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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended March 31, 2014

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: 001-34791

MagnaChip Semiconductor Corporation

(Exact name of registrant as specified in its charter)
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Delaware 83-0406195
(State or other jurisdiction of (LLR.S. Employer
incorporation or organization) Identification No.)

c¢/o MagnaChip Semiconductor S.A.
1, Allée Scheffer, L-2520
Luxembourg, Grand Duchy of Luxembourg
(352) 45-62-62

(Address, zip code, and telephone number, including area code, of registrant s principal executive offices)

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. x Yes ~ 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). x Yes = 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 the definitions 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 x No

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Sections 12,
13 or 15(d) of the Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed

by acourt. x Yes ~ No

As of January 31, 2015, the registrant had 34,056,468 shares of common stock outstanding.
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Explanatory Note

This Quarterly Report on Form 10-Q for the period ended March 31, 2014 (this Quarterly Report ) is being filed by
MagnaChip Semiconductor Corporation ( we, our, us, the Company or MagnaChip ) concurrently with the filing
Company s Annual Report on Form 10-K for the year ended December 31, 2013, which was filed with the Securities

and Exchange Commission (the SEC ) on February 12, 2015 (the 2013 Form 10-K ). The 2013 Form 10-K contains
audited financial statements of the Company for the years ended December 31, 2013, 2012 and 2011.

The Company filed a Current Report on Form 8-K with the SEC on March 11, 2014 disclosing the determination of
the Audit Committee of the Company s Board of Directors that certain of the Company s previously issued annual
audited and interim unaudited financial statements contained in its historical Annual Reports on Form 10-K and
Quarterly Reports on Form 10-Q should no longer be relied upon.

In the 2013 Form 10-K, the Company restated and corrected the following financial statements of the Company (the
Restatement ): (i) the audited consolidated balance sheet as of December 31, 2012 and 2011, and consolidated

statements of operations, comprehensive income, changes in stockholders equity and cash flows for each of the years

ended December 31, 2012 and 2011; and (ii) the five year selected financial data presented in the 2013 Form 10-K.

The 2013 Form 10-K was filed by the Company in lieu of the Company separately filing with the SEC amendments to
its previously filed Annual Reports on Form 10-K for each of the years ended December 31, 2012 and 2011.

The unaudited financial statements for the three months ended March 31, 2013 contained in this Quarterly Report are
presented on a restated basis and are consistent with those contained in the 2013 Form 10-K. The Company has not
separately amended, and does not intend to amend, its Quarterly Reports on Form 10-Q for the periods ended on or
prior to September 30, 2013.

For more information on the matters that have led to the restatement and data previously reported, see Note 2.

Restatement of Consolidated Financial Statements to our consolidated financial statements contained in the 2013
Form 10-K and our consolidated financial statements contained herein.
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Item 1.

PART I FINANCIAL INFORMATION

Interim Consolidated Financial Statements (Unaudited)
MAGNACHIP SEMICONDUCTOR CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(Unaudited; in thousands of US dollars, except share data)

Assets

Current assets

Cash and cash equivalents
Restricted cash

Accounts receivable, net
Inventories, net

Other receivables

Prepaid expenses

Current deferred income tax assets
Other current assets

Total current assets

Property, plant and equipment, net
Intangible assets, net

Long-term prepaid expenses
Deferred income tax assets

Other non-current assets

Total assets

Liabilities and Stockholders Equity

Current liabilities
Accounts payable
Other accounts payable
Accrued expenses
Other current liabilities

Total current liabilities
Long-term borrowings, net
Accrued severance benefits, net

Other non-current liabilities

Table of Contents

March 31,
2014

$ 104,768
4

105,679
83,697
5,276
12,835
1,335
8,062

321,656

251,584
2,745
14,829
611
16,618

$ 608,043

$ 73,682
20,540
64,761

4,166

163,149
223,951

135,013
20,213

December 31,
2013

153,606
4
78,898
74,698
6,011
9,194
1,348
10,403

334,162

254,297
3,111
16,405
896
16,319

625,190

75,059
15,670
65,494

5,872

162,095
223,923

134,172
23,459
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Total liabilities 542,326

