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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-Q

b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended September 23, 2006
Commission file number 000-49602
SYNAPTICS INCORPORATED
(Exact name of Registrant as specified in its charter)

Delaware 77-0118518
(State or other jurisdiction (I.R.S. Employer
of incorporation or organization) Identification No.)

3120 Scott Blvd., Suite 130
Santa Clara, California 95054
(Address of principal executive offices) (Zip code)
(408) 454-5100

(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) of
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 p No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer p Non-accelerated filer o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes o No p
Number of shares of Common Stock outstanding at October 24, 2006: 25,319,607
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PART1 FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

SYNAPTICS INCORPORATED AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except share data)
(unaudited)

ASSETS
Current assets:
Cash and cash equivalents
Short-term investments
Accounts receivable, net of allowances of $222 and $189, respectively
Inventories
Prepaid expenses and other current assets

Total current assets
Property and equipment, net
Goodwill

Other assets

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable
Accrued compensation
Income taxes payable
Other accrued liabilities
Note payable to a related party

Total current liabilities

Note payable to a related party

Other liabilities

Convertible senior subordinated notes

Stockholders equity:

Common stock:

$0.001 par value; 60,000,000 shares authorized; 27,575,943 and 27,462,125
shares issued, respectively

Additional paid-in capital

Less: 2,521,100 and 2,306,100 common treasury shares, respectively, at cost
Accumulated other comprehensive loss

Retained earnings

Total stockholders equity

Table of Contents

September
30,
2006

$ 51,796
193,867
41,813

9,017

3,732

300,225
16,099
1,927
20,365

$ 338,616

$ 16,152
3,864

10,969

7,447

1,500

39,932

2,071
125,000

28
139,013
(44,611)

(205)
77,388

171,613

June 30,
2006

$ 38,724
206,452
34,034
10,010
3,407

292,627
16,038
1,927
20,829

$331,421

$ 16,542
4,842
8,078
5,377

34,839
1,500
3,040

125,000

27
134,217
(39,999)

(464)
73,261

167,042
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$ 338,616 $331,421

See notes to condensed consolidated financial statements.
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SYNAPTICS INCORPORATED AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share data)

Net revenue
Cost of revenue (1)

Gross margin

Operating expenses:

Research and development (1)

Selling, general, and administrative (1)
Total operating expenses

Income from operations

Interest income

Interest expense

Income before provision for income taxes
Provision for income taxes

Net income
Net income per share:
Basic

Diluted

Shares used in computing net income per share:

Basic

Diluted

(1) Amounts
include
share-based
compensation
costs as follows:
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(unaudited)

Three Months Ended
September 30,
2006 2005
$54,815 $51,725
32,420 28,053
22,395 23,672

9,188 8,289
7,801 6,728
16,989 15,017
5,406 8,655
2,539 1,551
(487) (484)
7,458 9,722
3,331 4,210
$ 4,127 $ 5,512
$ 0.16 $ 022
$ 0.15 $ 0.20
25,134 24,769
29,253 29,036
6
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Cost of revenue $ 147 $ 192
Research and development $1,035 $1,292
Selling, general, and administrative $1,919 $1,826
See notes to condensed consolidated financial statements.
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SYNAPTICS INCORPORATED AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
(unaudited)

Cash flows from operating activities
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Share-based compensation costs

Deferred taxes from share-based compensation
Tax benefit realized from share-based compensation
Excess tax benefit from share-based compensation
Depreciation of property and equipment
Amortization of debt issuance costs

Changes in operating assets and liabilities:
Accounts receivable, net

Inventories

Prepaid expenses and other current assets

Other assets

Accounts payable

Accrued compensation

Income taxes payable

Other accrued liabilities

Other liabilities

Net cash provided by operating activities

Cash flows from investing activities

Purchases of short-term investments

Proceeds from sales and maturities of short-term investments
Purchases of property and equipment

Net cash provided by (used in) investing activities

Cash flows from financing activities

Purchase of treasury stock

Proceeds from issuance of common stock upon exercise of options and stock
purchase plan

Excess tax benefit from share-based compensation

Net cash used in financing activities

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

Cash and cash equivalents at end of period
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Three Months Ended
September 30,
2006 2005
$ 4,127 $ 5512
3,101 3,310
(751) (688)
234 184
(183) (139)
454 377
215 215
(7,779) 893
993 614
(325) 151
1,000 149
(390) (757)
(978) (2,304)
2,891 2,302
2,070 116
(969) 69
3,710 10,004
(69,981) (50,994)
82,825 39,788
(515) (1,656)
12,329 (12,862)
(4,612) (18,819)
1,462 1,209
183 139
(2,967) (17,471)
13,072 (20,329)
38,724 72,232
$ 51,796 $ 51,903
8
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Supplemental disclosures of cash flow information
Cash paid for income taxes $ 247 $ 2,409

