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FORWARD-LOOKING STATEMENTS

This report on Form 10-K contains forward-lookirtigtesments within the meaning of Section 27A of$eeurities Act of 1933 and Section
21E of the Securities Exchange Act of 1934 whighsarject to the "safe harbor" created by thoséosec These forward-looking statements
include but are not limited to: statements reldtemhdustry trends and future growth in the markets3D graphics processors; our product
development efforts; the timing of our introductioihnew products; industry and consumer acceptahoer products; and future

profitability. Discussions containing these forwdndking statements may be found in "Business" '&nanagement's Discussion and
Analysis of Financial Condition and Results of Ggiems." These forward-looking statements involigks and uncertainties that could cause
our actual results to differ materially from thasghe forward- looking statements. We undertakellgation to publicly release any
revisions to the forward-looking statements oreaetflevents or circumstances after the date ofithisiment. The "Certain Business Risks"
section, among other things, should be consideredaluating our prospects and future financiafqgrerance.

PART |
ITEM 1. BUSINESS
Overview

We design, develop and market a "top-to-bottom"ifianf award-winning 3D graphics processors, graplgrocessing units ("GPUs") and
related software that set the standard for perfon@aquality and features for every type of desktersonal computer ("PC") user, from
professional workstations to lowest PCs. Our 3D graphics processors are usedideavariety of applications, including games, thierne
and industrial design. Our graphics processors #eréirst to incorporate a 128-bit mutéxturing graphics architecture designed to delig
users of our products a highly immersive, intexec8D experience with compelling visual qualityalistic imagery and motion, stunning
effects, and complex object and scene interactioaa-time frame rates. The NVIDIA TNT2, TNT2 M@éd Vanta graphics processors
deliver high performance 3D and 2D graphics atfardable price, making them the graphics hardvedrehoice for a wide range of
applications for both consumer and commercial Qsg.graphics processors are designed to be arthvisdly compatible backward and
forward, giving our OEM customers and end usemaadost of ownership. We are recognized for devialpghe world's first GPU, our latest
generation graphics processor, which incorporaigsgendent hardware transform and lighting prongasiits along with a complete
rendering pipeline into a single-chip architectar GPUs, the GeForce 256 and NVIDIA Quadro, pseee/er 200 billion operations per
second and increase the PC's ability to renderdédimition 3D scenes in real-time. Our GPU fanphpvides superior processing and
rendering power at competitive prices and is aeciéd to deliver the maximum performance from itgustandards such as Microsoft's
Direct3D application programming interface ("AP&Nd Silicon Graphics Inc.'s ("SGI") OpenGL API ornindows 98, Windows 2000 and
Linux platforms alike. We also offer an integrataxe logic/graphics chipset called Aladdin TNT2otigh a partnership with Acer
Laboratories Inc. ("ALi"), one of the leading suigp$ of core logic chipsets for the PC. The AladtMiT2 chipset brings NVIDIA-class
graphics performance and quality to the value Rfingat.

Interactive 3D graphics technology is emergingas af the significant new computing developmentseithe introduction of the graphical
user interface. 3D graphics is a powerful digit&ldium that enables the communication and visuadizatf the simplest information to the
most complex, whether it is professional appliaagitike CAD/CAM and digital content creation, conmeial applications like financial
analysis and business-to-business collaboratiamgply surfing the internet or playing games. Tisually engaging and interactive nature of
3D graphics responds to consumers' demands fomanming simulation of reality beyond what is pdssiwith traditional 2D graphics. The
fundamental interactive capability of 3D graphiegkpected to make it the visual portal to a dilgieonnected world.
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Interactive 3D graphics is required across varmmaputing and entertainment platforms, such as stations, consumer and commercial
desktop PCs, Internet appliances, hand held deaitgéiome gaming consoles. Continuing advancenrestmiconductor manufacturing
have made available more powerful and affordabl@eprocessors and 3D graphics processors, botthichvare essential to deliver
interactive 3D graphics to the PC market. Additibnahe industry has broadly adopted Microsoftisedt 3D API and SGI's OpenGL API,
which serve as a common and standard language éeodtware applications and 3D graphics procesatiosving the development of
numerous 3D games, which has, in turn, increaseduroner demand.

We believe that a PC's interactive 3D graphics lodiparepresents one of the primary means by whisérs differentiate among various
systems. PC users today can easily differentiaetiality of graphics and prefer personal computeatsprovide a superior visual experier
These factors have dramatically increased deman@fa@raphics processors. Mercury Research estintlhage 3D graphics will be standarc
every PC unit shipped by 2001. Mercury Researah edimates that 126.8 million 3D graphics processaere sold worldwide in 1999 and
275.8 million will be sold worldwide in 2004.

We designed our GPUs and graphics processors bdeeR& original equipment manufacturers ("OEMs'§ add-in board manufacturers to
build award-winning products by delivering statetteé-art interactive 3D graphics capability to ersgrs while maintaining affordable prices.
We believe that a PC's interactive 3D graphics lo#iparepresents one of the primary means by whisérs differentiate among various
systems. PC users today can easily differentigetiality of graphics and prefer personal computesprovide a superior visual experier
We believe that by developing 3D graphics solutithrad provide superior performance and addreskeigequirements of the PC market,
will accelerate the adoption of 3D graphics througtthis market. The benefits and performance @NKIDIA family of 3D graphics
processors have received significant industry wailich and have enabled our customers to win ov@ridustry awards, including PC
Magazine's "Editor's Choice" award, Edge Magazittdéegdware Innovation of the Year" and MicroDesigesearch's "1999 Analyst's Chc
for Best 3D Processor", all of which were for theRerce processor. Our products currently are dedigno products offered by virtually
every leading branded PC OEM, such as the AceriftAcer"), Compag Computer Corporation ("Compad@ll Computer Corporation
("Dell") , eMachines, Inc. ("eMachines"), Gatewéy. ("Gateway"), Hewlett-Packard Company ("HPHternational Business Machines
Corporation ("IBM"), Micron Technology, Inc. ("Mion"), Packard Bell NEC, Inc. ("Packard Bell NECihd Sony Corporation ("Sony") as
well as leading contract electronics manufactuf&&Ms") including Celestica Hong Kong Ltd. ("Cefies."), Intel Corporation ("Intel"),
Mitac International Corporation ("Mitac"), Micro-&t International Co., Ltd. ("MSI"), SCI Systemsclif'SCI") and VisionTek, Inc.
("VisionTek") and leading addt board manufacturers, including ASUSTeK Complrer ("ASUSTeK"), Canopus Corporation ("Canopu
Creative Technology Ltd. ("Creative"), ELSA AG ("BEA") and Guillemot Corporation ("Guillemot™).

Our objective is to ultimately be the leading sugapbf performance graphics processors for PC$opep Internet appliances, handhelds and
any future computing device with a display. Ourrent focus is on the PC market and we plan to eXpao other segments. Our strategy to
achieve this objective includes the following kégmeents:

. build award-winning, architecturally-compatiblB graphics product families for the PC market;
. target leading OEMs;
. sustain technology and roadmap leadership inr@phics; and
. increase market share.
Current Products
NVIDIA GeForce 256 GPU

We began commercial shipment of the NVIDIA GeFd26é GPU in August 1999. The NVIDIA GeForce 256 ésigned for the PC
enthusiast and performance markets, and is otrdineration graphics processor.
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The world's first GPU, GeForce 256 was the firdhtmrporate hardware transform and lighting engjimeng with four-pixel per clock
rendering pipelines in a single chip. FabricatedioB2 micron process technology, the 23 milli@msistors GeForce 256 delivers a
significant increase in geometry processing powerdelivers superior performance for interactiveteat. The GeForce 256 supports up to
64 megabytes of single data rate ("SDR") or dodbla rate ("DDR") frame buffer memory. Increasednoey results in a higher
performance solution and the ability to run at vieigh color depths and resolution for outstandinglity. Other key performance features
include support for a higher bandwidth connectietwkeen the processor and the graphics procesded eaicelerated graphics port ("AGP")
4X with fast write capability. This feature is n@tandardized on motherboard solutions from Intel @thers.

The GeForce 256 GPU also provides support foralifjat panel displays, DVD playback and HDTV suppthe latest display technology
for consumers and businesses. Additional suppoxXtremely high resolution (and refresh rate) rtamsiis also included in the GeForce 256
GPU via a 350 MHz RAMDAC. The GeForce 256 achigvigh performance through a high frequency, QuadigigiuadPipe architecture.

NVIDIA Quadro Workstation GPU

We began commercial shipment of the NVIDIA Quadarkstation GPU in September 1999. The NVIDIA Quaidrdesigned for the
professional workstation, digital content creatiord CAD/CAM markets. The Quadro GPU integrates@uadEngine/QuadPipe architecture
for optimized transform and lighting functions,tal for real-time visualization.

The Quadro is capable of processing over 200 hilliperations per second, delivering up to 17 nmltidangles per second and a peak texture
fill rate of 540 million pixels per second. Critidar supporting traditional computer-aided desagplications, the NVIDIA Quadro provides
support for anti-aliased points and lines and tiwded lighting as well as native support for the @@e 3D API. The Quadro supports up to
128 megabytes of SDR or DDR frame buffer memory.

NVIDIA TNT2 Graphics Processor

We began commercial shipment of the NVIDIA TNT2ghics processor in April 1999. The NVIDIA TNT2 issigned for the mainstream
PC market. The TNT2 features our fourth-generatl@8-bit multitexturing 3D architecture. The TNT2 extends thdqrerance and functic
of the original RIVA TNT graphics processor for BEMs and graphics card manufacturers. Fabricatead .88 micron process technology,
the TNT2 graphics processor delivers the highedbpaance in its class through high frequency claties for the 3D processor and mem
The TNT2 supports 32 megabytes of frame buffer ntfgmo

NVIDIA TNT2 M64 and Vanta Graphics Processors

NVIDIA TNT2 M64 and Vanta graphics processors agsigned for the value and I-cost consumer and commercial desktop PC markets.
Based on the award- winning NVIDIA TNT2 archite@uthese processors offer low-cost, highly intemgtathoices for entry-level add-card
and motherboard solutions. The TNT2 M64 and Varganganufactured on a .22 micron process technaogyoffer good quality and
performance at an affordable price. The TNT2 M6d ¥anta support up to 32 and 16 megabytes of flaufiler memory, respectively.

Future Products and Projects
Aladdin TNT2 Integrated Chipset

The Aladdin TNT2 is a joint development with ALt.dombines the award winning TNT2 core with ALiI'S681 North Bridge. This chipset
comes with an ALi M1535D South Bridge and bringsIBA graphics performance and quality to the fasivgng value PC segment. This
chipset eliminates cost in system design withomm@mising graphics performance. ALi will be respitite for the sale of this product. To
our knowledge, a commercial shipment date for phigluct has not yet been announced.
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Microsoft Product

On March 5, 2000, we entered into an agreementMitiosoft Corporation ("Microsoft") in which we egged to develop and sell graphics
chips and to license certain technology to Micrbaofl its licensees for use in a product underldpweent by Microsoft. The agreement
provides that in April 2000, Microsoft will pay $200 million as an advance against graphics chiphases and for licensing our technolc
Microsoft may terminate the agreement at any tingkihtermination occurs prior to offset in full tfe advance payments, we would be
required to return to Microsoft up to $100 milliohthe prepayment and to convert the remainderpnéferred stock of NVIDIA at a 30%
premium to the 30-day average trading price ofammmon stock. The graphics chip contemplated bygreement is highly complex and
development and release of the Microsoft produdtincommercial success are dependent upon a mwhfaetors, many of which we
cannot control. There can be no assurance thatillveeasuccessful in developing the graphics chipuse by Microsoft or that the product
will be developed or released, or if released, ballcommercially successful.

Sales and Marketing

Our sales strategy is a key part of our objectiveecome the leading supplier of performance 3Phjcs processors for PCs. Our sales team
works closely with PC OEMSs, add-in board manufaamtsiand industry trendsetters to define produdtifea, performance, price and timing
of new products. Members of our sales team havgtalével of technical expertise and product aralisiry knowledge to support a
competitive and complex design win process. We amaploy a highly skilled team of application engireto assist PC OEMs and add-in
board manufacturers in designing, testing and fyiradj system designs that incorporate our produtts.believe that the depth and quality of
our design support are key to improving PC OEMd' aaid- in board manufacturers' time-to-market, ta@&img a high level of customer
satisfaction among PC OEMs and add-in board matwfers and fostering relationships that encouraggomers to use the next generation
of our products.

In the 3D graphics market, the sales process ieginfluencing leading PC OEMs' and add-in boardufecturers' graphics processor
purchasing decisions, achieving key design winssapgborting the product design into high volumedpiction. These design wins in turn
influence the retail and system integrator chatime is serviced by add-in board and motherboandufiseturers. Our distribution strategy is
to work with a number of leading CEMs and add-iatgomanufacturers that have relationships withoadrange of major PC OEMs and/or
strong brand name recognition in the retail chan@etrently, we sell our entire family of graphjm®cessors directly to CEMs and add-in
board manufacturers, which then sell boards withgoaphics processor to leading OEMSs, to retailatsiand to a large number of system
integrators.

To encourage software title developers and pubiésttedevelop games optimized for platforms utiiigour products, we seek to establish
and maintain strong relationships in the softwareetbpment community. Engineering and marketinggemel interact with and visit key
software developers to promote and discuss ourugtedas well as to ascertain product requiremamissolve technical problems. Our
developer program makes products available to pertorior to volume availability to encourage tlewelopment of software titles that are
optimized for our products.

Backlog

Our sales are primarily made pursuant to standarchpse orders that are cancelable without sigmifipenalties. The quantity actually
purchased by the customer as well as shipment sldeedre subject to revisions to reflect changékéarcustomer's requirements and
manufacturing availability. The semiconductor intiyss characterized by short lead time orders@uidk delivery schedules. In light of
industry practice and experience, we do not beltbaebacklog as of any particular date is indi@bf future results.
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Manufacturing

We have a "fabless" manufacturing strategy whermedymploy world class suppliers for all phasesefrhanufacturing process, including
fabrication, assembly and testing. This strateggriages the expertise of industry- leading, ISQHeat suppliers in such areas as fabrication,
assembly, quality control and assurance, religtdlitd testing. In addition, we are able to avoilglgnificant costs and risks associated with
owning and operating manufacturing operations. &lsegpliers are also responsible for procuremerdgwfmaterials used in the production
of our products. As a result, we can focus resauoreproduct design, additional quality assuramagketing and customer support.