Commitments and Contingencies (Note 17)

Stockholders equity

Common stock, $0.01 par value, 150,000,000 shares authorized, 40,635,128 shares
issued and 34,056,363 outstanding at March 31, 2014 and 40,627,131 shares issued and

34,048,366 outstanding at December 31, 2013 406
Additional paid-in capital 116,906
Retained earnings 84,284
Treasury stock, 6,578,765 shares at March 31, 2014 and December 31, 2013 (90,918)
Accumulated other comprehensive loss (44,961)
Total stockholders equity 65,717
Total liabilities and stockholders equity $ 608,043 $

The accompanying notes are an integral part of these consolidated financial statements.

Table of Contents

543,649

406
116,222
105,889
(90,918)
(50,058)

81,541

625,190



Edgar Filing: MAGNACHIP SEMICONDUCTOR Corp - Form 10-Q

Table of Conten

MAGNACHIP SEMICONDUCTOR CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited; in thousands of US dollars, except share data)

Net sales
Cost of sales

Gross profit

Selling, general and administrative expenses
Research and development expenses
Restructuring and impairment charges

Operating income (loss)

Other expenses

Interest expense, net
Foreign currency loss, net
Other

Loss before income taxes
Income tax expenses
Net loss

Loss per common share

Basic

Diluted

Weighted average number of shares
Basic

Diluted

Three Months Ended
March 31,
March 31, 2013

2014 (As Restated)
$ 164,164 $ 194,322

123,887 136,087
40,277 58,235
25,027 20,808
23,137 21,015

2,446

(7,887) 13,966
(4,070) (5,849)
(9,406) (23,458)

561 353
(12,915) (28,954)
(20,802) (14.,988)

803 2,601

$ (21,605) $ (17,589)

0.63) $ (0.49)
0.63) $ (0.49)

&+ &L

34,052,875 35,539,413
34,052,875 35,539,413

The accompanying notes are an integral part of these consolidated financial statements.
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MAGNACHIP SEMICONDUCTOR CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited; in thousands of US dollars)

Three Months Ended
March 31,
March 31, 2013
2014 (As Restated)

Net loss $ (21,605) $ (17,589)
Other comprehensive income

Foreign currency translation adjustments 6,619 13,733

Derivative adjustments

Fair valuation of derivatives (1,801) (5,482)
Reclassification adjustment for loss (gain) on derivatives included in net loss 3 (250)
Unrealized gain on investments 276 320

Total comprehensive loss $ (16,508) $ (9,268)

The accompanying notes are an integral part of these consolidated financial statements.

Table of Contents 9



Edgar Filing: MAGNACHIP SEMICONDUCTOR Corp - Form 10-Q

Table of Conten

MAGNACHIP SEMICONDUCTOR CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS EQUITY
(Unaudited; in thousands of US dollars, except share data)
Accumulated
Common Stock Additional Other
Paid-In  Retained TreasuryComprehensive
Shares Amount Capital Earnings Stock Loss Total
Three Months Ended
March 31, 2014
Balance at January 1,2014 34,048,366 $ 406 $ 116,222 $105,889 $(90,918) $ (50,058) $ 81,541
Stock-based compensation 617 617
Exercise of stock options 6,795 48 48
Exercise of warrants 1,202 19 19
Other comprehensive income,
net 5,097 5,097
Net loss (21,605) (21,605)
Balance at March 31, 2014 34,056,363 $ 406 $ 116,906 $ 84,284 $(90,918) $ (44,961) $ 65,717
Three Months Ended
March 31, 2013
Balance at January 1, 2013
(As Restated) 35,635,357 $ 396 $ 102,409 $170,092 $(39,918) $ (41,450) $191,529
Stock-based compensation 490 490
Exercise of stock options 147,810 1 993 994
Exercise of warrants 749 12 12
Acquisition of treasury stock (375,884) (6,000) (6,000)
Other comprehensive income,
net 8,321 8,321
Net loss (17,589) (17,589)

Balance at March 31, 2013
(As Restated)