See notes to condensed consolidated financial statements.
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SYNAPTICS INCORPORATED AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
1. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared pursuant to the rules
and regulations of the Securities and Exchange Commission (the SEC ) and U.S. generally accepted accounting
principles. However, certain information or footnote disclosures normally included in financial statements prepared in
accordance with U.S. generally accepted accounting principles have been condensed or omitted pursuant to such SEC
rules and regulations. In our opinion, the financial statements include all adjustments, which are of a normal and
recurring nature, necessary for the fair presentation of the results of the interim periods presented. The results of
operations for the interim periods are not necessarily indicative of the operating results for the full fiscal year or any
future period. These financial statements should be read in conjunction with the audited consolidated financial
statements and related notes included in our annual report on Form 10-K for the fiscal year ended June 30, 2006.

The consolidated financial statements include our financial statements and those of our wholly owned subsidiaries.
All significant intercompany balances and transactions have been eliminated upon consolidation.

Our fiscal year is the 52- or 53-week period ending on the last Saturday in June. Fiscal 2007 is a 53-week period
and fiscal 2006 is a 52-week period. For ease of presentation, the accompanying consolidated financial statements
have been shown as ending on June 30 and calendar quarter end dates for all annual, interim, and quarterly financial
statement captions, unless otherwise indicated.

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. generally accepted accounting
principles requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenue,
expenses, and related disclosure of contingent assets and liabilities. On an ongoing basis, we evaluate our estimates,
including those related to revenue recognition, allowance for doubtful accounts, cost of revenue, inventories, product
warranty, share-based compensation costs, provision for income taxes, income taxes payable, and contingencies. We
base our estimates on historical experience, applicable laws and regulations, and various other assumptions that we
believe to be reasonable under the circumstances, the results of which form the basis for making judgments about the
carrying value of assets and liabilities that are not readily apparent from other sources. Actual results may differ from
these estimates under different assumptions or conditions.

2. Revenue Recognition

We recognize revenue from product sales when there is persuasive evidence that an arrangement exists, delivery
has occurred and title has transferred, the price is fixed or determinable, and collection is reasonably assured. We
accrue for estimated sales returns and other allowances, based on historical experience, at the time we recognize
revenue. We record contract revenue for research and development as the services are provided under the terms of the
contract. We recognize non-refundable contract fees for which no further performance obligations exist and for which
there is no continuing involvement by us on the earlier of when the payments are received or when collection is
reasonably assured.

3. Net Income Per Share

Basic net income per share amounts for each period presented were computed using the weighted average number
of shares of common stock outstanding. Diluted net income per share amounts for each period presented were
computed (1) using the weighted average number of potentially dilutive shares issuable in connection with stock
options under the treasury stock method, and (2) using the weighted average number of shares issuable in connection
with convertible debt under the if-converted method, when dilutive.

6
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The following table presents the computation of basic and diluted net income per share (in thousands, except per
share amounts):

Three Months Ended
September 30,
2006 2005
Numerator:
Basic net income $ 4,127 $ 5,512
Interest expense and amortization of debt issuance costs on convertible notes (net of
tax) 266 266
Diluted net income $ 4,393 $ 5,778
Denominator:
Shares, basic 25,134 24,769
Effect of dilutive share-based awards 1,645 1,793
Effect of convertible notes 2,474 2,474
Shares, diluted 29,253 29,036
Net income per share:
Basic $ 0.16 $ 022
Diluted $ 0.15 $ 020

Dilutive net income per share does not include the effect of 2,784,476 and 2,290,831 share-based awards that were
outstanding during the three months ended September 30, 2006 and 2005, respectively. These share-based awards
were not included in the computation of diluted net income per share because the proceeds received, if any, from such
share-based awards combined with the average unamortized compensation costs adjusted for the hypothetical tax
benefit or deficiency creditable or chargeable, respectively, to additional paid-in capital, were greater than the average
market price of our common stock, and therefore, their effect would have been antidilutive.

