accrued excess and obsolete inventory at contract manufacturers 2,026 3,784
Accrued customer rebates 1,345 1,549
Accrued business travel expenses 1,245 383

Sales and use tax payable 995 861
Accrued other 3,901 3,386
Total accrued liabilities $ 33,706 $ 36214

7. Commitments and Contingencies

Commitments

The Company s principal commitments consist of obligations under operating leases for office space and non-cancelable outstanding purchase
obligations. These commitments as of December 31, 2011 are disclosed in our Annual Report on Form 10-K, and have not changed materially
during the six months ended June 30, 2012.

Accrued Warranty

The Company provides a warranty for its hardware products. Hardware generally has a one to five-year warranty from the date of shipment. The
Company accrues for potential warranty claims based on the Company s historical claims experience. The adequacy of the accrual is reviewed on
a periodic basis and adjusted, if necessary, based on additional information as it becomes available.

Changes in the Company s warranty reserve were as follows (in thousands):

Three Months Ended Six Months Ended
June 30, June 25, June 30, June 25,
2012 2011 2012 2011

Table of Contents 15
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Balance at beginning of period $ 11,849 $ 12,766 $12,104 $ 3,789

Accrued warranty from the Occam acquisition 8,500

Warranty charged to cost of revenue 832 1,878 2,020 3,219

Utilization of warranty (1,404) (1,511) (2,847) (2,375)

Balance at end of period $11,277 $ 13,133 $ 11,277 $ 13,133
Litigation

From time to time, the Company is involved in various legal proceedings arising from the normal course of business activities.

Table of Contents
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On September 16, 2010, the Company, two direct, wholly-owned subsidiaries of the Company, and Occam entered into an Agreement and Plan
of Merger and Reorganization (the Merger Agreement ). In response to the announcement of the Merger Agreement, on September 17, 2010,
September 20, 2010 and September 21, 2010, three purported class action complaints were filed by three purported stockholders of Occam in the
California Superior Court for Santa Barbara County: Kardosh v. Occam Networks, Inc., et al. (Case No. 1371748), or the Kardosh complaint;
Kennedy v. Occam Networks, Inc., et al. (Case No. 1371762), or the Kennedy complaint; and Moghaddam v. Occam Networks, Inc., et al. (Case
No. 1371802), or the Moghaddam complaint, respectively. The Kardosh, Kennedy and Moghaddam complaints, which are referred to
collectively as the California class action complaints, are substantially similar. Each of the California class action complaints names Occam, the
pre-acquisition members of the Occam board of directors and us as defendants.

The California class action complaints generally allege that the former members of the Occam board breached their fiduciary duties in

connection with the acquisition of Occam by Calix, by, among other things, engaging in an allegedly unfair process and agreeing to an allegedly
unfair price for the proposed merger transaction. The California class action complaints further allege that Occam and the other entity defendants
aided and abetted the alleged breaches of fiduciary duty. The plaintiffs in the California class action complaints sought injunctive relief
rescinding the merger transaction and damages in an unspecified amount, as well as costs, attorney s fees, and other relief. On November 2, 2010,
the three California class action complaints were consolidated into a single action, with the plaintiffs in the Kardosh complaint appointed as the
lead plaintiffs, and on November 19, 2010, the California Superior Court issued an order staying the California class action complaints in favor

of a substantively identical stockholder class action pending in the Delaware Court of Chancery (see below). The California class action
complaints remain stayed under that order.

On October 6, 2010, a purported class action complaint was filed by stockholders of Occam in the Delaware Court of Chancery: Steinhardt v.
Howard-Anderson, et al. (Case No. 5878-VCL). On November 24, 2010, these stockholders filed an amended complaint, or the amended
Steinhardt complaint. The amended Steinhardt complaint names Occam and the members of the Occam board of directors as defendants. The
amended Steinhardt complaint does not name Calix as a defendant.

Like the California class action complaints, the amended Steinhardt complaint generally alleges that the members of the Occam board breached
their fiduciary duties in connection with the acquisition of Occam by Calix, by, among other things, engaging in an allegedly unfair process and
agreeing to an allegedly unfair price for the merger transaction. The amended Steinhardt complaint also alleges that Occam and the former
members of the Occam board breached their fiduciary duties by failing to disclose certain allegedly material facts about the merger transaction
in the preliminary proxy statement and prospectus included in the Registration Statement on Form S-4 that Calix filed with the SEC on
November 2, 2010. The amended Steinhardt complaint sought injunctive relief rescinding the merger transaction and award of damages in an
unspecified amount, as well as plaintiffs costs, attorney s fees, and other relief.

The merger transaction was completed on February 22, 2011. On January 6, 2012, the Delaware court ruled on a motion for sanctions brought

by the defendants in the Delaware case against certain of the lead plaintiffs. The Delaware court found that lead plaintiffs Michael Steinhardt,
Steinhardt Overseas Management, L.P., and Ilex Partners, L.L.C., collectively the Steinhardt Plaintiffs, had engaged in improper trading of Calix
shares, and dismissed the Steinhardt Plaintiffs from the case with prejudice. The court further held that the Steinhardt Plaintiffs are: (i) barred

from receiving any recovery from the litigation, (ii) required to self-report to the SEC, (iii) directed to disclose their improper trading in any

future application to serve as lead plaintiff, and (iv) ordered to disgorge trading profits of $0.5 million, to be distributed to the remaining

members of the class of former Occam stockholders. The Delaware court also granted the motion of the remaining lead plaintiffs, Herbert Chen

and Derek Sheeler, for class certification, and certified Messrs. Chen and Sheeler as class representatives. Chen and Sheeler, on behalf of the

class of similarly situated former Occam stockholders, continue to seek an award of damages in an unspecified amount.