35,408,032 $ 397 $103,904 $152,503 $(45918) $ (33,129) $177,757

The accompanying notes are an integral part of these consolidated financial statements.
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MAGNACHIP SEMICONDUCTOR CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited; in thousands of US dollars)

Cash flows from operating activities
Net loss

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

Depreciation and amortization
Provision for severance benefits
Bad debt expenses

Amortization of debt issuance costs and original issue discount

Loss on foreign currency translation, net
Restructuring and impairment charges
Stock-based compensation

Other

Changes in operating assets and liabilities
Accounts receivable

Inventories, net

Other receivables

Other current assets

Deferred tax assets

Accounts payable

Other accounts payable

Accrued expenses

Other current liabilities

Other non-current liabilities

Payment of severance benefits

Other

Net cash provided by (used in) operating activities
Cash flows from investing activities

Purchase of plant, property and equipment
Payment for intellectual property registration
Payment of guarantee deposits

Other

Net cash used in investing activities

Cash flows from financing activities

Table of Contents

Three Months Ended
March 31,
March 31, 2013

2014 (As Restated)
$ (21,605) $ (17,589)
7,268 8,391
4,034 4,286
94 (12)

149 283
11,007 29,179
618

617 490
367 606
(28,094) 3,738
(10,028) (2,705)
691 (1,266)
(806) 3,529
366 775
(837) 2,136
(1,230) 10,412
(3,273) (1,202)
(1,790) (5,045)
548 334
(1,514) (627)
(150) (48)
(44,186) 36,283
(6,259) (31,652)
(92) (142)
(289) (741)

7 100
(6,633) (32,435)
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Proceeds from issuance of common stock
Acquisition of treasury stock

Net cash provided by (used in) financing activities
Effect of exchange rates on cash and cash equivalents

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents
Beginning of the period

End of the period

Supplemental cash flow information
Cash paid for interest

Cash paid (refunded) for income taxes

Non-cash investing activities
Property, plant and equipment additions in other accounts payable

The accompanying notes are an integral part of these consolidated financial statements.
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67
67
1,914

(48,838)

153,606

$104,768 $

$ 7340 $

$

$

1)

1,271

$

$

1,006
(6,000)

(4,994)
1,895
749

182,238

182,987

1

6,204

1,101
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MagnaChip Semiconductor Corporation and Subsidiaries
Notes to Consolidated Financial Statements
(Unaudited; tabular dollars in thousands, except share data)
1. Business, Basis of Presentation and Significant Accounting Policies
Business

MagnaChip Semiconductor Corporation (together with its subsidiaries, the Company ) is a Korea-based designer and
manufacturer of analog and mixed-signal semiconductor products for high-volume consumer, computer and
communication applications. The Company s business is comprised of three key business lines: Display Solutions,
Power Solutions and Semiconductor Manufacturing Services. The Company s Display Solutions products include
display drivers for use in a wide range of flat panel displays and mobile multimedia devices. The Company s Power
Solutions products include discrete and integrated circuit solutions for power management in high-volume consumer,
computer, communication and industrial applications. The Company s Semiconductor Manufacturing Services provide
specialty analog and mixed-signal foundry services for fabless semiconductor companies that serve the consumer,
computing and wireless end markets.

Basis of Presentation

The accompanying unaudited interim consolidated financial statements of the Company have been prepared in
accordance with generally accepted accounting principles in the United States of America ( US GAAP ). These interim
consolidated financial statements include normal recurring adjustments and the elimination of all intercompany

accounts and transactions which are, in the opinion of management, necessary to provide a fair statement of the
Company s financial condition and results of operations for the periods presented. These interim consolidated financial
statements are presented in accordance with ASC 270, Interim Reporting ( ASC 270 ) and, accordingly, do not
include all of the information and note disclosures required by US GAAP for complete financial statements. The

results of operations for the three months ended March 31, 2014 are not necessarily indicative of the results to be
expected for a full year or for any other periods.

The December 31, 2013 balance sheet data was derived from the Company s audited financial statements, but does not
include all disclosures required by US GAAP.