4. Cash Equivalents and Short-Term Investments

Cash equivalents consist of highly liquid investments with original maturities of three months or less. Short-term
investments consist of marketable securities and are classified as securities available for sale under Statement of
Financial Accounting Standards ( SFAS ) No. 115, Accounting for Certain Investments in Debt and Equity Securities.
Such securities are reported at fair value, with unrealized gains and losses, net of taxes, excluded from earnings and
shown separately as a component of accumulated other comprehensive income within stockholders equity. Interest
earned on marketable securities is included in interest income. Realized gains and losses on the sale of marketable
securities are determined using the specific identification method.

5. Inventories

Inventories are stated at the lower of cost (first-in, first-out method) or market (estimated net realizable value) and

consisted of the following (in thousands):

September
30, June 30,
2006 2006
Raw materials $ 8,652 $ 9,743

Table of Contents 11
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Finished goods 365 267

$ 9,017 $ 10,010

Periodically, we purchase inventory from our subcontractors when a customer s delivery schedule is delayed or a
customer s order is cancelled. In those circumstances in which our customer has cancelled its order and we purchase
inventory from our subcontractors, we consider a write-down to reduce the carrying value of the inventory purchased
to its net realizable value. Write-downs to reduce the carrying value of obsolete, slow moving, and non-usable
inventory to net realizable value are charged to cost of revenue.

7
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6. Product Warranties, Indemnifications, and Legal Proceedings
Product Warranties

We generally warrant our products for a period of 12 months or more from the date of sale and estimate probable
product warranty costs at the time we recognize revenue. Factors that affect our warranty liability include historical
and anticipated rates of warranty claims, materials usage, and service delivery costs. Warranty costs incurred have not
been material in recent years. However, we assess the adequacy of our warranty obligations periodically and adjust the
accrued warranty liability on the basis of our estimates.

Changes in our accrued warranty liability (included in other accrued liabilities) for the three-month periods ended
September 30, 2006 and 2005 were as follows (in thousands):

Three Months Ended
September 30,
2006 2005
Beginning accrued warranty $ 357 $ 369
Provision for product warranties 214 154
Cost of warranty claims and settlements (151) (181)
Ending accrued warranty $ 420 $ 342

Indemnifications

In connection with certain third-party agreements we have executed in the past, we are obligated to indemnify the
third party in connection with any technology infringement by us. We have also entered into indemnification
agreements with our officers and directors. Maximum potential future payments cannot be estimated because these
agreements do not have a maximum stated liability. However, historical costs related to these indemnification
provisions have not been significant. We have not recorded any liability in our consolidated financial statements for
such indemnification obligations.

Legal Proceedings

In March 2006, Elantech Devices Corporation ( Elantech ) filed a Complaint for Patent Infringement against us
claiming that we infringed one of their patents and seeking damages, attorneys fees, and a permanent injunction
against us infringing or inducing others to infringe the patent. In April 2006, we filed our Answer to the Complaint
and Counterclaims against Elantech claiming that they have infringed and induced infringement of four of our patents,
and seeking damages, attorneys fees, and a permanent injunction against infringing or inducing others to infringe.

Elantech responded to our counterclaim denying liability and counterclaimed seeking an injunction and damages
for alleged violations of California law. We subsequently filed a motion to dismiss the Elantech counterclaims, which
was granted in July 2006 with leave to amend the counterclaims after the adjudication of the patent infringement
claims. We intend to vigorously defend our patents and pursue our counterclaims. We have not recorded any liability
associated with their claims and have expensed as incurred all legal fees associated with the legal proceedings.

7. Convertible Senior Subordinated Notes

During December 2004, we issued an aggregate of $125 million of 0.75% Convertible Senior Subordinated Notes
maturing December 1, 2024 (the Notes ) in a private offering pursuant to Rule 144 A under the Securities Act of 1933,
as amended. In connection with issuing the Notes, we incurred debt issuance costs of $4.3 million, consisting
primarily of the initial purchasers discount and costs related to legal, accounting, and printing, which are being
amortized over five years. We expect to use the net proceeds for working capital and general corporate purposes and
potentially for future acquisitions.

The Notes bear interest at a rate of 0.75% per annum payable on December 1 and June 1 of each year, beginning
June 1, 2005. However, we will pay additional contingent interest on the Notes if the average trading price of the
Notes is at or above 120% of the principal amount of the Notes for a specified period beginning with the six-month
period commencing December 1, 2009. The amount of contingent interest payable on the Notes with respect to a
six-month period, for which contingent interest applies, will equal 0.375% per annum of the average trading price of
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the Notes for a specified five trading day period preceding such six-month period. We are also obligated to file and
maintain a shelf registration statement with the SEC covering resales by the holders of the Notes and the common
stock issuable upon conversion of the Notes. In the event of a registration default, we will be obligated to pay
additional interest of up to 0.5% per annum until such registration default is cured. On June 1, 2005, our Registration
Statement for these securities was declared effective by the SEC.