Our graphics processors are fabricated by Taiwam&@manductor Manufacturing Company ("TSMC") and Wafsch, LLC (a joint venture
controlled by TSMC) and assembled and tested bydkriikechnology Inc. ("Amkor"), Siliconware Precisibrdustries Company Ltd.
("Siliconware"), ChipPAC Incorporated ("ChipPAC8nd Advanced Semiconductor Engineering, Inc. ("AS®e receive semiconductor
products from our subcontractors, perform inconguoglity assurance, and then ship them to CEMs, enbtdard and add-in board
manufacturer customers, from our Santa Clara logati the U.S. and a third-party warehouse in Sioga. These manufacturers assemble
and test the boards based on our design kit ahdpesifications, then ship the products to thaiketystem integrator or OEM markets as
add-in board solutions. Our hardware and softwakekbpment teams work closely with certificatioreagies, Microsoft Windows Hardware
Quality Labs, and our OEM customers to ensure batthoards and software drivers are certifiedficfuision in the OEMs' products.

Research and Development

We believe that the continued introduction of newl anhanced products designed to deliver leadingraphics performance and features
will be essential to our future success. Our reteand development strategy is to focus on conotiyrdeveloping multiple generations of
graphics processors using independent design t€amnsesearch and development efforts are perfonmitinin specialized groups consisting
of software engineering, hardware engineering, Vli&ign engineering, process engineering, andtaothie and algorithms. These groups
act as a pipeline designed to allow the efficiémiustaneous development of multiple generationprofiucts.

A critical component of our product developmenbsfis our partnerships with leaders in the CADustly. We have invested significant
resources to develop relationships with industaglées, including Avant! Corporation, Cadence DeS8gstems, Inc., IKOS Systems, Inc. ¢
Synopsys, Inc., often assisting these companigsiproduct definition of their new products. Wéidnee that by forming these relationships,
and utilizing nextgeneration development tools to design, simulatevanify our products, we will be able to remairttet forefront of the 3|
graphics market and to continue to develop prodoicta rapid basis that utilize leading-edge teabgyl We believe this approach assists us
in meeting the new design schedules of PC manuferstu

We have substantially increased our engineeringeeithical resources as compared to prior yearhawne 214 full-time employees engaged
in research and development as of January 30, 200@pared to 117 employees as of January 31, B8&®arch and development expenses
totaled $7.1 million in 1997, $25.1 million in tiyear ended January 31, 1999 and $47.4 millionerydar ended January 30, 2000.

Competition

The market for 3D graphics processors for PCs iithvtve compete is intensely competitive and is abi@rized by rapid technological
change, evolving industry standards and decliniregage selling prices ("ASP"). We believe thatphiacipal competitive factors in this
market are performance, breadth of product offesiagcess to customers and distribution channat&ward-forward software support,
conformity to industry standard APIs, manufacturaagabilities, price of graphics processors ana gytstem costs of add-in
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boards or motherboards. We expect competitiondease both from existing competitors and new markrants with products that may be
less costly than our 3D graphics processors orpnayide better performance or additional featuretspmovided by our products.

Our primary source of competition is from comparifest provide or intend to provide 3D graphics sohs for the PC market. Our
competitors include the following:

. suppliers of graphics add-in boards that utitheir internally developed graphics chips, such®kTechnologies Inc., Matrox Electronics
Systems Ltd. and S3, Incorporated ("S3");

. suppliers of integrated core logic chipsets thedrporate 2D and 3D graphics functionality ag patheir existing solutions, such as Intel,
Silicon Integrated Systems, and Via Technologies;

. companies that have traditionally focused onptteéessional market and provide high end 3D sohgtifor PCs and workstations, including
3Dlabs Inc., SGI, Evans and Sutherland Computep@ation and Intergraph Corporation; and

. companies with strength in the video game magkath as 3Dfx Interactive, Inc. ("3Dfx") and Videmdic Group plc.
Patents and Proprietary Rights

We rely primarily on a combination of patent, tradaks, copyrights, trade secrets, employee and-fiarty nondisclosure agreements and
licensing arrangements to protect our intellecpwaperty. We own 28 issued patents, have 4 UnitateS patent applications allowed, have
25 United States patent applications pending and h& United States patent applications being eddftr filing. Our issued patents have
expiration dates from April 14, 2015 to March 3018. Our issued patents and pending patent apiplisatelate to technology developed by
us in connection with the development of our 3Dpbies processors. We have no foreign patents enpapplications. We seek patents that
have broad application in the semiconductor ingustid that we believe will provide a competitivevadtage. However, our pending patent
applications or any future applications may noapproved, and any issued patents may not provigdtosompetitive advantages or may be
challenged by third parties. We have licensed teldgy from third parties for incorporation in ouraghics processors and expect to continue
to enter into agreements like this for future prtduThese licenses may result in royalty paymentkird parties, the cross-license of
technology by us or payment of other consideratiitihese arrangements are not concluded on coniafigneeasonable terms, our business
could suffer. We attempt to protect our trade dsaed other proprietary information through coefitiality agreements with manufacturers
and other partners, proprietary information agregmwith employees and consultants and other sgaugasures. We also rely on
trademarks and trade secret laws to protect oelléctual property.

Employees

As of January 30, 2000 we had 392 employees, 2i¥hofn were engaged in engineering and 178 of whenewngaged in sales, marketi
operations and administrative positions. None afesaployees is covered by collective bargainingeagrents, and we believe our
relationship with our employees is good.

ITEM 2. PROPERTIES

We lease approximately 117,000 square feet foheadquarters in Santa Clara, California, undeekaspiring in 2002. We also lease a
design center consisting of approximately 2,90(sgteet in one building in Durham, North Caroliparsuant to a lease that expires in
March 2002. In addition, we lease sales and adtnatige offices in Texas, Washington, Arizona, Sipgre and the United Kingdom to
support our customers. We believe that, while weetily have sufficient facilities to conduct oysesations for the next twelve months, we
will continue to lease facilities throughout thendoas our business requires. In February 200Gsigreed a letter of intent to enter into an
agreement with a developer to lease a larger fiaédr our headquarters in fiscal 2002. There isasurance that adequate space would be
available on favorable terms to meet our needs.



ITEM 3. LEGAL PROCEEDINGS

On April 9, 1998, we were notified that SGI haedila patent infringement lawsuit against us inlthged States District Court for the
District of Delaware. The suit alleged that theesahd use of our RIVA family of 3D graphics proagssinfringed a United States patent held
by SGI. The suit sought unspecified damages (inctutteble damages), an order permanently enjoifurther alleged infringement and
attorneys' fees. In July 1999, the matter settlgihd trial and it has been dismissed. As parhefdettlement, we entered into agreements
SGl to create a broad strategic alliance to coliateoon future graphics technologies. As part efagreements, SGI dismissed its patent
infringement suit against us and we licensed S&'graphics patent portfolio. Additionally, SGI agd to incorporate our graphics
technology into new desktop graphics systems artster engineering personnel to us during the taitter of fiscal 2000. We agreed to
pay SGI a total of $3.0 million in nine quarterstallments with the final payment due in May 2001.

On May 11, 1998, S3 filed a patent infringement against us in the United States District Courttfe Northern District of California. The
suit alleged that our sale of RIVA 128, 128ZX ardTTgraphics processors infringed three United Stpetents owned by S3. The suit sol
unspecified damages (including treble damagesyr@er permanently enjoining further alleged inféngent and attorneys' fees. S3 and
NVIDIA agreed to settle this case on February D®®n the basis of mutual patent c-licenses and on February 7, 2000, the DistrictrCou
entered a final judgment in our favor, dismissitigphS3's claims.

On September 21, 1998, 3Dfx filed a patent infrmgat lawsuit against us in the United States Ris€@ourt for the Northern District of
California alleging infringement of a 3Dfx pateitn March 2, 1999, 3Dfx added a second patent teuflieand on May 24, 1999, 3Dfx added
a third patent to the suit. The amended compldieges that our RIVA TNT, RIVA TNT2 and RIVA TNT2 lWa products infringe the pate!

in suit and seeks unspecified compensatory antettatamages and attorney's fees. Our current g@srerd products is not identified as
infringing any of the patents in suit. We havedikn answer and counter-claims asserting thatdtents in suit are invalid and not infringed.
These assertions are supported by our investigatidate and an opinion from our patent counstdigsuit. We anticipate that the trial date
will be set by the District Court after it rules olaims construction issues. We have and will cargito defend vigorously this suit. In the
event of an adverse result in the 3Dfx suit, wehmnilze required to do one or more of the followifigpay substantial damages (including
treble damages); (ii) permanently cease the maturiaand sale of any of the infringing products;

(iii) expend significant resources to develop nofinging products; or (iv) obtain a license fromfR for infringing products.

In addition to the above litigation, from time ime we are subject to claims in the ordinary cowfdeusiness, none of which in our view
would have a material adverse impact on our busioefinancial position if resolved unfavorably.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

Not applicable



PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS

Our common stock is traded on the Nasdaqg Natioraak®t under the symbol NVDA. Public trading of stwck began on January 22, 1999.
Prior to that, there was no public market for dock. We have never paid cash dividends on outaagiock and do not anticipate paying
cash dividends for the foreseeable future. As nfiday 30, 2000, we had approximately 351 stockheldérecord, not including those shares
held in street or nominee name.

The following table sets forth for the periods ated the high and low sales price for the comntocksas quoted on the Nasdaq National
Market:

High Low

Year ended January 31, 1999

Fourth Quarter (beginning January 22, 1999)........ ... 23.44 18.63
Year ended January 30, 2000

First Quarter.....ccccocviiiiiiiiieeeeeeeee s 26.25 16.00
Second QUANEr.......cceeeeeveiiiiiiiiieieeeeeee e, 23.1316.38
Third Quarter.......ccocovvvviviiiiiieeeeeeees e, 28.38 16.75
Fourth Quarter......cccccvcvvieeeeiieeeeeee s 48.25 21.75
Year ended January 28, 2001

First Quarter (through March 9, 2000).............. .. 108.00 35.00

Use of Proceeds from Sales of Registered Securities

We commenced our initial public offering on Januaty 1999 pursuant to a Registration StatementoomS-1 (File No. 333-47495). The
managing underwriters of the public offering wererlgan Stanley & Co., Hambrecht & Quist and Prudgi@ecurities (the Underwriters). In
the offering, we sold an aggregate of 3.5 millibares of our common stock for an initial price @2¥€0 per share. On February 2, 1999, we
sold an additional 525,000 shares of our commotkstba price of $12.00 per share pursuant toxkecese of the Underwriters' over-
allotment option. The aggregate proceeds from ffeging were $48.3 million. We paid expenses ofrappnately $5.0 million, of which
approximately $3.4 million represented underwritthgcounts and commissions and approximately $1ll&mrepresented expenses related
to the offering. Net proceeds from the offering ev84.3.3 million. Of the net proceeds, as of Jan@8r2000, $5.0 million had been used to
repay in full amounts outstanding under a bank diheredit. The use of the proceeds from the affpdoes not represent a material change in
the use of proceeds described in our Registratiate®ent. As of January 30, 2000, the remaindéreofiet proceeds was invested in money
market funds or held as cash.



ITEM 6. SELECTED FINANCIAL DATA

The following selected financial data should badrgaconjunction with our financial statements dimel notes thereto, and with Item 7,
"Management's Discussion and Analysis of Finarn€idition and Results of Operations." The staternénperations data for the years
ended December 31, 1997, the one month ended JaBliat998, the year ended January 31, 1999 angetireended January 30, 2000 and
the balance sheet data as of December 31, 199¥arJa8il, 1998 and 1999 and January 30, 2000 harederived from and should be read
in conjunction with our audited financial statenseahd the notes included thereto. The statemesperftions data for the years ended
December 31, 1995 and 1996 are derived from auflitadcial statements and the notes thereto naided. The balance sheet data as of
December 31, 1995 and 1996 are derived from auflitadcial statements and the notes thereto naided.

Year Ended December 31, Month Ended Year Ended Year Ended
------------------------- January 31, January 31, January 30,
1995 1996 1997 1998 1999 2000
(in thousands, except per share data)

Statement of Operations

Data:

Revenue:

Product $1,103 $ 3,710 $27,280 $11,420 $151,413 $374,505

Royalty................ 79 202 1,791 1,911 6,824 -

Total revenue......... 1,182 3,912 29,071 13,331 158,237 374,505

Cost of revenue......... 1,549 3,038 21,244 10,071 109,746 235,575

Gross profit (loss)..... (367) 874 7,827 3,260 48,491 138,930

Operating expenses:

Research and

development........... 2,426 1,218 7,103 1,121 25,073 47,439

Sales, general and

administrative........ 3,677 2,649 4,183 640 18,902 37,079

Total operating

expenses............. 6,103 3,867 11,286 1,761 43,975 84,518

Operating income

(l0SS)..ccvveennee. (6,470) (2,993) (3,459 ) 1,499 4,516 54,412

Interest and other

income (expense), net.. 93 (84) (130 ) (18) (29) 1,754

Income (loss) before

income tax expense..... (6,377) (3,077) (3,589 ) 1,481 4,487 56,166

Income tax expense...... - - -- 134 357 18,068

Net income (loss)..... $(6,377) $(3,077) $(3,589 ) $1,347 $ 4,130 $ 38,098

Basic net income (loss)

per share.............. $ (56)% (27)$ (.28 ) $ 10 $ 28 $ 128

Diluted net income

(loss) per share....... $ (56)$ (27)$ (.28 ) $ 05 $ .15 $ 1.06

Shares used in basic per

share

computation............ 11,365 11,383 12,677 14,141 14,565 29,872

Shares used in diluted

per share

computation (1)........ 11,365 11,383 12,677 26,100 27,393 36,098

December 31, January 31,

------------------------------------------------ January 30,
1995 1996 1997 1998 1999 2000

Balance Sheet Data:
Cash and cash
equivalents............ $3,872 $3,133 $6,551 $7,984 $50,257 $61,560

Total assets............ 6,793 5,525 25,039 30,172 113,332 202,250
Capital lease

obligations, less

current portion........ 1,137 617 1,891 1,756 1,995 962
Total stockholders'
equity.....cceeeeenne 4,013 1,037 6,897 8,610 64,209 124,563

(1) See Note 1 of Notes to Financial Statementsufioexplanation of the determination of the nundfeshares used in per share computat
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis should bel ieaconjunction with our financial statements arodes thereto. Our fiscal years ended on
December 31 from 1993 to 1997. Effective Januaryl®98, we changed our fiscal year- end finan@pbrting period to a 52- or 53- week
year ending on the last Sunday in January. Weeglaut to restate the previous reporting periodsngnDecember 31. As a result, the f

and fourth quarters of fiscal 1999 (year ended dgn81, 1999) are 12- and 14-week periods, respdgtiwith the remaining quarters being
13-week periods. All four quarters of fiscal 20Q@4r ended January 30, 2000) are 13-week periods.