Recent Accounting Pronouncements

In August 2014, the FASB issued Accounting Standards Update No. 2014-15, Presentation of Financial Statements
Going Concern ( ASU 2014-15 ), which provides guidance on determining when and how to disclose going-concern
uncertainties in the financial statements. ASU 2014-15 requires management to perform interim and annual
assessments of an entity s ability to continue as a going concern within one year of the date the financial statements are
issued. An entity will be required to provide certain disclosures if conditions of events raise substantial doubt about

the entity s ability to continue as a going concern. ASU 2014-15 is effective for annual periods ending after December
15, 2016, and interim periods thereafter, with early adoption permitted. The Company is currently evaluating the
impact of the adoption of ASU 2014-15 on its consolidated financial statements.

In June 2014, the FASB issued Accounting Standards Update No. 2014-11, Transfers and Servicing (Topic 860):
Repurchase-to-Maturity Transactions, Repurchase Financings, and Disclosures ( ASU 2014-11 ). The guidance in this
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update changes the accounting for repurchase-to-maturity transactions and repurchasing financing arrangements. It
also requires enhanced disclosures about repurchase agreements and other similar transactions. The accounting
changes in this update are effective for public companies for the first interim or annual period beginning after
December 15, 2014. In addition, for public companies, the disclosure for certain transactions accounted for as a sale is
effective for the first interim or annual period beginning on or after December 15, 2014, and the disclosure for
transactions accounted for as secured borrowings is required to be presented for annual periods beginning after
December 15, 2014, and interim periods beginning after March 15, 2015. Early application is not permitted. The
Company is currently evaluating the impact of the adoption of ASU 2014-11 on its consolidated financial statements.

In May 2014, the FASB issued Accounting Standards Update No. 2014-09, Revenue from Contracts with Customers

( ASU 2014-09 ). ASU 2014-09 supersedes the revenue recognition requirements in Revenue Recognition (Topic 605) ,
and requires entities to recognize revenue when it transfers promised goods or services to customers in an amount that
reflects the consideration to which the entity expects to be entitled to in exchange for those goods or services. ASU
2014-09 is effective for annual reporting periods beginning after December 15, 2016, including interim periods within

that reporting period. Early adoption is not permitted. The Company is currently evaluating the impact of the adoption

of ASU 2014-09 on its consolidated financial statements.
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MagnaChip Semiconductor Corporation and Subsidiaries
Notes to Consolidated Financial Statements (Continued)

(Unaudited; tabular dollars in thousands, except share data)

2. Restatement of Consolidated Financial Statements

These interim financial statements should be read in conjunction with the consolidated financial statements for the
year ended December 31, 2013 contained in the Company s Annual Report on Form 10-K for the fiscal year ended
December 31, 2013 (the 2013 Form 10-K ), which was filed on February 12, 2015.

Background and Scope of Investigation

In January 2014, the Audit Committee of the Company s Board of Directors (the Audit Committee ) commenced an
internal investigation into the Company s accounting practices and procedures with outside professional advisors (the

Independent Investigation ). The Independent Investigation involved procedures that included forensic analysis and
inquiry directed to aspects of the Company s accounting and financial reporting practices, and evaluated aspects of its
historical accounting and financial reporting practices since 2011. The Independent Investigation initially raised
questions relating to numerous accounting transactions, most of which involved revenue recognition practices relating
to distributor relationships.

Based on initial findings and observations from the Independent Investigation regarding errors in the Company s
revenue recognition practices related to sales through distributors, the Company announced on March 11, 2014 that
the Audit Committee concluded that the Company s previously issued financial statements for each of the years ended
December 31, 2012 and December 31, 2011 and the quarters ended March 31, June 30 and September 30 in 2013 and
2012 should no longer be relied upon.

The Independent Investigation continued through October 2014 and identified numerous accounting errors, most of
which involved revenue recognition, cost of goods sold, inventory reserves, fixed asset capitalization, and expense
recognition and allocation. It also identified deficiencies regarding business practices related to distributors,
non-distributor customers and vendors. Concurrently with the Independent Investigation, management conducted
extensive internal review of its financial accounting and reporting practices and internal control over financial
reporting. The Independent Investigation and management s internal review identified evidence of errors in the
Company s accounting and deficiencies in its internal control over financial reporting.