The Notes are convertible into shares of our common stock, initially at a conversion rate of 19.7918 shares per
$1,000 principal amount of Notes, or a total of 2,473,975 shares of common stock, which is equivalent to an initial
conversion price of approximately $50.53 per share of common stock, subject to adjustment in certain events. The
denominator of the diluted net income per share calculation includes the weighted average effect of the 2,473,975
shares of common stock issuable upon conversion of the Notes in accordance with Emerging Issues Task Force
( EITF ) Issue No. 04-08. Through November 30, 2009, upon the occurrence of a fundamental change as defined in the
indenture governing the Notes, we could potentially be obligated to issue up to 27.7085 shares per $1,000 of principal
amount of Notes, or a total of 3,463,562 shares of common stock, which is equivalent to a conversion price of $36.09
per share of common stock. The additional 989,587 shares, contingently issuable upon a fundamental change, are not
included in the calculation of diluted net income per share.

The Notes may be converted (1) if, during any calendar quarter commencing after December 31, 2004, the last
reported sale price of our common stock for at least 20 trading days in the period of 30 consecutive trading days
ending on the last trading day of the preceding calendar quarter is greater than or equal to 120% of the applicable
conversion price on such last trading day; (2) on or after January 1, 2020; (3) if we have called the Notes for
redemption; or (4) during prescribed periods, upon the occurrence of specified corporate transactions or fundamental
changes. On or after December 1, 2009, we may redeem for cash all or a portion of the notes at a redemption price of
100% of the principal amount of the notes plus accrued and unpaid interest, including contingent interest and
additional interest, if any. Noteholders have the right to require us to repurchase all or a portion of their notes for cash
on December 1, 2009, December 1, 2014, and December 1, 2019 at a price equal to 100% of the principal amount of
the notes to be purchased plus accrued and unpaid interest, including contingent interest and additional interest, if any.
Upon conversion of the Notes, in lieu of delivering common stock, we may, at our discretion, deliver cash or a
combination of cash and common stock. As of September 30, 2006, none of the conditions for conversion of the Notes
had occurred.

The Notes are unsecured senior subordinated obligations and rank junior in right of payment to all of our existing
and future senior indebtedness, equal in right of payment with all of our existing and future indebtedness or other
obligations that are not, by their terms, either senior or subordinated to the Notes, including trade debt and other
general unsecured obligations that do not constitute senior or subordinated indebtedness, and senior in right of
payment to all of our future indebtedness that, by its terms, is subordinated to the Notes. There are no financial
covenants in the Notes.

During each of the three month periods ended September 30, 2006 and 2005, we recorded interest expense of
$449,000 on the Notes, which included amortization of debt issuance costs.

8. Share-Based Compensation

The purpose of our various share-based compensation plans is to attract, motivate, retain, and reward high-quality
employees, directors, and consultants by enabling such persons to acquire or increase their proprietary interest in our
common stock in order to strengthen the mutuality of interests between such persons and our stockholders and to
provide such persons with annual and long-term performance incentives to focus their best efforts in the creation of
stockholder value. Consequently, share-based compensatory awards issued subsequent to the initial award to our
employees and consultants are determined primarily on individual performance. Our share-based compensation plans
currently consist of our 1996 Stock Option Plan, our 2000 Nonstatutory Stock Option Plan, our 2001 Incentive
Compensation Plan, and our 2001 Employee Stock Purchase Plan.

Share-based compensation awards available for grant or issuance for each plan as of the beginning of the fiscal
year, including changes in the balance of awards available for grant during the three months ended September 30,
2006, are as follows:

9
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Awards 2001
Available 1996 2000 2001 Employee
Under All Stock Nonstatutory Incentive Stock
Stock
Share-Based Option Option Compensation Purchase
Award
Plans Plan Plan Plan Plan
Balance at June 30, 2006 3,292,246 226,465 37,584 2,414,826 613,371
Additional shares authorized 378,155 378,155
Stock options granted (477,909) (477,909)
Deferred stock units granted (67,081) (67,081)
Purchases under employee stock
purchase plan (52,469) (52,469)
Forfeited and expired 46,668 500 46,168
Balance at September 30, 2006 3,119,610 226,965 37,584 2,294,159 560,902