Overview

We design, develop and market a "top-to-bottom"ifignf award-winning 3D graphics processors, GPbd eelated software that set the
standard for performance, quality and featuregf@ry type of desktop PC user, from professionakstations to low-cost PCs. In the first
quarter of fiscal 2000, we began commercial shigméthe RIVA TNT2 family of graphics processorsuiiihg the third quarter, we launched
the NVIDIA GeForce 256 and NVIDIA Quadro, the inthyss first GPUs, which are the first productsrioarporate transform and lighting
into a single chip. The GeForce 256 and Quadro GRrEgraphics processors capable of building agewveration of e- commerce, e-
business, education and entertainment applicatiiesexpect that a significant portion of our reverfior the foreseeable future will be
derived from the sale of our 3D graphics processotise PC market. We recognize product sales mevepon shipment, net of appropriate
allowances. Our policy on sales to distributor®idefer recognition of sales and related grostprotil the distributors resell the product.
Royalty revenue is generally recognized upon shigroéproduct to the licensee's customers. Curyeatl of our product sales and our
arrangements with third-party manufacturers proVatericing and payment in U.S. dollars. We haee engaged in any foreign currency
hedging activities, although we may do so in thterel Since we have no other product line, ourrmss would suffer if for any reason our
graphics processors do not achieve widespread @emepin the PC market.

A majority of our sales have been to a limited nemtif customers and sales are highly concentriitliedsell graphics processors to add-in
board and motherboard manufacturers, primarily AB&kS Canopus, Creative, ELSA and Guillemot and CEMduding Celestica, Intel,
Mitac, MSI, SCI and VisionTek. These manufactuiac®rporate our processors in the boards thets&lIC OEMs, retail outlets and syste
integrators. The ASPs for our products, as wetliiscustomers' products, vary by distribution cle@n®@ur four largest customers accounted
for approximately 57% of revenues for fiscal 2088les to Creative accounted for 17%, sales to Efechnology Co., Ltd., an Asian
distributor, accounted for 15%, sales to Diamondtivhedia Systems, Inc. ("Diamond") accounted fo%d mnd sales to ASUSTeK accour
for 10% of our total revenue for fiscal 2000. SdteSTB Systems, Inc. ("STB") accounted for 35%es# Diamond accounted for 27%,
sales to Creative accounted for 13% and salegébdncounted for 12% of our total revenue fordlst999. The number of potential
customers for our products is limited, and we ekpates to be concentrated to a few major custofoetbe foreseeable future. In October
1999, S3 Incorporated, a supplier of graphics geoes and a competitor, completed the acquisitidiamond. Our sales to Diamond
declined significantly to only 3% of total revenimethe fourth quarter of fiscal 2000 from 24% ofalarevenue in the second quarter of fiscal
2000 and Diamond is no longer one of our significarstomers. 3Dfx , a 3D graphics company and apetitor, completed the acquisition
STB in May 1999. Sales to STB declined significarfitbm prior levels following the merger and oulateénship terminated in the fourth
quarter of fiscal 2000. Currently, the loss of Inesis from Diamond and STB did not have a materiphict on our revenues and profitability
due to our ability to expand product sales to otustomers.

As markets for our 3D graphics processors devehgpcampetition increases, we anticipate that prolifieccycles in the high end will rema
short and ASPs will continue to decline. In paftityASPs and gross margins are expected to deatimach product matures. Our add-in
board manufacturers and major OEM customers tylpigattoduce new system configurations as oftetwase per year for the high end,

typically
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based on spring and fall design cycles. Accordingly existing products must have competitive penfnce levels in order to be included in
new system configurations, or we must timely introel new products with such performance charadt=iat costs and in sufficient volumes
to maintain overall average selling prices and groargins. Failure to achieve necessary costs a@lndhe shipments with respect to future
products or product enhancements could resultgidiiadeclining ASPs, reduced margins, reduced dhehfar products or loss of market
share.

We currently utilize TSMC and WaferTech to prodseeniconductor wafers, and utilize independent eattrs to perform assembly, test
packaging. We depend on these suppliers to alldoais a portion of their manufacturing capacitffisient to meet our needs, to produce
products of acceptable quality and at acceptablaufaaturing yields, and to deliver those produectag on a timely basis. These
manufacturers may not always be able to meet car-teem or long-term manufacturing requirement®Id8§ or product performance could
suffer due to difficulties associated with adapting technology and product design to the proprygbaocess technology and design rules
new manufacturer. The level of finished goods inggnwe maintain may fluctuate and therefore a nfaeturing disruption experienced by
these manufacturers would impact the productioouofproducts, which could harm our business. Iritemd as the complexity of our
products and the accompanying manufacturing praoessases, there is an increasing risk that wieexplerience problems with the
performance of new products and that there wilietd problems or other delays in the developmennioduction of these products.

Substantially all of our sales are made on thesbagpurchase orders rather than long-term agresmas a result, we may commit resources
to the production of products without having reeeiadvance purchase commitments from customersirfaity to sell products to which
we have devoted significant resources could hambosiness. In addition, cancellation or deferfgdrmduct orders could result in our
holding excess inventory, which could adverselgeifbur profit margins and restrict our abilityftmd operations. Product returns or delays
or difficulties in collecting accounts receivableutd result in significant charges against incomieich could harm our business.

Results of Operations

The following table sets forth, for the periodsigaded, certain items in our statements of openatexpressed as a percentage of total
revenue.

Year Ended Month En ded Year Ended Year Ended
December 31, January 3 1, January 31, January 30,
1997 1998 1999 2000
Revenue:
Product............oceeee 93.8% 85.7% 95.7%  100.0%
Royalty.......ccccvvveees 6.2 14.3 4.3 --
Total revenue............. 100.0 100.0 100.0 100.0
Cost of revenue............. 73.1 75.5 69.4 62.9
Gross profit................ 26.9 24.5 30.6 37.1
Operating expenses:
Research and development... 24.4 8.4 15.8 12.7
Sales, general and
administrative............ 14.4 4.8 12.0 9.9
Total operating expenses.. 38.8 13.2 27.8 22.6
Operating income (loss)... (11.9) 11.3 2.8 14.5
Interest and other income
(expense), net............. (0.4) (0.1) - 0.5
Income (loss) before income
tax expense................ (12.3) 11.2 2.8 15.0
Income tax expense.......... -- 1.0 0.2 4.8

10.2% 2.6% 10.2%

Net income (loss)..
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Calendar Year Ended December 31, 1997 and Fis@ats¥ended January 31, 1999 and January 30, 2000
Revenue

Product Revenue. Product revenue was $27.3 milid®97, $151.4 million in fiscal 1999 and $374.8lion in fiscal 2000. Product
revenues increased by 455% from 1997 to fiscal E9@Bby 147% from fiscal 1999 to 2000. The growthath periods was primarily the
result of increased sales of our graphics processwl the strong demand for new products at highieASPs. Revenue derived from the
bundling of DDR memories with a portion of our n@gForce 256 GPU totaled $22.1 million in the sedwaid of fiscal 2000. Revenue from
sales outside of the U.S. accounted for 72% and @4t¥tal revenue for fiscal 2000 and 1999, resgebt. Our international revenue
increased 623% to $270.9 million in fiscal 200tir$37.4 million a year ago. This increase in reefnam sales outside of the U.S. is
primarily attributable to (i) the geographic lintitan of the worldwide license agreement with ST Maectronics, Inc. ("ST") with respect to
sales of the RIVA 128 and RIVA 128ZX graphics pres@s, which agreement did not restrict the sdléseoRIVA TNT, RIVA TNT2 and
GeForce families of processors in fiscal 2000, iicyeased demand for our products in the Asiaffeaamd European regions, and (jii)
expanded use of CEMs and add-in board manufactioeated outside the US. Revenues by geograplégadm are allocated to individual
countries based on the location to which the prtsdare initially shipped. The portion of revenueivkd from foreign CEMs and add-boarc
manufacturers that are attributable to end custsinethe U.S is not separately disclosed. Substantll of our revenue from product sale:
1997 was derived from sales in the U.S. Althoughaslgieved substantial growth in product revenumffigcal 1999 to 2000, we do not
expect to sustain this rate of growth in futureiqges. In addition, we expect that the ASPs of aodpcts will decline over the lives of the
products. The declines in ASPs of 3D graphics mesaes generally may also accelerate as the maeketaps and competition increases.

Royalty Revenue. ST has a worldwide license toteelRIVA 128 and RIVA 128ZX graphics processorsy8lty revenue from sales by ST
of the RIVA 128 graphics processor and a derivativthe RIVA 128ZX graphics processor decreasezxkto in fiscal 2000 due primarily to
reduced sales of such products and disputes witte@drding payment. Royalty revenue from salesbpf3he RIVA128 graphics processor
represented approximately 6% of our total revenuEd97, and royalty revenue from sales by ST oRN&A128 graphics processor and a
derivative of the RIVA128ZX graphics processor eganted 4% of our total revenue in fiscal 1999.d&@ot expect to record or receive
royalty revenue from ST in the future.

Gross Profit

Gross profit consists of total revenue net of alloses less cost of revenue. Cost of revenue cesigtarily of the costs of semiconductors
purchased from contract manufacturers (includirsgpably, test and packaging), manufacturing supgmsts (labor and overhead associated
with such purchases), inventory provisions andhip costs. Our gross profit margin in any periadi®s depending on the mix of types of
graphics processors sold. Gross profit increas@&alfom fiscal 1999 to 2000, primarily due to siigrdant increases in unit shipments and
favorable impact of the higher margin RIVA TNT2 a@dForce graphics processors, partially offsetdsliding profit margins in our older
product families. From 1997 to fiscal 1999, groesfipgrew by 520% primarily due to the sales o thigher margin RIVA TNT graphics
processor and reductions to costs of the RIVA12®kics processor. Excluding royalty revenue, gnogggin on product revenue was 22%
1997, 28% in fiscal 1999 and 37% in fiscal 2000tha second half of fiscal 2000, the inclusionh® DDR memories has reduced the gross
margin percentage but has no incremental impaabsolute margin dollars as they are sold at coste¥pect to continue bundling DDR
memories with some of our high-performance prodtatsat least the next six months. Although we aebd substantial growth in gross
profit and gross profit margin from fiscal 19992000, we do not expect to sustain these ratesosftgrin future periods.

Operating Expenses

Research and Development. Research and developxygeises consist of salaries and benefits, caswalopment tools and software, costs
of prototypes of new products and consultant cé&search and
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development expenses increased by 89% from fi€88 10 2000 and by 253% from 1997 to 1999, prirgatile to additional personnel and
related engineering costs to support our next geiioer products, such as depreciation charges iadun capital expenditures and software
license and maintenance fees. We anticipate thatillveontinue to devote substantial resourcestearch and development, and we expect
these expenses to increase in absolute dollaheifoteseeable future. Research and developmeahsap are likely to fluctuate from time to
time to the extent we make periodic incrementa¢gtments in research and development and ourdévelenue fluctuates.

As part of a strategic collaboration agreement \8ith we received contract funding in support oéeesh and development and marketing
efforts for the RIVA 128 and RIVA 128ZX graphicsogessors. Accordingly, we recorded approximatel $2illion and $2.3 million in
1997 and fiscal 1999, respectively, as a redugdiamarily to research and development, and to selesxtent, sales, general and
administrative expenses. We were obligated to pebntinued development and support to ST threluglend of calendar 1998.

Sales, General and Administrative. Sales, genadbadministrative expenses consist primarily ofisas, commissions and bonuses earned
by sales, marketing and administrative personmemptional and advertising expenses, travel anerezihment expenses and legal and
accounting expenses. Sales, general and admihisteatpenses increased 96% from fiscal 1999 to 20arily due to additional persont
and commissions and bonuses on sales of the RIVAZTa&hd GeForce 256 graphics processors, legal egparssociated with patent
litigation and costs of being a public company.rRb997 to fiscal 1999, sales, general and admatigtr expenses grew 352%, primarily due
to increased promotional expenses, additional pexdcand commissions and bonuses on sales of WW&1R2B and RIVA TNT graphics
processors. We expect sales and marketing expansestinue to increase in absolute dollars asxpaed sales and marketing efforts and
increase promotional activities. While we expet¢sageneral and administrative expenses to comtinincrease in absolute dollars as we
expand our operations, we do not expect significaanges in these expenses as a percentage ofiesiveiuture periods.

Interest and Other Income (Expense), Net

Interest income primarily consists of interest earon cash and cash equivalents. Interest expeinsarily consists of interest incurred as a
result of capital lease obligations, and in fista®9, in part, to interest on borrowings underlme of credit agreement. Interest expense
remained unchanged and interest and other incooneased $1.8 million from fiscal 1999 to 2000 duéigher average cash balances as a
result of cash proceeds received from the initiddlig offering of our common stock in January 1986r fiscal 1999 compared to 1997,
interest expense was essentially unchanged, ame@gttand other income increased slightly by $0liom

Income Taxes

We recorded no income taxes in 1997. The incomestéor the one month ended January 31, 1998, cedsstirely of current federal tax
expense. Income taxes for the year ended Januaf®9% of $357,000 consisted of $583,000 currederf@ tax expense and $226,000
deferred federal tax benefit. We had an effecteraite of 32% in fiscal 2000. We anticipate owoime tax rates for fiscal 2001 to be
relatively constant, depending on the income ténibatable to foreign operations and availabilifresearch and experimentation credits. See
Note 5 of Notes to Financial Statemel

Stock-Based Compensation

With respect to stock options granted to employeesiecorded deferred compensation of $4.3 millioh997 and $361,000 in the one mc
ended January 31, 1998. These amounts are beingizedover the vesting period of the individuatiops, generally four years. We
amortized approximately $961,000 in 1997, $2.5iarilin fiscal 1999 and $662,000 in fiscal 2000. sv¢icipate total amortization of
approximately $113,000 in fiscal 2001. See Noté Rates to Financial Statements.
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Liquidity and Capital Resources

As of January 30, 2000, we had $61.6 million inhcasd cash equivalents, an increase of $11.3 midlieer the same balance at the end of
fiscal 1999. We historically have held our castahaks in cash equivalents such as money markes famas cash. We place the money
market funds with higlguality financial institutions and limit the amousftexposure with any one financial institution. Wad $124.6 millio
of noncancelable manufacturing commitments outstanat January 30, 2000. See Note 4 of Notes tarfial Statements.

In July 1999, we entered into an amended loan aadrigy agreement with a bank, which included a.@Xfillion revolving loan agreement
with a borrowing base equal to 80% of eligible agis. Borrowings under the line of credit bearrest at the prime rate and are due in July
2000. Covenants governing the loan agreement ether maintenance of certain financial ratios. A3amuary 30, 2000, we had no
outstanding borrowings against the line of credit.