The Company believes that the allegations in the California and Delaware action are without merit and intends to continue to vigorously contest
the actions. However, there can be no assurance that the Company will be successful in defending these ongoing actions. In addition, the
Company has obligations, under certain circumstances, to hold harmless and indemnify each of the former Occam directors against judgments,
fines, settlements and expenses related to claims against such directors and otherwise to the fullest extent permitted under Delaware law and
Occam s bylaws and certificate of incorporation. Such obligations may apply to these lawsuits.

On April 19, 2012, the Company and each member of our board of directors were sued by a purported shareholder in a purported class action
complaint filed in the Delaware Court of Chancery captioned Rebhun v. Calix, Inc., et al., C.A. No. 7444-CS. The Rebhun complaint arises from
the Company s proposal to amend its Amended and Restated Certificate of Incorporation ( Certificate ) to designate the Chancery Court of the
state of Delaware as the exclusive forum for the resolution of intra-corporate disputes. The Rebhun complaint alleged that the definitive proxy
statement filed by the Company on April 9, 2012 failed to fully and fairly disclose the purposes, scope and effects of this proposed amendment,
and further alleged that the Company s directors breached their fiduciary duties of loyalty, care and disclosure by adopting and recommending
the proposed amendment.
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On April 24, 2012, the Company filed additional definitive proxy soliciting materials with the SEC withdrawing the proposal to amend the
Certificate from the agenda for the Company s May 23, 2012 annual meeting of stockholders. On May 15, 2012, the Delaware Court of Chancery
dismissed the Rebhun matter without prejudice as moot.

The attorneys for plaintiff Rebhun subsequently filed a petition seeking an award of attorneys fees, and the Company and the plaintiff negotiated
a settlement of that petition and entered into a limited release agreement. On July 10, 2012 the Delaware Court of Chancery dismissed the fee
petition with prejudice.

The Company is not currently a party to any other legal proceedings which, if determined adversely to the Company, would individually or in
the aggregate have a material adverse effect on the Company s business, operating results or financial condition.

11
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8. Fair Value Measurements

In accordance with Accounting Standard Codification Topic 820, Fair Value Measurements and Disclosures, ( ASC Topic 820 ), the Company
measures its cash equivalents and marketable securities at fair value on a recurring basis. ASC Topic 820 clarifies that fair value is an exit price,
representing the amount that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants. 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. As a basis for considering such assumptions, ASC Topic 820 establishes a three-tier value hierarchy, which
prioritizes the inputs used in measuring fair value as follows:

Level 1 Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active markets.

Level 2 Observable inputs other than quoted prices included in Level 1 for similar instruments in active markets, quoted prices for identical or
similar instruments in markets that are not active, and model-driven valuations in which all significant inputs and significant value drivers are
observable in active markets.

Level 3 Unobservable inputs to the valuation derived from fair valuation techniques in which one or more significant inputs or significant value
drivers are unobservable. The fair value hierarchy also requires the Company to maximize the use of observable inputs, when available, and to
minimize the use of unobservable inputs when determining inputs and determining fair value.

As of June 30, 2012 and December 31, 2011, the fair values of certain of the Company s financial assets were determined using the following
inputs (in thousands):

As of June 30, 2012 Level 1 Total
Money market funds $ 19,835 $ 19,835
Total $ 19,835 $19,835
As of December 31, 2011 Level 1 Total
Money market funds $ 19,829 $ 19,829
Total $19,829 $ 19,829

The Company s valuation techniques used to measure the fair values of money market funds were derived from quoted market prices as active
markets for these instruments exist. The Company has no level 2 or level 3 financial assets.

9. Net Loss per Share

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

Three Months Ended Six Months Ended
June 30, June 25, June 30, June 25,
2012 2011 2012 2011
Numerator:
Net loss $ (7,091) $ (17,646) $(14,612) $ (40,402)
Denominator:
Weighted-average common shares outstanding 47,972 46,050 47,911 43,697
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As the Company incurred net losses in the periods presented, the following table displays the Company s other outstanding common stock
equivalents that were excluded from the computation of diluted net loss per share, as the effect of including them would have been anti-dilutive
(in thousands):

June 30, June 25,

2012 2011
Restricted stock units 2,284 $ 1,654
Stock options 2,036 1,572
Employee stock purchase plan 292 112
Warrants 23 61
Total common stock equivalents 4,635 3,399

10. Stockholders Equity
Capital Structure

The Company maintains three equity incentive plans, the 2000 Stock Plan, the 2002 Stock Plan and the 2010 Equity Incentive Award Plan
(together, the Plans ). These plans were approved by the stockholders and are described in the Company s Form 10-K filed with the SEC on
February 24, 2012. In January 2012, the board, upon recommendation by our compensation committee, approved the Long Term Incentive
Program, under the 2010 Equity Incentive Award Plan. Under the Long Term Incentive Program certain key employees of the Company are
eligible for equity awards based on the Company s stock price performance.

Preferred Stock

The board of directors has the authority, without action by stockholders with the exception of stockholders who hold board positions, to
designate and issue up to 5.0 million shares of preferred stock in one or more series and to fix the rights, preferences, privileges and restrictions
thereof. These rights, preferences and privileges could include dividend rights, conversion rights, voting rights, terms of redemption, liquidation
preferences, sinking fund terms and the number of shares constituting any series or the designation of such series, any or all of which may be
greater than the rights of co