We adopted SFAS No. 123R, Share-Based Payment ( SFAS 123R ), in fiscal 2006 and applied the provisions of
Staff Accounting Bulletin No. 107, Share-Based Payment, to our existing share-based compensation plans in
accordance with the modified prospective transition method. Previously, we followed Accounting Principles Board
( APB ) Opinion No. 25, Accounting for Stock Issued to Employees, and related interpretations in accounting for
employee share-based compensation, as permitted by SFAS No. 123, Accounting for Stock-Based Compensation,

( SFAS 123 ), and we did not recognize compensation expense for stock option grants to employees and directors with
an exercise price equal to the fair market value of the shares at the date of grant. Accordingly, no share-based
compensation costs based on grant date fair value were included in our consolidated statements of income for any
period prior to fiscal 2006.

Share-based compensation and the related tax benefit recognized in our consolidated statements of income for the
three months ended September 30, 2006 and 2005 were (in thousands):

2006 2005
Cost of revenue $ 147 $ 192
Research and development 1,035 1,292
Selling, general, and administrative 1,919 1,826
Total $3,101 $3,310
Income tax benefit on share-based compensation $ 781 $ 690

We utilize the Black-Scholes option pricing model to estimate the grant date fair value of certain employee
share-based compensatory awards, which requires the input of highly subjective assumptions, including expected
volatility and expected life. Historical and implied volatility were used in estimating the fair value of our share-based
awards, while the expected life of our options was estimated to be five years based on historical trends since our initial
public offering. Further, as required under SFAS 123R, we now estimate forfeitures for share-based awards that are
not expected to vest. Changes in these inputs and assumptions can materially affect the measure of estimated fair
value of our share-based compensation. We charge the estimated fair value to earnings on a straight-line basis over the
vesting period of the underlying awards, which is generally four years for our stock option and deferred stock unit
awards and up to two years for our employee stock purchase plan. The Black-Scholes option pricing model was
developed for use in estimating the fair value of traded options having no vesting restrictions and being fully
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transferable. As our stock option and employee stock purchase plan awards have characteristics that differ
significantly from traded options, and as changes in the subjective assumptions can materially affect the estimated
value, our estimate of fair value may not accurately represent the value assigned by a third party in an arms-length
transaction. While our estimate of fair value and the associated charge to earnings materially affects our results of
operations, it has no impact on our cash position.

Stock options granted to consultants under our share-based compensation plans are accounted for at fair value

determined by using the Black-Scholes option pricing model in accordance with EITF Issue No. 96-18, Accounting

for Equity Instruments That Are Issued to Other Than Employees for Acquiring, or In Conjunction with Selling,

Goods or Services. These awards are subject to periodic revaluation over their vesting term, if any. The assumptions

used to value share-based awards to consultants are similar to those used for employees, except that we use the
contractual life of the award rather than the expected life.
10
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In accordance with SFAS 123R, we recognize tax benefit upon expensing certain share-based awards associated
with our share-based compensation plans, including nonqualified stock options and deferred stock unit awards, but
under current accounting standards we cannot recognize tax benefit concurrent with the recognition of share-based
compensation expenses associated with incentive stock options and employee stock purchase plan shares (qualified
stock options). For qualified stock options that vested after our adoption of SFAS 123R, we recognize tax benefit only
in the period when disqualifying dispositions of the underlying stock occur, and for qualified stock options that vested
prior to our adoption of SFAS 123R, the tax benefit is recorded directly to additional paid-in capital. For the three
months ended September 30, 2006, we realized tax benefit from non-qualified stock option exercises and
disqualifying dispositions of qualified stock options totaling $264,000, of which $27,000 of the tax benefit was
recognized as a reduction of the provision for income taxes, $3,000 reduced deferred tax assets established after our
adoption of SFAS 123R, and the remaining tax benefit was recorded directly to additional paid-in capital.

We determine excess tax benefit using the long-haul method in which we compare the actual tax benefit associated
with the tax deduction from share-based award activity to the hypothetical tax benefit on the grant date fair values of
the corresponding share-based awards. Actual tax benefit related to the tax deduction for share-based awards exceeded
the hypothetical tax benefit on the grant date fair values of the corresponding share-based awards resulting in excess
tax benefit of $183,000 for the three months ended September 30, 2006.

Historically, we have issued new shares in connection with our share-based compensation plans; however,
2,521,100 treasury shares are also available for issuance as of September 30, 2006. As of September 30, 2006, we
have $35.4 million remaining under our stock repurchase program, which expires in October 2007. Any incremental
shares repurchased under the stock repurchase program would be available for issuance.