Operating activities generated cash of $15.9 mnildaring fiscal 2000 and used cash of $1.9 milaoad $1.2 million, during fiscal 1999 and
1997, respectively. The increase from fiscal 1992000 was due to a substantial increase in netriag offset by changes in operating assets
and liabilities. Our accounts receivable are higldpcentrated. At January 30, 2000, the four largestomers accounted for approximately
37% of accounts receivable. Although we have npeernced any significant bad debt write-offs ttegdave may be required to write off bad
debt in the future, which could harm our businéssune 1999, we repurchased 428,572 shares @ooumon stock from a major customer

in settlement for a portion of then outstandingoacts receivable in the amount of $7.5 million.

To date, our investing activities have consistanharily of purchases of property and equipment. €apital expenditures, including capital
leases, increased from $5.8 million in 1997 to $XAillion in fiscal 1999, and to $22.9 million irs€al 2000. The increase from fiscal 199!
2000 was primarily attributable to a $10.0 milliobligation pursuant to a long-term licensing agreetwith a supplier. For fiscal 1999
compared to 1997, the increase was primarily dwalthtional capital leases and purchases of compgipment, including workstations ¢
servers to support increased research and develt@uivities. We expect capital expenditures towéase as we further expand research and
development initiatives and as our employee basegrThe timing and amount of future capital expemds will depend primarily on our
future growth. We expect to spend approximately.@3aillion for capital expenditures in fiscal 20Q&imarily for software licenses,

emulation equipment, purchase of computer and eegimg workstations, and enterprise resource plgnsystem implementation.

Financing activities provided cash of $7.0 millidaring fiscal 2000, compared to $52.0 million ard3$million during fiscal 1999 and 1997,
respectively, due primarily to proceeds of $37.8iam from the initial public offering of 3.5 miliin shares of common stock in January 1999
and $11.0 million in subordinated non-interest eanotes issued in July and August 1998. In Mdred9, we used $5.0 million to repay in
full amounts outstanding under a bank line of drg@din March 5, 2000, we entered into an agreeméhtMicrosoft in which we agreed to
develop and sell graphics chips and to licensairetéchnology to Microsoft and its licensees fee in a product under development by
Microsoft. The agreement provides that in April @0Microsoft will pay us $200 million as an advaragainst graphics chip purchases and
for licensing our technology. Microsoft may termtiméhe agreement at any time and if terminationuccprior to offset in full of the advance
payments, we would be required to return to Micfbgp to $100 million of the prepayment and to cerithe remainder into preferred stock
of NVIDIA at a 30% premium to the 30-day averagaling price of our common stock.

We believe that our existing cash balances, amiiegbcash flows from operations and existing creditities, will be sufficient to meet our
operating and capital requirements for at leashthé 12 months. However, there is no assurandevdavill not need to raise additional
equity or debt financing within this time frame. ditional financing may not be available on favoeatdrms or at all and may be dilutive to
our then-current stockholders. We also may recadiditional capital for other purposes not presectigtemplated. If we are unable to obtain
sufficient capital, we could be required to curtapital equipment purchases or research and gavelat expenditures, which could harm
business.
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Year 2000 Compliance

The Year 2000 issue is the result of computer gnogrwritten using two digits rather than four téimethe applicable year. Computer
programs that have date-sensitive software likery recognize a date using "00" as the year i&6@r than the year 2000. This could
result in a system failure or miscalculations cagslisruptions of operations, including, among othangs, a temporary inability to process
transactions, send invoices or engage in similamabbusiness activities.

Through the first two months of the year 2000, gperations are fully functioning and have not eiqgrezed any significant issues associated
with the Year 2000 problem. At our offices worldwjdve have not experienced any significant Yeaf2@ated issue that would affect our
ability to ship, sell or service our products anal customers have not reported any consequenti @00 incidents. While we are
encouraged by the success of our Year 2000 effiodghat of our customers and partners, we wiltinae to offer Year 2000 support to
customers and monitor our own operations.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK
Interest Rate Risk

The primary objective of our investment activitisgo preserve principal while at the same time im&ing the income we receive from the
investments without significantly increasing ri3lka minimize potential loss arising from adverserades in interest rates, we maintain a
portfolio of cash and cash equivalents primarilfighly rated domestic money market funds. In galn@noney market funds are not subject
to market risk because the interest paid on sustisfiiuctuates with the prevailing interest ratee 8lote 1 of Notes to Financial Statements.

Exchange Rate Risk

We consider our exposure to foreign exchange hatéuiations to be minimal. Currently, all of ouoguct sales and arrangements with third-
party manufacturers provide for pricing and payniend.S. dollars, and, therefore, are not subjeexchange rate fluctuations. To date, we
have not engaged in any currency hedging activigitsough we may do so in the future. Fluctuationsurrency exchange rates could harm
our business in the future.

Certain Business Risks

In addition to the risks discussed in "Businesd &lanagement's Discussion and Analysis of Findri@imdition and Results of Operatior
our business is subject to the risks set forthwelo

Our operating results are unpredictable and mayfate.

Many of our revenue components fluctuate and dfiewlt to predict, and our operating expenseslargely independent of revenue in any
particular period. It is therefore difficult for ts accurately forecast revenue and profits ordssgVe believe that our quarterly and annual
results of operations will be affected by a varietyactors that could adversely affect our revemgress profit and results of operations.

Factors that have affected our results of operatioithe past, and could affect our results of afi@ns in the future, include the following:
. demand and market acceptance for our producterodr customers' products;

. the successful development and volume produdicrext-generation products;

. hew product announcements or product introdustimnour competitors;

. our ability to introduce new products in accorcamwith OEM design requirements and design cycles;
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. changes in the timing of product orders due ®xpected delays in the introduction of our cust@n@oducts;

. fluctuations in the availability of manufacturiegpacity or manufacturing yields;

. competitive pressures resulting in lower thaneexed average selling prices;

. rates of return in excess of those forecastezkpected;

. the rescheduling or cancellation of customer kde

. the loss of a key customer or the terminatioa sfrategic relationship;

. seasonal fluctuations associated with the PC atark

. substantial disruption in our suppliers' operagiceither as a result of a natural disaster, egeiip failure or other cause;
. supply constraints for and changes in the cottt@bther components incorporated into our custenpeoducts, including memory devices;
. our ability to reduce the manufacturing costswf products;

. legal and other costs related to intellectuapprty matters;

. unexpected inventory write-downs; and

. introductions of enabling technologies to keepepaith faster generations of processors and ciberiso

Any one or more of the factors discussed abovedcprdvent us from achieving our expected futuremnere or net income.

Because most operating expenses are relativelgt fixéhe short term, we may be unable to adjustdipg sufficiently in a timely manner to
compensate for any unexpected sales shortfall. \Aielma required to reduce prices in response to ettigm or to pursue new market
opportunities. If new competitors, technologicaladces by existing competitors or other competitactors require us to invest significantly
greater resources than anticipated in researcldevelopment or sales and marketing efforts, ouiness could suffer. Accordingly, we
believe that period-to-period comparisons of osuhes of operations should not be relied upon asdication of future performance. In
addition, the results of any quarterly period aveindicative of results to be expected for a fisital year.

Our 3D graphics solution may not continue to beepted by the PC market.

Our success will depend in part upon continueddemoption of our 3D graphics processors for higliggmance 3D graphics in PC
applications. The market for 3D graphics proceshassbeen characterized by unpredictable and sm@etiapid shifts in the popularity of
products, often caused by the publication of coitipetindustry benchmark results, changes in dycaimndom memory devices pricing and
other changes in the total system cost of add-ard®) as well as by severe price competition anfldguent new technology and product
introductions. Only a small number of products haekieved broad market acceptance and such maeptance, if achieved, is difficult to
sustain due to intense competition. Since we havetimer product line, our business would sufféoifany reason our current or future 3D
graphics processors do not continue to achievespigad acceptance in the PC market. If we are ertaldomplete the timely development
of or successfully and cost-effectively manufactame deliver products that meet the requirementsePC market, our business would be
harmed.

Our integrated graphics product may not be accdaptetie PC market.

We expect that integrated graphics chipset produittbecome an increasing part of the lower cegfrsent of the PC graphics market. We
have only recently introduced a 3D graphics prametsggeted at this segment. If this product isquohpetitive in this segment and the
integrated chipset segment continues to accourarfancreasing percentage of the units sold irPBanarket, our business may suffer.
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We need to develop new products and to manage @rt@dnsitions in order to succeed.

Our business will depend to a significant extenbanability to successfully develop new productsthe 3D graphics market. Our add-in
board manufacturers and major OEM customers tylgigattoduce new system configurations as oftetwase per year, typically based on
spring and fall design cycles. Accordingly, ourstxig products must have competitive performaneel$eor we must timely introduce new
products with such performance characteristicgdeioto be included in new system configurationisTequires that we do the following:

. anticipate the features and functionality thatszoners will demand;

. incorporate those features and functionality prioducts that meet the exacting design requiresnaii?C OEMs and add-in board
manufacturers or CEMs;

. price our products competitively; and
. introduce the products to the market within ih@ted window for PC OEM and add-in board manufastu

As a result, we believe that significant expenditufor research and development will continue teeljgired in the future. The success of
product introductions will depend on several fastémcluding the following:

. proper new product definition;
. timely completion and introduction of new proddesigns;

. the ability of TSMC, our primary manufacturer, i@ ech, and any additional third-party manufaatsite effectively manufacture our new
products;

. the quality of any new products;
. differentiation of new products from those of @ompetitors; and
. market acceptance of our and our customers' ptedu

Our strategy is to utilize the most advanced preteshnology appropriate for our products and abél from commercial third-party
foundries. Use of advanced processes has in thegsadted in initial yield problems. New produthisit we introduce may not incorporate the
features and functionality demanded by PC OEMs;iadobard manufacturers and consumers of 3D graphicaddition, we may not
successfully develop or introduce new productaifficgent volumes within the appropriate time toehéoth the PC OEMs' design cycles
market demand. We have in the past experiencegdeldhe development of some new products. Olurfato successfully develop,
introduce or achieve market acceptance for newr2iphgcs products would harm our business.

Our failure to identify new product opportunitiesdevelop new products may result in productioragel

As markets for our 3D graphics processors devehgpcampetition increases, we anticipate that prolifieccycles at the high end will remain
short and ASPs will continue to decline. In pafticuwe expect ASPs and gross margins for our Zplycs processors to decline as each
product matures and as unit volume increases.rasudt, we will need to introduce new products antlancements to existing products to
maintain overall ASPs and gross margins. In ordeptir 3D graphics processors to achieve high velyrieading PC OEMs and add-in
board manufacturers must select our 3D graphiosgssor for design into their products, and theressfully complete the designs of their
products and sell them. We may be unable to suitdysislentify new product opportunities or to déee and bring to market in a timely
fashion any new products. In addition, we canneatrgntee that any new products we develop will lecsesd for design into PC OEMs' and
add-in board manufacturers' products, that any aesigns will be successfully completed or that mew products will be sold. As the
complexity of our products and the manufacturingcpss for products increases, there is an incrgaisik that we will experience problems
with the performance of products and that therélveldelays
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in the development, introduction or volume shipmaaur products. We may experience difficultielsied to the production of current or
future products or other factors may delay theooftiction or volume sale of new products we devalopeaddition, we may be unable to
successfully manage the production transition nigitls respect to future products. Failure to achiemy of the foregoing with respect to
future products or product enhancements could tresthpidly declining ASPs, reduced margins, asdiuiced demand for products or loss of
market share. In addition, technologies developedtbers may render our 3D graphics products nanpatitive or obsolete or result in our
holding excess inventory, either of which wouldrharur business.

We rely on third-party vendors to supply us toalsthe development of our new products and we neayrtable to obtain the tools necessary
to develop these products.

In the design and development of new products aodyzt enhancements, we rely on third-party sofvwkavelopment tools. While we
currently are not dependent on any one vendohi®stipply of these tools, some or all of thesestowy not be readily available in the futi
For example, we have experienced delays in thedottion of products in the past as a result ofrthbility of then available software
development tools to fully simulate the complextéees and functionalities of our products. The glesequirements necessary to meet
consumer demands for more features and greatetidnatity from 3D graphics products in the futurayrexceed the capabilities of the
software development tools available to us. Ifgbetware development tools we use become unavaitatfail to produce designs that meet
consumer demands, our business could suffer.

Our industry is characterized by vigorous protataod pursuit of intellectual property rights osfiimns that could result in substantial costs
to us.

The semiconductor industry is characterized bynggse protection and pursuit of intellectual propgeights or positions, which has resulted
in protracted and expensive litigation. The 3D giap market in particular has been characterizedntty by the aggressive pursuit of
intellectual property positions, and we expect@mpetitors to continue to pursue aggressive etalhl property positions. In addition, from
time to time we receive notices alleging that weehimfringed patents or other intellectual propeights owned by third parties. We expect
that, as the number of issued hardware and softpatents increases, and as competition in our neanknsifies, the volume of intellectual
property infringement claims will increase. If imfgement claims are made against us, we may seaksks under the claimant's patents or
other intellectual property rights. However, licessnay not be offered at all or on terms acceptabls. The failure to obtain a license fro
third party for technology used by us could causéouncur substantial liabilities and to suspdma manufacture of products. Furthermore
may initiate claims or litigation against third pas for infringement of our proprietary rightstorestablish the validity of our proprietary
rights. We have agreed to indemnify certain custsrfa claims of infringement arising out of safeoar products. Litigation by or against
or our customers concerning infringement wouldljikesult in significant expense to us and divee éfforts of our technical and
management personnel, whether or not the litigatsnlts in a favorable determination for us.

We are subject to a patent infringement lawsuit ¢oalld divert our resources and result in the paynof substantial damages.

On September 21, 1998, 3Dfx filed a patent infrmgat suit against us in the United States Dis@mtirt for the Northern District of
California alleging infringement of a 3Dfx pateitn March 2, 1999, 3Dfx added a second patent teuhlieand on May 24, 1999, 3Dfx added
a third patent to the suit. The amended compldieges that our RIVA TNT, RIVA TNT2 and RIVA TNT2Iua products infringe the pate|

in suit and seeks unspecified compensatory antettatamages and attorney's fees. Our current g@rerd products is not identified as
infringing any of the patents in suit. We havediken answer and counter-claims asserting thatdtents in suit are invalid and not infringed.
These assertions are supported by our investigatimdate and an opinion from our patent counstidigisuit. We anticipate that the trial date
will be set by the District Court after it rules olaims construction issues. We have and will curgito defend vigorously this suit. The
litigation with 3Dfx has resulted, and we expedttthe 3Dfx litigation will continue to result, significant
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legal expenses, whether or not the litigation tesnla favorable determination for us. In the éaran adverse result in the 3Dfx suit, we
might be required to do one or more of the follogvifi) pay substantial damages (including trebleages); (ii) permanently cease the
manufacture and sale of any of the infringing pradu(iii) expend significant resources to devehom-infringing products; or (iv) obtain a
license from 3Dfx for infringing products. We haivethe past been subject to patent infringemens suith SGI and S3, both of which were
settled and resulted in cross- licenses and, icdse of SGI, payments by us. See Part |, Iteme@al Proceedings.