Restatement Adjustments
As a result of the issues identified in the Independent Investigation and management s internal review, the Company
restated its previously reported consolidated financial statements for the three months ended March 31, 2013 in order

to correct certain previously reported amounts.

The impact of the errors to the previous statement of operations, statement of cash flows and statement of
comprehensive income has been detailed in the tables below. A description of the nature of the errors follows.
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MagnaChip Semiconductor Corporation and Subsidiaries
Notes to Consolidated Financial Statements (Continued)

(Unaudited; tabular dollars in thousands, except share data)

Revenue Recognition

Sales through Distributors The largest portion of revenue recognition adjustments relate to correcting the timing and
amount of revenue recognized on the sale of products through certain distributors. During the course of the
Independent Investigation and management s internal review, it was determined that the application of its revenue
recognition policy was not appropriate in these situations. Revenue had been recognized without persuasive evidence
of an arrangement and the collectability of the sales price not being reasonably assured. Furthermore, in some
circumstances, revenue was recognized prior to risk of loss being transferred.

Accordingly, related revenues and cost of sales were reversed in the period in which the accounting errors took place
and recognized in subsequent periods when all of the revenue recognition criteria were met. These adjustments also
include the impact of foreign currency exchange rate differences between periods of de-recognition and recognition of
the revenue transactions.

Other The other revenue recognition adjustments include transactions where the Company recognized revenue in an
incorrect period or recognized an incorrect amount of revenue. The primary categories of other revenue recognition
adjustments include the following:

Cut-off The Company identified certain sales transactions that were recognized prior to the transfer of
inventory risk and title.

Non-recurring Engineering ( NRE ) The Company provides NRE services to develop prototype wafers
mainly for the Company s foundry service customers. The Company identified revenue related to certain
NRE arrangements recognized earlier or later than at the time that the required prototype wafer was
delivered.

Concessions The Company identified various types of unrecorded concessions provided to its distributors
and customers, including future discounts, price adjustments, return rights, free products and others to
incentivize distributors and customers to make purchases. Such concessions should be recorded as a
deduction from revenues at the time when the related revenues are recognized.

Direct Customer Sales The Company identified certain sales transactions to a customer that were
recognized when the products were taken from the Company s manufacturing facility to its warehouse, rather
than when the products were delivered to the customer s location. The arrangement related to these
transactions did not have a fixed schedule for delivery to a customer s location and were prematurely
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recognized as revenues.
Hedge Accounting As a result of incorrect recognition of revenue discussed in Revenue Recognition Sales through
Distributors and Revenue Recognition — Other, the Company s hedge accounting, related to the change in the effective
portion of our derivative instrument s gains and losses, was adjusted as key assumptions determining the amount are
derived from revenues.

Reserves As aresult of incorrect recognition of revenue discussed in Revenue Recognition — Sales through
Distributors and Revenue Recognition — Other, adjustments for reserves, related to estimated refunds, low yield
compensation, and warranty liabilities, also required corrections as key assumptions in determining these amounts are
derived from revenues.

Manufacturing Cost The Company corrected certain fabrication and back-end processing costs that were not
recorded consistently with the progression of its manufacturing activities. As a result, the Company s cost of sales was
decreased by approximately $1,400 thousand for the three months ended March 31, 2013, to account for
manufacturing costs during the period in which they were incurred.

Inventory Reserves

The Company corrected errors with respect to how the Company previously forecasted revenues for the purposes of
determining inventory reserves. As a result, the Company performed a retrospective review of its inventory reserve
calculation and revised the revenue forecast component of the reserve calculation. In addition, as a result of the
correction of revenue for certain transactions discussed in Revenue Recognition  Sales through Distributors and
Revenue Recognition  Other, a significant portion of the revenues were reversed rather than deferred. The failure of
the anticipated orders from final customers materializing resulted in a significantly higher excess and obsolete
reserves for the restatement and subsequent periods. In addition, the Company corrected errors with respect to
obsolete and aged inventory reserves that were previously understated due to the misclassification or errors in certain
inventory items.

Understated Employee Benefits

The Company identified that certain amounts of earned vacation that were not included in calculating its severance
accrual, resulting in an understatement of accrued severance benefits.