Deferred Stock Units

Our 2001 Incentive Compensation Plan ( 2001 Plan ) provides for the grant of deferred stock unit awards ( DSUs ) to
our employees, consultants, and directors. A DSU is a promise to deliver shares of our common stock at a future date
in accordance with the terms of the DSU grant agreement. We began granting DSU awards in January 2006.

DSUs granted under the 2001 Plan generally vest 25% at the end of 12 months from the vesting commencement
date and at a rate of approximately 2% each month thereafter until fully vested at the end of 48 months from the
vesting commencement date. Delivery of shares under the plan takes place quarterly for all DSUs vested as of the
scheduled delivery dates. Until delivery of shares, the grantee has no rights as a stockholder.

An election to defer delivery of the underlying shares for unvested DSU awards can be made provided the deferral
election is made at least one year before vesting and the deferral period is at least five years from the scheduled
delivery date.

The following table summarizes DSU activity including DSUs granted, delivered, and forfeited during the three
months ended September 30, 2006 and the balance and aggregate intrinsic value of DSUs as of September 30, 2006.
The aggregate intrinsic value is based on the closing price of our common stock on September 22, 2006 of $24.44.

Deferred Aggregate Weighted
Stock Unit Intrinsic Average

Grant

Awards Value Date
Outstanding (thousands) Fair Value
Balance at June 30, 2006 38,280 $ 29.68
Granted 67,081 $ 21.03

Delivered

Forfeited (2,250) $ 2638
Balance at September 30, 2006 103,111 $ 2,520 $ 24.13

Unrecognized share-based compensation costs for DSUs granted under the 2001 Plan are approximately
$1.9 million as of September 30, 2006, to be recognized over a weighted average period of approximately three years.
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Stock Options

Our current share-based compensation plans that provide for the grant of stock options include our 1996 Stock
Option Plan, our 2000 Nonstatutory Stock Option Plan, and our 2001 Incentive Compensation Plan ( the Plans ). Under
the Plans, employees, consultants, and directors may be granted incentive stock options or nonqualified stock options
to purchase shares of our common stock at not less than 100% or 85% of the fair market value, respectively, on the
date of grant.

Options issued under the Plans generally vest 25% at the end of 12 months from the vesting commencement date
and approximately 2% each month thereafter until fully vested at the end of 48 months from the vesting
commencement date. Options not exercised ten years after the date of grant are cancelled.

In October 2002, we granted 200,000 options to a consultant that at the time were to vest over four years; however,
in December 2002 we hired the consultant as an employee. In accordance with FIN 44, Accounting for Certain
Transactions Involving Stock Compensation, we remeasured the intrinsic value of the option grant on the date the
consultant became an employee and recorded deferred stock compensation that we were amortizing over the
remaining vesting period of the options. With the adoption of SFAS 123R, we ceased amortizing deferred stock
compensation, reclassified the remaining balance of deferred stock compensation on our balance sheet to additional
paid-in capital, and began expensing the remaining fair value, as previously determined under SFAS 123, of the
underlying options over their remaining vesting periods.

In August 2002, our board approved an option regrant offer to several employees who had received option grants
under the 2001 Incentive Compensation Plan having option exercise prices of $12.98 and $18.70. The option exercise
prices were substantially higher than the price of our stock at the time of the regrant offer. Under the terms of the
regrant, the employees were allowed to elect to have their option cancelled and in consideration thereof to receive a
new option for the same number of shares as cancelled six months and one day after the date of cancellation. On
March 3, 2003, new options to acquire a total of 106,500 shares were granted pursuant to the regrant offer with a new
exercise price of $6.56 per share. The vesting period and schedule for the new options remained the same as the
vesting period and schedule of the cancelled options.

The following table summarizes stock option activity and weighted average exercise prices for the three months
ended September 30, 2006, and for options outstanding, options vested and expected to vest, and options exercisable,
the weighted average exercise prices, the weighted average remaining contractual life, and the aggregate intrinsic
value as of September 30, 2006. The aggregate intrinsic value is based on the closing price of our common stock on
September 22, 2006 of $24.44 and excludes the impact of options that were not in-the-money.

Stock Weighted Remaining Aggregate
Option Average Contractual Intrinsic
Awards Exercise Life Value
Outstanding Price (years) (thousands)
Balance at June 30, 2006 5,808,011 $ 14.55
Granted 477,909 $ 21.03
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