Our failure to achieve one or more design wins wWdrm our business.

Our future success will depend in large part oneadhg design wins, which entails having our exigtand future products chosen as the 3D
graphics processors for hardware components ossah#lies designed by PC OEMs and add-in board faetnrers. Our add-in board
manufacturers and major OEM customers typicallsoniice new system configurations as often as tpéceyear, generally based on spring
and fall design cycles. Accordingly, our existinggucts must have competitive performance levelsemust timely introduce new produ
with such performance characteristics in ordergdnigluded in new system configurations. Our failta achieve one or more design wins
would harm our business. The process of being figdifior inclusion in a PC OEM's product can beglifty and could cause us to miss a c
in the demand of end users for a particular proteature, which also could harm our business.

Our ability to achieve design wins also dependsairt on our ability to identify and ensure comptiarwith evolving industry standards.
Unanticipated changes in industry standards carider our products incompatible with products deped by major hardware manufactu
and software developers, including Intel and MiofasThis would require us to invest significamh& and resources to redesign our products
to ensure compliance with relevant standards. dfppaducts are not in compliance with prevailingustry standards for a significant period
of time, our ability to achieve design wins couldfer.

We are dependent on the PC market, which may miinee to grow.

In fiscal 2000, we derived all of our revenue frtm sale of products for use in PCs. We expeocbidirtue to derive substantially all of our
revenue from the sale or license of products ferindCs in the next several years. The PC maskatdracterized by rapidly changing
technology, evolving industry standards, frequesw product introductions and significant price cetifpon. These factors result in short
product life cycles and regular reductions of A8Rar the life of a specific product. Although th€ mharket has grown substantially in recent
years, this growth may not continue. A reductiosates of PCs, or a reduction in the growth rate@fsales, would likely reduce demand
our products. Moreover, changes in demand couldrge and sudden. Since PC manufacturers ofted biéntories during periods of
anticipated growth, they may be left with excesgmories if growth slows or if they have incortgdbrecast product transitions. In these
cases, PC manufacturers may abruptly suspend stibfi{eall purchases of additional inventory frauppliers like us until the excess
inventory has been absorbed. Any reduction in #reahd for PCs generally, or for a particular pradiat incorporates our 3D graphic
processors, could harm our business.

The acceptance of next generation products in basiRC 3D graphics may not continue to develop.

Our success will depend in part upon the demangddiormance 3D graphics for business PC applieatibhe market for performance 3D
graphics on business PCs has only recently begem&yge and is dependent on the future developofieand substantial end-user and OEM
demand for, 3D graphics functionality. As a resthie market for business PC 3D graphics computiag not continue to develop or may not
grow at a rate sufficient to support our busing@ée development of the market for performance 3phics on business PCs will in turn
depend on the development and availability of gdarumber of business PC software applicationsstiygport or take advantage of
performance 3D graphics capabilities. Currentlydhare only a limited number of software applicasidike this, most of which are games,
and a broader base of software applications magenelop in the near term or at all. Consequeantlyroad market for full function
performance 3D graphics on business PCs may nel@@vOur business prospects will suffer if the keafor business PC 3D graphics fails
to develop or develops more slowly than expected.
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We are dependent on a small number of customersvarade subject to order and shipment uncertainties

We have only a limited number of customers andsalgs are highly concentrated. We primarily setlpmoducts to add-in board and
motherboard manufacturers and CEMs, which incoteageaphics products in the boards they sell tdOBEMs. Sales to add-in board
manufacturers and CEMs are primarily dependentbieaing design wins with leading PC OEMs. We badi¢hat a substantial portion of
our revenue in fiscal 2000 was attributable to pats that ultimately were incorporated into PCsldif Compag, Dell, Gateway, HP, IBM
and Micron. The number of add-in board manufactuagxd CEMs and leading PC OEMs is limited. We ekfiet a small number of add-in
board manufacturers and CEMs directly, and a smatiber of PC OEMSs indirectly, will continue to aoob for a substantial portion of our
revenue for the foreseeable future. As a resuftpasiness could be harmed by the loss of businessPC OEMs or add-in board
manufacturers and CEMs. In addition, revenue frdavia board manufacturers, motherboard manufaguMs and PC OEMs that have
directly or indirectly accounted for significantenue in past periods, individually or as a graupy not continue, or may not reach or exc
historical levels in any future period. In Octoli®99, S3, a supplier of graphics processors amargetitor, completed the acquisition of
Diamond, one of our largest customers. In the fogrtarter of fiscal 2000, following the consummatad the acquisition, our sales to
Diamond declined significantly to only 3% of totalvenue from 24% of total revenue in the secondtguaf fiscal 2000. 3Dfx, a 3D graph
company and a competitor, completed the acquis@fd®iTB in May 1999. Sales to STB, another onewflargest customers, declined
significantly from prior levels following the acagiion and our relationship with STB terminatedhe fourth quarter of fiscal 2000.

We may be unable to manage our growth and, asuli,remy be unable to successfully implement oratsgy.

Our rapid growth has placed, and is expected ttiroa® to place, a significant strain on our manedeoperational and financial resources.
As of January 30, 2000, we had 392 employees apaa to 248 employees as of January 31, 1999 .p&xrethat the number of our
employees will increase substantially over the d&ximonths. Our future growth, if any, will depesrd our ability to continue to implement
and improve operational, financial and managenréntination and control systems on a timely basisyell as our ability to maintain
effective cost controls. Further, we will be regaitto manage multiple relationships with varioustoemers and other third parties. Our
systems, procedures or controls may not be adetpateport our operations and our management mayable to achieve the rapid
execution necessary to successfully implement wategy.

We are dependent on key personnel and the losesé employees could harm our business.

Our performance will be substantially dependenthenperformance of our executive officers and kapleyees. None of our officers or
employees is bound by an employment agreemenpanctlationships with these officers and employaes therefore, at will. We do not
have "key person" life insurance policies on anpwf employees. The loss of the services of arguofxecutive officers, technical person
or other key employees, particularly Jen-Hsun Huang President and Chief Executive Officer, woliam our business. Our success will
depend on our ability to identify, hire, train amdain highly qualified technical and manageriaispanel. Our failure to attract and retain the
necessary technical and managerial personnel wrautd our business.

We depend on third-party fabrications to produceproducts.

We do not manufacture the semiconductor wafers fosaslir products and do not own or operate a wiaferication facility. Our products
require wafers manufactured with state-of-the-aotitation equipment and techniques. We utilize TSAhd WaferTech to produce our
semiconductor wafers and utilize independent catdra to perform assembly, test and packaging. ¥gend on these suppliers to allocate to
us a portion of their manufacturing capacity sudfit to meet our needs, to produce products offaabée quality and at acceptable
manufacturing yields, and to deliver those prodtmtss on a timely basis. These manufacturers may
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be unable to meet our near-term or long-term manuifeng requirements. We obtain manufacturing $&wion a purchase order basis and
TSMC has no obligation to provide us with any sflediminimum quantities of product. TSMC fabricatesfers for other companies,
including certain of our competitors, and could @b®to prioritize capacity for other users or redaceliminate deliveries to us on short
notice. Because the lead time needed to estabsstatgic relationship with a new manufacturingmer could be several months, there is no
readily available alternative source of supplyday specific product. We believe that long-term ketiacceptance for our products will
depend on reliable relationships with TSMC and etiner manufacturers used by us to ensure adeqratagt supply to respond to customer
demand.

In September 1999, the earthquake in Taiwan cartibto a temporary shortage of graphics processahe third and fourth quarters of
fiscal 2000. Any substantial disruption in our sligns’ operations, either as a result of a natdisdster, equipment failure or other cause,
could harm our business.

We are dependent primarily on TSMC and we expetitérfuture to continue to be dependent upon thady manufacturers to do the
following:

. produce wafers of acceptable quality and witteptable manufacturing yields;
. deliver those wafers to us and our independesgrably and testing subcontractors on a timely beasils
. allocate to us a portion of their manufacturiagacity sufficient to meet our needs.

Our wafer requirements represent a significantigpomf the total production capacity of TSMC. Altigh our products are designed using
TSMC's process design rules, TSMC may be unaldeh@ve or maintain acceptable yields or delivéficgant quantities of wafers on a
timely basis or at an acceptable cost. Additiondl$MC may not continue to devote resources tgtbduction of our products, or to
advance the process design technologies on which#mufacturing of our products are based. Anyadliies like these would harm our
business.

Failure to achieve expected manufacturing yieldaldroeduce our product supply and harm our business

Semiconductor manufacturing yields are a functiothf product design, which is developed largsfyb, and process technology, which
typically is proprietary to the manufacturer. Sinoe yields may result from either design or pracgschnology failures, yield problems may
not be effectively determined or resolved untilaatual product exists that can be analyzed anddédstidentify process sensitivities relating
to the design rules that are used. As a result] pimblems may not be identified until well inteetproduction process, and resolution of yield
problems would require cooperation by and commuigiodbetween us and the manufacturer. The riskwfylields is compounded by the
offshore location of most of our manufacturersr@asing the effort and time required to identifyrrenunicate and resolve manufacturing
yield problems. Because of our potentially limitaztess to wafer fabrication capacity from our maatufrers, any decrease in manufactu
yields could result in an increase in our per aoits and force us to allocate our available prosiwgply among our customers. This ca
potentially harm customer relationships as wellea®nue and gross profit. Our wafer manufacturexg be unable to achieve or maintain
acceptable manufacturing yields in the future. @ability to achieve planned yields from our wafeanufacturers could harm our business.
We also face the risk of product recalls or prodetirns resulting from design or manufacturingedes that are not discovered during the
manufacturing and testing process. In the eveatsifnificant number of product returns due to fecteor recall, our business could suffer.

Failure to transition to new manufacturing prodestinologies could affect our ability to competieetively.

Our strategy is to utilize the most advanced preteshnology appropriate for our products and abél from commercial third-party
foundries. Use of advanced processes may haveegréskt of initial yield problems. Manufacturinggoess technologies are subject to rapid
change and require significant expenditures
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for research and development. We continuously ewalthe benefits of migrating to smaller geometocpss technologies in order to
improve performance and reduce costs. We have taijta the .22 micron technology with the RIVA TN&@d GeForce families of graph
processors, and we believe that the transitioruopooducts to increasingly smaller geometries béllimportant to our competitive position.
Other companies in the industry have experienciidulty in migrating to new manufacturing processmd, consequently, have suffered
reduced yields, delays in product deliveries amteased expense levels. We may experience siniffi@utties and the corresponding
negative effects. Moreover, we are dependent omedationships with our third-party manufactureysitigrate to smaller geometry processes
successfully. We may be unable to migrate to newufaturing process technologies successfully aax timely basis.

The 3D graphics industry is highly competitive amel may be unable to compete.

The market for 3D graphics processors for PCs iithvtve compete is intensely competitive and is abi@rized by rapid technological
change, evolving industry standards and decliniB@# We believe that the principal competitivedexin this market are performance,
breadth of product offerings, access to customeasdéstribution channels, backward-forward softwsupport, conformity to industry
standard APIs, manufacturing capabilities, pricgraiphics processors and total system costs ofralddards and motherboards. We expect
competition to increase both from existing compesitand new market entrants with products that bealess costly than our 3D graphics
processors or may provide better performance atiaddl features not provided by our products. Wayrhe unable to compete successfully
in the emerging PC graphics market.

Our primary source of competition is from comparifest provide or intend to provide 3D graphics sohs for the PC market. Our
competitors include the following:

. suppliers of graphics add-in boards that utitlesr internally developed graphics chips, such®kTechnologies Inc., Matrox Electronics
Systems Ltd. and S3;

. suppliers of integrated core logic chipsets thedrporate 2D and 3D graphics functionality ag patheir existing solutions, primarily Intel,
and to a lesser extent, Silicon Integrated SystemisVia Technologies;

. companies that have traditionally focused onpttedessional market and provide high end 3D sohgtifor PCs and workstations, including
3Dlabs Inc., Ltd., SGI, Evans and Sutherland Comp@brporation and Intergraph Corporation; and

. companies with strength in the video game magketh as 3Dfx and VideoLogic Group plc.
We may compete with Intel in the integrated lowtadgpset market.

In June 1999, Intel began shipping the Intel 81BDagraphics chipset that is targeted at the loat-B& market. Intel has significantly greater
resources than we do, and our products may not etngifectively against future products introdubgdntel. In addition, we may be unable
to compete effectively against Intel or Intel mayréduce additional products that are competitivth wur products in either performance or
price or both. We expect Intel to continue to de fibllowing:

. invest heavily in research and development amdmanufacturing facilities;

. maintain its position as the largest manufactafd?C microprocessors and one of the largest naatwiers of motherboards;
. increasingly dominate the PC platform; and

. promote its product offerings through advertisimgnpaigns designed to engender brand loyalty arR@hgsers.
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Intel may in the future develop graphics add-irdsasr graphics-enabled motherboards that couldttiireompete with graphics add-in cards
or graphics-enabled motherboards that our customaysdevelop. In addition, due to the widespreadistry acceptance of Intel's
microprocessor architecture and interface architectncluding its AGP, and Intel's intellectuabperty position with respect to such
architecture, Intel exercises significant influeeer the PC industry generally. Any significantdifizations by Intel to the AGP, the
microprocessor or core logic components or othpeets of the PC microprocessor architecture cagdlt in incompatibility with our
technology, which would harm our business. In addjtany delay in the public release of informatietating to modifications like this could
harm our business.

We are dependent on third parties for assemblytestohg of our products.

Our graphics processors are assembled and testeohbyr, Siliconware, ChipPAC and ASE. We do noté&ng-term agreements with any
of these subcontractors. As a result of our depeswlen third-party subcontractors for assemblytasting of our products, we do not

directly control product delivery schedules or prodquality. Any product shortages or quality aasege problems could increase the costs of
manufacture, assembly or testing of our produatiscamuld harm our business. Due to the amount of tipically required to qualify
assemblers and testers, we could experience signifdelays in the shipment of our products if weraquired to find alternative third part

to assemble or test our products or components.détgys in delivery of our products could harm business.