11
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MagnaChip Semiconductor Corporation and Subsidiaries
Notes to Consolidated Financial Statements (Continued)

(Unaudited; tabular dollars in thousands, except share data)

The Company also identified that vested compensation claims by employees who have rendered long-term services
were accounted for on a cash basis rather than on an accrual basis, resulting in an understatement of long-term service
liabilities.

Settlement Obligations

The Company identified certain cash and in-kind payments to a customer in connection with settling a claim involving
the Company s product that may have caused a failure in the customer s product. Although the Company does not agree
with the claim, as its product met the customers specifications, the Company considered a number of factors and
decided not to dispute the claim but make certain cash and/or in-kind payments as demanded by the customer. A

number of cash and in-kind payments were made to the customer since 2011 and were recorded as cost of sales and/or
reduction of revenues at the time that they were paid rather than accrued when each cash or in-kind payment became
probable.

Tax Matters

Income Tax Realization of the deferred tax assets is dependent on the Company s ability to generate future taxable
income. In the previously reported consolidated financial statements for the year ended December 31, 2012, the
Company had released $64,749 thousand of valuation allowance against deferred tax assets at the Company s Korean
subsidiary and, consequently, a corresponding amount of income tax benefit was recognized.

During the management s internal review, key assumptions and forecast of future taxable income were reassessed
based on restated financial data as to whether deferred tax assets will ultimately be realized. In its reassessment, the
Company concluded that the objective and verifiable negative evidence represented by recent actual operating losses
outweighed more subjective positive evidence of anticipated future income over the periods in which the deferred tax
assets are deductible. As a result, the Company determined that it was necessary to record a full valuation allowance
on deferred tax assets of $64,749 thousand as of December 31, 2012 and for each subsequent quarter thereafter. The
related expense was recorded in the Company s statement of operations for the year ended December 31, 2012 as an
income tax expense. In addition, the management s review identified income tax adjustments attributable to certain
foreign subsidiaries other than Korea and made an adjustment amounting to $112 thousand.

The restatement adjustments for the three months ended March 31, 2013 impacted our temporary differences between
our book income and taxable income, which resulted in an increase of our deferred tax assets for which a full
valuation allowance was recorded for the fiscal period then ended and thus there was no tax impact of the other
restatement adjustments.

Other The Company identified liabilities related to non-income-based taxes that the Company may be exposed to in

connection with certain tax positions taken. We considered the period in which the underlying cause of action
occurred, degree of probability of an unfavorable outcome and whether we could make a reasonable estimate.
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Maintenance Costs

The Company identified certain maintenance expenses that were inappropriately capitalized and depreciated. As a
result, the Company corrected these errors by reversing the related amounts in property, plant and equipment, and
recorded them in cost of sales and research and development expense. In addition, the Company identified certain
cash payments to a maintenance supplies vendor, that (i) the vendor used to purchase products from distributors;

(ii) the distributors then paid to the Company for those products; and (iii) in turn were applied to the Company s aged
accounts receivable.

Account Classification

Revenue The Company corrected the classification of rental income that was previously recorded as net sales when it
should have been recorded in other income (expenses).

Expense The Company identified errors in classification of expenses that were recorded as cost of sales when they
should have been recorded as research and development for the three months ended March 31, 2013.

Cost Center Allocation
The Company identified costs from certain cost centers that were not always allocated consistently with the nature of

the Company s business. As a result, the Company recorded adjustments to reclassify the related costs from cost of
sales to selling, general and administrative expenses.

12
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Notes to Consolidated Financial Statements (Continued)

(Unaudited; tabular dollars in thousands, except share data)

Other Adjustments

In addition to the restatement adjustments described above, the Company has identified other errors that are not
material, individually or in the aggregate, but have been recorded in connection with the restatement.

Included in other adjustments are as follows:

Accrued Liabilities 'The Company identified costs related to certain goods and services that were
recorded at the time of receipt of invoice rather than when the goods were delivered or services were
rendered. As a result, the Company recorded adjustments to cost of sales and research and
development expense.

Stock-based Compensation The Company identified incorrect application of assumptions in

computation of stock-based compensation expenses. As a result, the Company recorded adjustments to
increase compensation expenses.