We may be unable to adequately protect our intelid@roperty.

We rely primarily on a combination of patents, trathrks, copyrights, trade secrets, employee ardplairty nondisclosure agreements and
licensing arrangements to protect our intellecpwaperty. We own 28 issued United States pateats B United States patent applications
allowed, 25 United States patent applications pepdind have 15 United States patent applicatioimg larafted for filing. Our issued patents
have expiration dates from April 14, 2015 to Ma8€h 2018. Our issued patents and pending patefitafpns relate to technology
developed by us in connection with the developnogioiur 3D graphics processors. Our pending patgpliGations and any future
applications may not be approved. In addition, iasyed patents may not provide us with competaisdheantages or may be challenged by
third parties. The enforcement of patents of otiesty harm our ability to conduct our business. @timeay independently develop
substantially equivalent intellectual property tli@rwise gain access to our trade secrets oréctakl property, or disclose our intellectual
property or trade secrets. Our failure to effedyiy@otect our intellectual property could harm duwsiness. We have licensed technology -
third parties for incorporation in our graphics geesors, and expect to continue to enter intodie@greements for future products. These
licenses may result in royalty payments to thirdipg, the cross-license of technology by us ompayt of other consideration. If these
arrangements are not concluded on commerciallyredde terms, our business could suffer.

We are subject to risks associated with productaefand incompatibilities.

Products as complex as those offered by us mayitodéfects or failures when introduced or when mewgions or enhancements to existing
products are released. We have in the past disedwaftware defects and incompatibilities with oastrs' hardware in certain of our
products and may experience delays or lost revemaerrect any new defects in the future. Errorsemw products or releases after
commencement of commercial shipments could resudtss of market share or failure to achieve maakeeptance. Our products typically
go through only one verification cycle prior to legng volume production and distribution. As aukesour products may contain defects or
flaws that are undetected prior to volume produrctind distribution. The widespread production aisttibution of defective products could
harm our business.

We are subject to risks associated with internatioperations.

Our reliance on foreign third-party manufacturingsembly and testing operations subjects us tord@uof risks associated with conducting
business outside of the United States, includiegeliowing:

. unexpected changes in, or impositions of, lejiseor regulatory requirements;
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. delays resulting from difficulty in obtaining eout licenses for certain technology, tariffs, quo#ad other trade barriers and restrictions;
. longer payment cycles;

. potentially adverse taxes;

. the burdens of complying with a variety of foreigws; and

. other factors beyond our control.

We also are subject to general political risksanreection with our international trade relationshilm addition, the laws of certain foreign
countries in which our products are or may be mactufed or sold, including various countries ingshay not protect our products or
intellectual property rights to the same exterd@she laws of the United States. This makes tlssipdity of piracy of our technology and
products more likely. Currently, all of our arrangents with third-party manufacturers provide facimg and payment in U.S. dollars, and to
date we have not engaged in any currency hedgingtis, although we may do so in the future. Elhations in currency exchange rates
could harm our business in the future.

The semiconductor industry is cyclical in nature.

The semiconductor industry historically has beesratterized by the following factors:

. rapid technological change;

. cyclical market patterns;

. significant ASP erosion;

. fluctuating inventory levels;

. alternating periods of overcapacity and capamitystraints;

. variations in manufacturing costs and yields sigdificant expenditures for capital equipment anaduct development.

In addition, the industry has experienced signifteaconomic downturns at various times, charactdrtzy diminished product demand and
accelerated erosion of ASPs. We may experiencdastizd period-toperiod fluctuations in results of operations dugéoeral semiconduct
industry conditions.

Failure in implementation of our enterprise reseys@anning system could adversely affect our operat

In December 1999, we began the implementation AR system as our enterprise resource planningR"Esystem to replace our
information systems in business, finance, operatand service. We are heavily dependent upon tigepfunctioning of our internal syste
to conduct our business. There is no assurancevthatill be successful in the implementation of &RP system. Delays in the
implementation, system failure or malfunctioningymasult in disruptions of operations and inabitilyprocess transactions. Our results of
operations and financial position could be advgraéflected if we encounter unforeseen problems vaipect to this implementation.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements required by this itemsatemitted as a separate section of this Form 18el€.Item 14.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
Not applicable

24



PART 1lI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The following set forth certain information regardithe Company's executive officers as of Febra8r2000:

Name Age Position

Jen-Hsun Huang.............. 37 President, Chief E xecutive Officer and Director
Jeffrey D. Fisher........... 41 Executive Vice Pre sident, Worldwide Sales
Christine B. Hoberg......... 44 Chief Financial Of ficer

Chris A. Malachowsky........ 40 Vice President, Ha rdware Engineering

Curtis R. Priem............. 40 Chief Technical Of ficer

Jen-Hsun Huang co-founded NVIDIA in April 1993 dmak served as our President, Chief Executive @ffind a member of the Board of
Directors since its inception. From 1985 to 1993, Nuang was employed at LS| Logic Corporation (")Sa computer chip manufacturer,
where he held a variety of positions, most receaslpirector of Coreware, the business unit respfor LSI's "system-on-ahip" strategy
From 1983 to 1985, Mr. Huang was a microprocesesigther for Advanced Micro Devices, a semiconductonpany. Mr. Huang holds a
B.S.E.E. degree from Oregon State University anMa\E.E. degree from Stanford University.

Jeffrey D. Fisher has been Executive Vice Presjd&foridwide Sales for NVIDIA since July 1994. Fr@@eptember 1988 to July 1994, Mr.
Fisher held various positions at Weitek Corporagteosemiconductor technology company, where higlasition was as Director of
Worldwide Sales. Mr. Fisher holds a B.S.E.E. de@r@® Purdue University and an M.B.A. degree froamta Clara University.

Christine B. Hoberg has been Chief Financial OffimeNVIDIA since December 1998. From June 199P&xember 1998, Ms. Hoberg held
various positions at Quantum Corporation, a massige company, where her last position was as Riesident, Corporate Controller. Ms.
Hoberg holds a B.A. in German Studies from Stanfdnilzersity and is a certified public accountant.

Chris A. Malachowsky co-founded NVIDIA in April 13%nd has been our Vice President, Hardware Engigesince that time. From 1987
until April 1993, Mr. Malachowsky was a Senior $tahgineer for Sun Microsystems, Inc., a suppliegmterprise network computing
products. From 1980 to 1986, Mr. Malachowsky wasaaufacturing design engineer at Hewlett-Packanah@my. Mr. Malachowsky was a
co-inventor of Sun Microsystems' GX graphics asattiire and has authored 43 patents, most of whlaterto graphics. Mr. Malachowsky
holds a B.S.E.E. degree from the University of idl@and an M.S.C.S. degree from Santa Clara Uniyers

Curtis R. Priem co-founded our company in April 33hd has been our Chief Technical Officer sine¢ ime. From 1986 to January 1993,
Mr. Priem was Senior Staff Engineer at Sun Micrteys where he architected the GX graphics prodintkiding the world's first single

chip GUI accelerator. From 1984 to 1986, Mr. Prigas a hardware engineer at GenRad, Inc., a sugbltiagnostic equipment for
electronic products. From 1982 to 1984, Mr. Prieas\a staff engineer for Vermont Microsystems, lagersonal computer company, where
he architected IBM's Professional Graphics Adapker PC industry's first graphics processor. Miefgrhas authored 87 U.S. and
international patents, all of which relate to graptand Input/Output Systems . Mr. Priem holds &.B.E. degree from Rensselaer Polytec
Institute.

Reference is made to the information regarding dnes appearing under the heading "Election of @es" in the 2000 Proxy Statement
which information is hereby incorporated by refemn
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ITEM 11. EXECUTIVE COMPENSATION

Reference is made to the information appearing utdeheading "Executive Compensation,” in the 2Bfiixy Statement, which information
is incorporated by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

Reference is made to information appearing in B@2Proxy Statement, under the heading "Securitpéship of Certain Beneficial Owne
and Management,” which information is hereby incogped by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

Reference is made to information appearing in ©@02Proxy Statement, under the heading "Certainskretions," which information is
hereby incorporated by reference.
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PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K

(@) 1. Financial Statements

Report of KPMG LLP, Independent Auditors...
Balance Sheets as of January 31, 1999 and J
Statements of Operations for the year ended
one month ended January 31, 1998, year ende
and year ended January 30, 2000............
Statements of Stockholders' Equity for the

31, 1997, one month ended January 31, 1998,
31, 1999 and year ended January 30, 2000...
Statements of Cash Flows for the year ended
one month ended January 31, 1998, year ende
and year ended January 30, 2000....
Notes to Financial Statements..............

(a) 2. Financial Statement Schedules

II--Valuation and Qualifying Accounts......
All other schedules are omitted because the
or are not applicable, or the required info
the financial statements or notes thereto.

(a) 3. Exhibits

(b)

The exhibits listed in the accompanying ind
filed or incorporated by reference as a par
report.

Reports on Form 8-K

No reports on Form 8-K were filed during th
ended January 30, 2000.
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EXHIBIT INDEX

Exhibit
Number Description of Docu ment
3.1 Amended and Restated Certificate of Incorpo ration. (1)

3.2 Bylaws. (1)
4.1 Reference is made to Exhibits 3.1 and 3.2.

4.2 Specimen Stock Certificate. (2)

4.3 Second Amended and Restated Investors' Righ ts Agreement, dated August
19, 1997 between the Company and the partie s indicated thereto and
First Amendment to Second Amended and Resta ted Investors' Rights

Agreement, dated July 22, 1998. (2)

4.4 Second Amendment to Second Amended and Rest ated Investors' Rights
Agreement, dated April 12, 1999. (3)

10.1 Form of Indemnity Agreement between the Com pany and each of its
directors and officers. (2)

10.2 1998 Equity Incentive Plan. (2)

10.3 Form of Incentive Stock Option Agreement un der the 1998 Equity
Incentive Plan. (2)

10.4 Form of Nonstatutory Stock Option Agreement under the 1998 Equity
Incentive Plan. (2)

10.5 1998 Employee Stock Purchase Plan. (2)

10.6 Form of Employee Stock Purchase Plan Offeri ng. (2)

10.7 1998 Non-Employee Directors' Stock Option P lan. (2)

10.8 Form of Nonstatutory Stock Option Agreement under the 1998 Non-
Employee Directors' Stock Option Plan (Init ial Grant). (2)

10.9 Form of Nonstatutory Stock Option Agreement under the 1998 Non-
Employee Directors' Stock Option Plan (Annu al Grant). (2)

10.10 Form of Nonstatutory Stock Option Agreement under the 1998 Non-
Employee Directors' Stock Option Plan (Comm ittee Grant). (2)

10.11 Sublease dated April 2, 1998 between Apple Computer, Inc. and the
Company. (2)

10.12 Loan and Security Agreement, dated Septembe r 3, 1998, between the
Company and Imperial Bank, as amended by le tter agreement dated

November 2, 1998. (2)

10.13 Stock Purchase Agreement dated April 12, 19 99 between the Company and
Synopsys, Inc. (3)

10.14 Stock Repurchase Agreement dated June 9, 19 99 between the Company and
Diamond Multimedia Systems, Inc. (3)

10.15 Amendment to Loan and Security Agreement, d ated July 30, 1999, between
the Company and Imperial Bank. (4)

23.1 Consent of Independent Auditors

27.1 Financial Data Schedule

(1) Filed as an exhibit to the Company's Regisira§tatement on Form S-8 filed on March 23, 199g{&ration No. 333-74905) and
incorporated herein by reference.

(2) Filed as an exhibit to the Company's Regisimaftatement on Form S-1 filed on March 6, 1998){®eation No. 333-47495) and
incorporated herein by reference.

(3) Filed as an exhibit to the Company's Form 1fQGhe quarter ended May 2, 1999 as filed on Ji5€l999 and incorporated herein by
reference.

(4) Filed as an exhibit to the Company's Form 1fnQGhe quarter ended August 1, 1999 as filed gute8aber 10, 1999 and incorporated
herein by reference.
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INDEPENDENT AUDITORS' REPORT

The Board of Directors and Stockholders
NVIDIA Corporation:

We have audited the accompanying balance she&¥IaflA Corporation (the Company) as of January 3999 and January 30, 2000 and
the related statements of operations, stockholdgtsty and cash flows for the year ended Decer@bet 997, the one-month period ended
January 31, 1998, and each of the years in theygaoperiod ended January 30, 2000. In connectitthour audits of the financial
statements, we have also audited the accompanpiagcial statement schedule. These financial setésrand financial statement schedule

are the responsibility of the Company's managent@unt.responsibility is to express an opinion orséhBnancial statements and financial
statement schedule based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatem@naudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by manageemiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refer@alove present fairly, in all material respedts, financial position of NVIDIA Corporation

as of January 31, 1999 and January 30, 2000 areshéts of its operations and its cash flows fieryear ended December 31, 1997, the one-
month period ended January 31, 1998, and eacleofdhrs in the two-year period ended January 31,28 conformity with generally
accepted accounting principles. Also in our opinitre related financial statement schedule, whasidered in relation to the basic financial
statements taken as a whole, presents fairly] imatierial respects, the information set forth éirer

/'s/ KPMG LLP

Mountain View, California
March 6, 2000
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NVIDIA CORPORATION
BALANCE SHEETS
(in thousands, except share data)

January 31, January 30,

1999 2000
ASSETS
Current assets:
Cash and cash equivalents................c....... ... $50,257 $61,560
Accounts receivable, less allowances of $2,627 an d
$6,443 in 1999 and 2000, respectively........... ... 20,633 67,224
INVENTONY...oovvvieeieieieeeee ... 28,623 37,631
Prepaid expenses and other current assets........ ... 1,599 6,760
Total current assets..........occueveeeeuenen. ... 101,112 173,175
Property and equipment, net.............cccceeees ... 11,650 25,886
Deposits and other assets..........cccccccveeeen... 570 3,189

$113,332 $202,250

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Accounts payable ... $35,730 $64,910
Line of credit............ ... 5,000 -
Accrued liabilities 5,012 9,529
Current portion of capital lease obligations..... ... 1,386 1,786
Total current liabilities...................... ... 47,128 76,225
Capital lease obligations, less current portion.... w.. 1,995 962
Long-term payable..........ccccocoiiiiiiiiennnn. - 500
Commitments and contingencies
Stockholders' equity:
Common stock, $.001 par value; 200,000,000 shares
authorized; 28,743,001 and 31,100,157 shares iss ued
and outstanding in 1999 and 2000, respectively.. 29 31
Additional paid-in capital....................... ... 74,372 95,964
Deferred compensation...........cccccceeeeeenn. (780) (118)
Retained earnings (accumulated deficit).......... ... (9,412) 28,686
Total stockholders' equity..................... ... 64,209 124,563

$113,332 $202,250

See accompanying notes to financial statements.
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NVIDIA CORPORATION
STATEMENTS OF OPERATIONS

(in thousands, except per share data)

Year Ended Month E nded Year Ended Year Ended
December 31, January 31, January 31, January 30,
1997 1998 1999 2000
Revenue:
Product.................. $27,280 $114 20 $151,413 $374,505
Royalty........cccoeueee. 1,791 1,9 11 6,824 -

Total revenue............ 29,071 13,3 31 158,237 374,505
Cost of revenue.............. 21,244 10,0 71 109,746 235,575
Gross profit..........c...... 7,827 3,2 60 48,491 138,930
Operating expenses:

Research and development... 7,103 11 21 25,073 47,439
Sales, general and

administrative............ 4,183 6 40 18,902 37,079

Total operating

eXPENSES.......ccccune. 11,286 1,7 61 43,975 84,518

Operating income (loss)..  (3,459) 1,4 99 4516 54,412
Interest and other income
(expense), net.............. (130) ( 18) (29) 1,754
Income (loss) before tax
EXPENSE......uvveeeiniinn. (3,589) 1,4 81 4,487 56,166
Income tax expense........... -- 1 34 357 18,068

Net income (loss)........ $(3,589) $1,3 47 $ 4,130 $ 38,098
Basic net income (loss) per
share........ccoeeeveveennns $(28 $ . 10 $ .28 $ 1.28
Diluted net income (loss) per
share.......ccoceeeveeene $ (28 $ . 05 $ .15 $ 1.06
Shares used in basic per
share computation........... 12,677 14,1 41 14,565 29,872
Shares used in diluted per
share computation........... 12,677 26,1 00 27,393 36,098

See accompanying notes to financial statements.
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NVIDIA CORPORATION

STATEMENTS OF STOCKHOLDERS' EQUITY

Preferred Stock Comm

Balances, December 31,

1996......ccieinnee. 7,888,275 $8 11,567

Issuance of Series D

preferred stock, net of

issuance costs of $30.. 1,438,812 1
Grant of common stock

options for lease

financing and

consulting services.... - -
Issuance of common stock

upon exercise of stock
options................ - - 2573
Deferred compensation

related to grant of

common stock options... - -
Amortization of deferred

1997..iiiieen. 9,327,087 9 14,140
Issuance of common stock

upon exercise of stock

options................ - - 1
Deferred compensation

related to grant of

common stock options... - -
Amortization of deferred
compensation........... - -

Net income.............. - -

1998......cccvveeenne 9,327,087 9 14,141
Issuance of common stock

upon exercise of stock

options................ - - 202

Tax benefit from stock

options................ - -

Sale of common stock

under public offering,

net of issuance costs

of $4.5 million........ - - 3,500
Issuance and conversion

of mandatorily

convertible notes into

common stock........... - - 1571
Conversion of preferred

stock into common

StoCK..eeieiiriienea. (9,327,087) (9) 9,327
Amortization of deferred

compensation - -

Net income.......... . - -

1999 - -- 28,743
Sale of common stock

under public offering

(over-allotment), net

of issuance costs of

$0.6 million........... - - 525
Issuance of common stock

in connection with

long-term software

license........ccc..... - - 243
Repurchase of common

stock in settlement of

accounts receivable.... - - (438
Issuance of common stock

(in thousands, except share data)

Retained
Earnings

on Stock  Additional Deferred (Accumu-
lated Stockhol

------------ Paid-in  Compen-

es Amount Capital sation Deficit) Equit

374 $12 $12317 - $(11,300) $ 1,0
- -~ 7537 -~ -~ 75

- - 120 - - 1

211 2 828 - - 8
-~ 4277 (4277) -

- - 91 - 9

- - -~ (3589 (35

585 14 25079 (3,316) (14,889) 6,8
125 - [

- -~ 361 (361) -

- - 360 - 3

- - -~ 1347 13

710 14 25446 (3,317) (13,542) 86
775 - 348 - - 3

R, 45 - -

000 4 37535 - - 375
429 2 10998 - - 11,0
087 9 -

- - 2537 - 25

- - -~ 4130 41

001 $29 $74372 $(780)$(9,412) $64,2

,000 1 5,740 --

902 -- 5,000 -

572) - (7.452) -

—- (74

Tota

20

30

61
89)

97

48

45

39

00

41

00

52)



from stock plans....... - - 2,016
Tax benefit from stock

Grant of common stock

options for consulting
Services............... - -
Amortization of deferred
compensation........... - -
Net income

See accompanying notes to financial statements.

826 1 7,676 - - 16
- -~ 10613 - - 106

R, 15 - -

- - 662 - 6

- - - 38098 380

157 $31 $95964 $(118)$28,686 $124,5

32
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NVIDIA CORPORATION

STATEMENTS OF CASH FLOWS

Year Ended Month
December 31, Janua
1997 19

(in thousands)

Ended Year Ended Year Ended
ry 31, January 31, January 30,

Cash flows from operating
activities:

Net income (loss)
Adjustments to reconcile net
income (loss) to net cash

provided by (used in)
operating activities:
Depreciation and
amortization................
Stock options granted in
exchange for lease
financing and services......
Amortization of deferred
compensation................
Tax benefit from employee
stock plans................. --
Changes in operating assets
and liabilities:

Accounts receivable......... (11
Inventory..........ccueees 38
Prepaid expenses and other
current assets.............
Deposits and other assets...
Accounts payable............
Accrued liabilities.........

Net cash provided by (used

in) operating

activities...............

Cash flows used in investing
activities:
Purchase of property and
equipment............cc.e....
Cash flows from financing
activities:
Borrowings (payments) under
line of credit............... --
Common stock issued under
employee stock plans.........
Sale of common stock under
public offering, net of
issuance costs -
Issuance and conversion of
mandatorily convertible
notes into common stock......
Long-term payable related to
patent license agreement.....
Net proceeds from sale of
preferred stock..............
Payments under capital
leases......cccooecvnienne
Net cash provided by (used
in) financing
activities...............
Change in cash and cash
equivalents................... 3,418
Cash and cash equivalents at
beginning of period...........

Cash and cash equivalents at
end of period................. $ 6,551

Cash paid for interest...

Cash paid for taxes............ $ -

$(3,589)

,446)
(

(237)

(59)

11,295

(

(

1,

(

(

6,

$7,

$

$1,

@,

3,

98 1999 2000
347  $4,130 $38,098
219 4,006 9,006
- - 15
360 2,537 662
- 45 10,613
912)  (5,234) (54,043)
496) (28,102) (9,008)
316)  (1,005) (5,161)
- (408) ~ (3,008)
740 20,418 24,180
21 1746 4517
963  (1,867) 15,871
163)  (7,899) (11,589)
—~ 5000 (5,000
6 348 7,677
—~ 37539 5741
~ 11,000 -

- - 500
373)  (1,848) (1,897)
367) 52,039 7,021

433 42273 11,303

551 7,984 50,257

984  $50,257 $61,560
31 $ 471 $ 332
- $ - $15965




Noncash financing and investing

activities:
Assets recorded under capital

lease.......coeviiennnnn. $3,023 $ 32 $2,245 $1,264

Deferred compensation related
to grant of common stock
OPLioNS.....cevvvecieeiine $4277 $ 361 $ - $ -

Repurchase of common stock in
settlement of accounts
receivable................. $ - 3 - $ - $7452

Issuance of common stock in
connection with long-term
software license............. $ - 3 - $ - $5,000

Liabilities assumed in
connection with long-term
software license............. $ - 3 - $ - $5,000

See accompanying notes to financial statements.
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NVIDIA CORPORATION
NOTES TO FINANCIAL STATEMENTS
(1) Organization and Significant Accounting Polgcie
Organization

NVIDIA Corporation (the "Company") designs, devedamd markets 3D graphics processors for the P&andrhe Company operat
primarily in one industry segment in the Unitedt8sa Asia and Europe. In April 1998, the Company veancorporated as a Delaware
corporation.

Fiscal Year

Effective January 1, 1998, the Company changefisital year-end financial reporting period to Jaguzl. The Company elected not to
restate its previous reporting periods ending Ddxser81. In addition, effective February 1, 1998 @ompany changed its fiscal year end
from January 31 to a 52- or 53- week year endintherlast Sunday in January. As a result, the dinst fourth quarters of fiscal 1999 are 12-
and 14-week periods, respectively, with the renmgjrfjuarters being 13-week periods. All four quartdrfiscal 2000 are 13-week periods.

Cash and Cash Equivalents

The Company considers all highly liquid investmgmischased with a maturity of three months or &gbe time of purchase to be cash
equivalents. Currently, the Company's cash equitsleonsist of $54.3 million invested in money nerkinds.

Inventories

Inventories are stated at the lower of first-istfiout, cost or market. Write-downs to reduce @eying value of obsolete, slow moving and
non- usable inventory to net realizable value &igrged to cost of revenue.

Property and Equipment

Property and equipment are stated at cost. Depiatia computed using the straight-line methoceldasn estimated useful lives, generally
three to four years. Depreciation expense incltidesmortization of assets recorded under cagiéads. Leasehold improvements and asset:
recorded under capital leases are amortized oeeshtarter of the lease term or the estimated u&fudf the asset.

Software Development Costs

Software development costs are expensed as incuntédhe technological feasibility of the relatptbduct has been established. After
technological feasibility is established, any aiddial software development costs would be capgdlin accordance with Financial
Accounting Standards Board Statement of Financéaiofinting Standards ("SFAS") No. 86, Capitalizatdsoftware Development Costs.
Through January 30, 2000, the Company's procestefaloping software was completed concurrentihwie establishment of technologi
feasibility, and, accordingly, no software costsénbeen capitalized to date. Software developmeastsdncurred prior to achieving
technological feasibility are charged to reseamt development expense as incurred.

Revenue Recognition

Revenue from product sales to all customers (exojudistributors) is recognized upon shipment,afetppropriate allowances. The
Company's policy on sales to distributors is teedegcognition of sales and related gross profil thre distributors resell the product. Roy:
revenue is recognized upon shipment of produchbyitensee to its customers. The Company belignashe software sold with its produ
is incidental to the product as a whole.
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NVIDIA CORPORATION
NOTES TO FINANCIAL STATEMENTS--(Continued)
Concentration of Credit Risk

Financial instruments that potentially subject @@mmpany to concentrations of credit risk consignarily of cash equivalents and trade
accounts receivable. The Company invests primarilmoney market funds and limits the amount of expe to any one financial institution.
Four customers accounted for approximately 37%®fQompany's accounts receivable balance at JaB0ag000. The Company performs
ongoing credit evaluations of its customers' finahcondition and maintains an allowance for pdtdraredit losses.

Research and Development Arrangements

The Company entered into contractual agreemengsoidde design, development and support services loest efforts basis. All amounts
funded to the Company under these agreements areefilndable once paid. The Company recorded ramhscto research and development
expense after the services were performed bas#tkeachievement of contractually specified milestoand the collectability of amounts v
assured.

Accounting for Stock-Based Compensation

The Company uses the intrinsic value method towatcior its stock-based employee compensation plaeferred compensation arising
from stock-based awards is amortized in accordaitteFinancial Accounting Standards Board Intergtien No. 28.

Income Taxes

The Company records income taxes using the asddtadnility method. Deferred tax assets and lidieidi are recognized for the estimated
future tax consequences attributable to differebedmeen the financial statement carrying amouhéxisting assets and liabilities and their
respective tax bases. Deferred tax assets antitiesbare measured using enacted tax rates ictdffe the year in which those temporary
differences are expected to be recorded or seffleel effect on deferred tax assets and liabilities change in tax rates is recognized in
income in the period that includes the enactmet#. da

Fair Value of Financial Instruments

The carrying value of cash, cash equivalents, adsaeceivable, accounts payable and accrueditiabibpproximate fair value due to the
short maturity of those instruments.

Comprehensive Income

In June 1997, the Financial Accounting Standardsr@@ssued SFAS No. 130, "Reporting Comprehensigerhe." SFAS No. 130 establis|
standards for reporting and displaying comprehensigome and its components in financial statemdmts Company had no other
components of comprehensive income other thangiberted amounts of net income (loss) in all perjp@sented.

Use of Estimates

The preparation of financial statements in confeymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the recorded amourgsseits and liabilities and disclosure of contingessets and liabilities at the date of the
financial statements and the reported amountsvefmges and expenses during the reporting periodiahcesults could differ from these
estimates.

Reclassifications

Certain prior year amounts in the financial statetadave been reclassified to conform to the ctirear presentation. Such reclassifications
had no effect on net income (loss) or stockholdsgalty.
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NVIDIA CORPORATION
NOTES TO FINANCIAL STATEMENTS--(Continued)
New Accounting Pronouncement

In March 1998, the AICPA issued SOP 98-Accounting for the Costs of Computer SoftwarvBloped or Obtained for Internal Use," wt
provides guidance on accounting for the costs offutter software intended for internal use. Effextiebruary 1, 1999, the Company
adopted SOP 9&- There was no material change to the Companstdtseof operations or financial position as a ltesithe adoption of SO
98-1.

Net Income (Loss) Per Share

Basic net income (loss) per share is computed ubmgveighted average number of common sharesaodisiy during the period. Diluted r
income

(loss) per share is computed using the weightethgeenumber of common and dilutive common equitabares outstanding during the
period, using either the as-if-converted methochi@andatorily convertible notes and convertible @nefd stock or the treasury stock method
for options and warrants. The following is a redbation of the numerators and denominators oftibsic and diluted net income (loss) per
share computations for the periods presented:

Income/(L 0ss) Shares Per Share
(Numerat or) (Denominator) Amount
(in thousands)
Year ended December 31, 1997
Basic and diluted net loss............ $(3,58 9) 12,677 $(0.28)
One month ended January 31, 1998
Basic net income.............c........ $1,34 7 14,141 $0.10
Effect of dilutive securities:
Stock options outstanding.......... 2,531
Warrants.........cccoeecveerennns 101
Convertible preferred stock........ 9,327
Diluted net income.................... $1,34 7 26,100 $0.05

Year ended January 31, 1999

Basic net income...................... $4,13 0 14,565 $0.28
Effect of dilutive securities:
Stock options outstanding.......... 2,906
Warrants........ccccoeeveveinnnee 116
Mandatorily convertible notes...... 717
Convertible preferred stock........ 9,089
Diluted net income.................... $4,13 0 27,393 $0.15
Year ended January 30, 2000
Basic netincome...................... $38,09 8 29,872 $1.28
Effect of dilutive securities:
Stock options outstanding.......... 6,003
Warrants............ccoevvvvvnnnnne 71
Common stock issuable in connection
with long-term software license.... 152
Diluted net income.................... $38,09 8 36,098 $1.06

As of January 31, 1999 and 1998, options to acd#&;750 and 149,032 shares of common stock withhted-average exercise prices of
$8.86 and $5.50, respectively, were not includetthéncomputation of diluted earnings per share tmethe options' exercise price was
greater than the average market price of the
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NVIDIA CORPORATION
NOTES TO FINANCIAL STATEMENTS--(Continued)

Company's common shares and, therefore, the effadd be antidilutive. Options to purchase 3,73B,4Bares of common stock with a
weighted-average exercise price of $1.78, warranpsirchase 158,806 shares of common stock asaw®@lj327,087 shares of convertible
preferred stock were outstanding for the year emszbmber 31, 1997 but were not included in theutation of diluted earnings per share
because the Company had a net loss for that yelaioado so would have been antidilutive.