13
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The following table presents the impact of the restatement adjustments on the Company s previously reported
consolidated statement of operations for the three months ended March 31, 2013:

Three Months Ended March 31, 2013
Restatement Adjustments

Understated Cost
As Previously Revenue InventorfmployettlementTax Maintenanc€enter Account Other  Total As
Reported Recognition Reserves Benefdsligatiohkatters  Cost AllocafidassificAtijustmehdjustments Restated

( sales $ 205,298 $(10,416) $ $ $ 8 $ $ $(560) $ $(10,976) $ 194,32
st of sales 139,555 (8,647) 3,860 132 2,432  (844) (404) 3 (3,468) 136,08
)ss profit 65,743 (1,769) (3,860) (132) (2,432) 844  (156) 3) (7,508) 58,23
ling,
ieral and
ninistrative
)enses 19,791 (89) 19 180 860 47 1,017 20,80
search and
‘elopment
)enses 20,582 51 55 (16) 404 61) 433 21,01
structuring
1
bairment
rges 2,446 2,44
erating
ome 22,924 (1,680) (3,860) (202) (180) (2,487) (560) 11 (8,958) 13,96
1er income
penses)
erest
)ense, net (5,849) (5,84
eign
rency loss,

(22,558) (907) 7 (900) (23,45
1ers (260) 53 560 613 35

(28,667) (854) 560 7 (287) (28,95
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s before

ome taxes (5,743) (2,534) (3,860) (202) (180) (2,487) 18 (9,245)
ome tax

)ENSES 1,662 939 939
t loss $ (7,405) $ (2,534) $(3,860) $(202) $ $(1,119) $(2487) $ $ $ 18 $(10,184)
S per

nmon share

sic $ (0.21)

uted $ (0.21)

ighted

rage

nber of

res

sic 35,539,413

uted 35,539,413

Note Settlement Obligations column presented in the table above does not impact the statement operations for the

three months ended March 2013.

14
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$ (17,58
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35,539,41
35,539,41
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Statement of Cash Flows

The following table presents the impact of the restatement adjustments on the Company s consolidated statement of

cash flow for three months ended March 31, 2013:

Three Months Ended March 31, 2013
As Previously Restatement
Reported  Adjustments
Cash flows from operating activities

Net loss $ (7,405) $ (10,184)
Adjustments to reconcile net loss to net cash provided by operating

activities

Depreciation and amortization 8,522 (131)
Provision for severance benefits 4,229 57
Bad debt expenses 30 42)
Amortization of debt issuance costs and original issue discount 283

Loss on foreign currency translation, net 28,280 899
Restructuring and impairment charges 618

Stock-based compensation 420 70
Other 606

Changes in operating assets and liabilities

Accounts receivable (6,409) 10,147
Inventories, net 2,022 4,727)
Other receivables (1,278) 12
Other current assets 2,014 1,515
Deferred tax assets 2,182 (1,407)
Accounts payable 2,290 (154)
Other accounts payable 9,734 678
Accrued expenses (1,125) (77)
Other current liabilities (5,838) 793
Other non-current liabilities (957) 1,291
Payment of severance benefits (627)

Other 47) (1)
Net cash provided by operating activities 37,544 (1,261)

Cash flows from investing activities
Purchase of plant, property and equipment (32,927) 1,275
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As
Restated

$ (17,589)

8,391
4,286
(12)
283
29,179
618
490
606

3,738
(2,705)
(1,266)

3,529

775

2,136
10,412
(1,202)
(5,045)

334
(627)
(48)

36,283

(31,652)
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Payment for intellectual property registration
Payment of guarantee deposits

Other

Net cash used in investing activities

Cash flows from financing activities
Proceeds from issuance of common stock

Acquisition of treasury stock

Net cash used in financing activities
Effect of exchange rates on cash and cash equivalents

Net increase in cash and cash equivalents

Cash and cash equivalents
Beginning of the period

End of the period

Supplemental cash flow information
Cash paid for interest

Cash paid for income taxes

Non-cash investing activities
Property, plant and equipment additions in other accounts payable

15
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(142)
(741)
100
(33,710)
1,006
(6,000)

(4,994)
1,909

749

182,238

182,987

6,384

(142)

(741)

100

1275  (32,435)
1,006

(6,000)

(4,994)
(14) 1,895
749

182,238

$ 182,987

$ 1

(180) $ 6,204

1,101 $ 1,101
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Comprehensive Income

The following table presents the impact of the restatement adjustments on the Company s previously reported
consolidated statements of comprehensive income for the three months ended March 31, 2013:

Three Months Ended
March 31, 2013
As Previously
Reported As Restated

Net loss $(7,405) $ (17,589)

Other comprehensive income :

Foreign currency translation adjustments 9,133 13,733

Derivative adjustments

Fair valuation of derivatives (4,207) (5,482)

Reclassification adjustment for gain on derivatives included in net loss (304) (250)

Unrealized gain on investments 228 320

Total comprehensive loss $(2,555) $ (9,268)
16
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3. Sales of Accounts Receivable and Receivable Discount Program

The Company has entered into an agreement to sell selected trade accounts receivable to a financial institution from
time to time since March 2012. After the sale, the Company does not retain any interest in the receivables and the
applicable financial institution collects these accounts receivable directly from the customer. The proceeds from the
sales of these accounts receivable totaled $3,139 thousand and $10,072 thousand for the three months ended

March 31, 2014 and 2013, respectively, and these sales resulted in pre-tax losses of $8 thousand and $20 thousand for

the three months ended March 31, 2014 and 2013, respectively, which are included in selling, general and
administrative expenses in the consolidated statements of operations. Net proceeds of this accounts receivable sale
program are recognized in the consolidated statements of cash flows as part of operating cash flows.

The Company uses receivable discount programs with certain customers. These discount arrangements allows the
Company to accelerate collection of customers receivables. While these arrangements have reduced the Company
working capital needs, there can be no assurance that these programs will continue in the future.

4. Inventories

Inventories as of March 31, 2014 and December 31, 2013 consist of the following:

March 31, December 31,

2014 2013
Finished goods $ 48596 $ 43,734
Semi-finished goods and work-in-process 94,061 92,030
Raw materials 10,555 9,464
Materials in-transit and other 750 1,870
Less: inventory reserve (70,265) (72,400)
Inventories, net $ 83,6907 $ 74,698
Three Months Ended
March 31,
March 31, 2013
2014 (As Restated)
Beginning balance $(72,4000 $ (25,429)
Change in reserve (2,788) (7,777)
Write off 4,012 417
Translation adjustments 911 1,125
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Ending balance

$(70,265) $  (31,6064)

Inventory reserve represents the Company s best estimate in value lost due to excessive inventory level, physical
deterioration, obsolescence, changes in price levels, or other causes based on individual facts and circumstances.
Inventory reserve relates to inventory items including finished goods, semi-finished goods and work-in-process. Write
off of this reserve is recognized only when the related inventory has been disposed or scrapped.

5. Property, Plant and Equipment

Property, plant and equipment as of March 31, 2014 and December 31, 2013 comprise the following:

Buildings and related structures
Machinery and equipment
Vehicles and others

Less: accumulated depreciation
Land

Property, plant and equipment, net

Table of Contents

March 31, December 31,

2014 2013
$ 80,145 % 81,050
272,443 269,840
23,333 22,397
375,921 373,287
(141,525) (136,397)
17,188 17,407

$ 251,584 $ 254,297
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6. Intangible Assets

Intangible assets as of March 31, 2014 and December 31, 2013 are as follows:

March 31, December 31,

2014 2013
Technology $ 19827 $ 20,081
Customer relationships 29,072 29,444
Intellectual property assets 7,827 7,829
Less: accumulated amortization (53,981) (54,243)
Intangible assets, net $ 2,745 $ 3,111

7. Accrued Expenses

Accrued expenses as of March 31, 2014 and December 31, 2013 are as follows:

March 31, December 31,

2014 2013

Payroll, benefits and related taxes, excluding

severance benefits $ 21,323 § 19,869
Withholding tax levied on intercompany interest income 24,792 23,872
Interest on senior not