(2) Balance Sheet Components
Certain balance sheet components are as follows:

January 31, January 30,

1999 2000
(in thousands)
Inventory:
WOrK iN-ProCeSS....cccovvieiiieiiieecieeveeeee $15,385 $6,446
Finished goods..........ccoovvvivivvvvvevenee. L 13,238 31,185
Total iNVentory......cccoeveveeiceeiieenee $28,623 $37,631

At January 30, 2000, the Company had noncanceiapdmtory purchase commitments totaling $124.6ianill

January 31, January 30,
1999 2000

Property and Equipment:

Purchased engineering software..........ccccceeeee. L $4,102 $17,013
Test equipMent......ccoccciiiiiiiiiieieeeeeeeee L 3,625 8,103
Computer equUIPMeNt....ccvveveeeeeeeieieiiee 9,028 14,194
Leasehold improvements........ccccccovvveeenneeee L 475 878
Office furniture and equipment........ccccccceeeeee. L 1,361 1,142
18,591 41,330
Accumulated depreciation and amortization.......... ... (6,941) (15,444)
Property and equipment, net.........cc.ccoceeeeee. L $11,650 $25,886

Assets recorded under capital leases includedoipepty and equipment were $6,637,000 and $6,89236@0 January 31, 1999 and January
30, 2000, respectively. Accumulated amortizaticerd¢lon was $3,238,000 and $5,285,000 as of Janta®®39 and January 30, 2000,
respectively.

January 31, January 30,
1999 2000
(in thousands)
Accrued Liabilities:

Accrued sales and marketing allowances............. ... $1,973  $5,377
Other. o 3,039 4,152
Total accrued liabilities........ccccoevvceeeee. L $5,012  $9,529
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NVIDIA CORPORATION
NOTES TO FINANCIAL STATEMENTS--(Continued)
(3) Stockholders' Equity
Mandatorily Convertible Notes

Convertible subordinated non-interest bearing net® issued to three major customers in July amguat 1998 for a total of $11.0 million.
The notes were subordinated to certain senior iedeless. On January 15, 1999, the outstandingipaintalance of these notes
automatically converted into 1,571,429 shares afroon stock of the Company at a conversion pricakigu$7.00 per share.

Convertible Preferred Stock

On January 22, 1999, 9,327,087 shares of prefetoatk were automatically converted into commonlstgmon the completion of the initial
public offering of common stock. As of January 2@00, there are no shares of preferred stock adistg and the Company has no current
plans to issue any of the authorized preferredkstoc

1998 Equity Incentive Plan

The Equity Incentive Plan (the "Plan"), as amenaled restated on February 17, 1998, provides foistwance of up to 15,000,000 shares of
the Company's common stock to directors, emplogedsconsultants. The Plan provides for the issuahstck bonuses, restricted stock
purchase rights, incentive stock options or noostay stock options. Each year on the last dayachdiscal year, starting with the year
ending January 31, 1999, the aggregate numberpésiof common stock that are available for isseiavilt automatically be increased by a
number of shares equal to five percent (5%) ofGbmpany's outstanding common stock on such datkidimg on an as-if-converted basis
preferred stock and convertible notes, and outstgnaptions and warrants, calculated using thestrgastock method. In January 2000, the
shares of common stock available for issuance wereased by 1,930,962 shares pursuant to thisgioov

Pursuant to the Plan, the exercise price for ingerstock options is at least 100% of the fair nreankalue on the date of grant or for
employees owning in excess of 10% of the voting ooV all classes of stock, 110% of the fair markadte on the date of grant. For
nonstatutory stock options, the exercise priceitess than 85% of the fair market value on the dagrant.

Options generally expire in 10 years. Vesting psiare determined by the Board of Directors. Howewations generally vest ratably over a
four year period, with 25% becoming vested appratéty one year from the date of grant and the reimg@i75% vesting on a quarterly basis
over the next three years. Options granted pri@doember 1997 could be exercised prior to fultimgs Any unvested shares so purchased
were subject to a repurchase right in favor ofGleenpany at a repurchase price per share that wes &othe original per share purchase
price. The right to repurchase at the original @rould lapse at the rate of 25% per year ovefdheyear period from the date of grant. As
of January 30, 2000, there were 499,611 such skalgsct to repurchase.

The Company accounts for the plan using the iritrimalue method. As such, compensation expenszdrded if on the date of grant the
current fair value per share of the underlying lstexceeds the exercise price per share. With réegpeertain options granted during 1997
and the one month ended January 31, 1998, the Gompeorded deferred compensation of $4,277,000&86d,000, respectively, for the
difference at the grant date between the exercise per share and the fair value per share, baged independent valuations and
management's estimate of the fair value of the Gmyip stock on the various grant dates of the comstck underlying the options. This
amount is being amortized over the vesting periath@ individual options, generally four years.
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Non-Employee Directors' Stock Option Plan

In February 1998, the Board adopted the 1998 Nopi&yee Directors' Stock Option Plan (the "Direct@®an") to provide for the automatic
grant of options to purchase shares of common stodirectors of the Company who are not employdes consultants to the Company or
an affiliate of the Company (a "Non-Employee Diet). The Compensation Committee administers thredrs' Plan. The aggregate
number of shares of common stock that may be isguesiiant to options granted under the Directdesi B 300,000 shares.

Stock-Based Compensation

As permitted under Statement of Financial Accounftandards No. 123, ("SFAS 123"), the Companyeheted to follow Accounting
Principles Board Opinion No. 25 ("APB 25") and tethInterpretations in accounting for stock- baaedrds to employees. Compensation
cost for the Company's stock-based compensatiors pla determined consistent with SFAS 123, wowle frecreased net loss and would
have decreased net income to the pro forma amauitated below:

Year Ended Year Ended

Year Ended Month Ended January January
December 31, Januar y 31, 31, 30,
1997 199 8 1999 2000
Net income (loss)--as
reported..........ccccve.. $(3,589) $1,3 47  $4,130 $38,098
Net income (loss)--pro forma... $(3,694) $1,0 46  $(256) $30,697
Basic net income (loss) per
share--as reported............ $(0.28) $O0. 10 $0.28 $ 1.28
Basic net income (loss)--pro
forma.......cooeeiieennne. $(0.29) $0. 07 $(0.02) $ 1.03
Diluted net income (loss) per
share--as reported............ $(0.28) $O0. 05 $0.15 $ 1.06
Diluted net income (loss)--pro
forma.......cooeeviiennn. $(0.29) $o0. 04  $(0.01) $ 0.85

The fair value of options granted in fiscal 2008 baen estimated at the date of grant using thekE8aholes option pricing model with the
following weighted-average assumptions: no dividgiedd, risk free interest rate of 5.84% , expedtfedfor the option of five years and
volatility of 70%. The fair value of options gradtprior to the initial public offering is estimated the date of grant using the minimum ve
method with the following weighted-average assuomgi no dividend yield; risk free interest ratebdi% to 6.5%; expected life for the
option of five years; and volatility of 0%. The wgbied-average per share fair value of options gthduring the year ended 1997, the one
month ended January 31, 1998, the years endedrya8ial 999 and January 30, 2000 was approxim&éy, $1.43, $1.74, $1.45 and
$13.53, respectively.
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The following summarizes the transactions undeetiugty incentive and non- employee director plans:

Shares
Number  Weighted
Available of Shares Average Price
for Grant Under Option Per Share
Balances, December 31, 1996............. 3,506,60 6 2,176,020 0.27
Authorized..........cocceviiiienenn. 2,000,00 0 - -
Granted.......ccccoocvveeiinineeennne (4,950,85 7) 5,000,857 1.43
Exercised.........cccccvvvireeernnnnnn. - - (2,603,836) 0.32
Cancelled..........ccocveevvninnnennne 868,20 8 (837,583) 0.29
Balances, December 31, 1997............. 1,423,95 7 3,735,458 1.78
Authorized..........cccccevvnineeenne - - - -
Granted.......ccccoocvveeinniineeennne (605,00 0) 605,000 5.01
Exercised........ccccoeieiiiinnennn. - - (1,125) 3.15
Balances, January 31, 1998.............. 818,95 7 4,339,333 2.23
Authorized..........cccccevvnineeennne 6,878,60 6 -- --
Granted.......ccccooceieeiiiiieeenne (6,592,55 0) 6,612,550 7.22
Exercised........ccccoveieiiiiinnennn. - (202,775) 1.91
Cancelled..........ccocveevvninnnennne 1,692,68 8 (1,692,688) 6.35
Balances, January 31, 1999.............. 2,797,70 1 9,056,420 5.12
Authorized..........coccevviiieeenne 1,930,96 2 - -
Granted........cccoocvveeiiiineeennne (3,394,60 0) 3,394,600 21.60
Exercised.........cccccvvviiieiennennn. - - (1,789,469) 3.57
Cancelled..........coooeeiniiinnenne 815,75 1 (815,751) 6.34
Balances, January 30, 2000.............. 2,149,81 4 9,845,800 10.97

In July 1998, the Board of Directors adopted altdgm allowing employees to exchange some orfateir existing unvested options to
purchase common stock of the Company for optionjean exercise price of $6.30 per share. Thaaegoptions retain the same vesting
schedule as the originally issued options, butépeiced options did not become exercisable ualjyl 1999. Options to purchase
approximately 1,253,500 shares of common stock wegrgced under this program. Stock options hel@éxsgcutive officers and directors
were not eligible for such repricing.

During 1997 and fiscal 2000, the Company grantedmon stock options within the Plan to consultaotsservices rendered. The fair value
of all option grants to non-employees has beemestid using the Black-Scholes option pricing maéhg the following assumptions:
dividend yield--none; expected life--contractualmerisk free interest rates--6.0% to 6.5%; voigtit 60%. The estimated fair value of these
options was $120,000 and $22,000 in 1997 and f&2@0, respectively.

In 1997, options to purchase 50,000 shares of camstark were granted to an outside investor dutiegSeries D preferred stock offering.
In 1998, options to purchase 20,000 shares of camstark were granted to an outside investor. Ataofiary 30, 2000, options to purchase
35,625 shares of common stock were outstandinghath 2,500 shares were vested.
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The following table summarizes information abowicktoptions outstanding as of January 30, 2000:

Options Outstandin g Options Exercisable
Weighted Average Weighted Weighted
Range of Exercise Number Remaining Average Number Average
Prices Outstanding Contractual Life E xercise Price Exercisable Exercise Price
$0.18--$1.30 832,798 7.26 $0.80 339,708 $0.68
2.64-- 3.15 955,650 7.85 2.83 349,461 2.87
4.15-- 6.30 2,006,818 8.45 6.08 537,108 5.98
6.65-- 9.00 2,720,340 8.52 7.48 838,525 7.60
16.38 -- 20.13 1,820,194 9.43 17.93 45,901 17.01
20.50 -- 23.50 1,023,500 9.75 21.45 38,591 20.50
34.63 - 37.38 486,500 9.89 35.98 -- -
$0.18 -- $37.38 9,845,800 8.70 $10.97 2,149,294  $5.77

Employee Stock Purchase Plan

In February 1998, the Board approved the 1998 Eyel®@tock Purchase Plan (the "Purchase Plan")riogvan aggregate of 500,000 shares
of common stock. The Purchase Plan is intendedatify as an "employee stock purchase plan" withexmeaning of Section 423 of the
Code. Under the Purchase Plan, the Board may azghgairticipation by eligible employees, includiofficers, in periodic offerings followin
the adoption of the Purchase Plan. Under the PsecRan, the offering period for any offering viié no longer than 27 months. Under the
plan offering adopted pursuant to the Purchase, Bleh offering period has been set at six moiithtune 1999, the plan was amended to
increase the number of shares reserved for issuanoeatically each year at the end of the Compdiscal year for the next 10 years
(commencing at the end of fiscal 2000 and endingelds later in 2009) by an amount equal to 2% efautstanding shares of the Company
on each date, including on an as-if-converted hasiferred stock and convertible notes, and outlstgnoptions and warrants, calculated
using the treasury stock method, up to a maximugneagate increase of 6 million shares over the Hi-period. In January 2000, the shares
of common stock available for issuance were in@edry 772,385 shares pursuant to this provision.

Employees are eligible to participate if they amgioyed by the Company or an affiliate of the Compdesignated by the Board. Employees
who participate in an offering generally can hapea10% of their earnings withheld pursuant toRuechase Plan and applied, on specified
dates determined by the Board, to the purchaskasés of common stock. The Board may increasethisentage at its discretion, up to 1
The price of common stock purchased under the ReecRlan will be equal to 85% of the lower of thie fnarket value of the common stock
on the commencement date of each offering periddeorelevant purchase date. Employees may endghsicipation in the offering at any
time during the offering period, and participatemds automatically on termination of employmentwtite Company. At January 30, 2000,
128,827 shares have been issued under the Pufelzasand 1,143,558 shares have been reservedioerfissuance.

The fair value of options granted under the Puretiglan in fiscal 2000 has been estimated at theeafagrant using the Black-Scholes option
pricing model with the following weightedverage assumptions: no dividend yield, risk freerest rate of 5.21% , expected life for the oy
of 0.5 years and volatility of 70%. The weightedeege fair value of shares granted under the PsecRin during the year ended January
30, 2000 was approximately $3.92 per share.
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(4) Financial Arrangements, Commitments and Costireies
Short-term Borrowings

In July 1999, the Company entered into an amenated &nd security agreement with a bank, which dedua $10.0 million revolving loan
agreement with a borrowing base equal to 80% gft#é& accounts. Borrowings under the line of crédidr interest at the prime rate, which
was 8.5% at January 30, 2000, and are due in {@l§.Zovenants governing the loan agreement rethereaintenance of certain financial
ratios. As of January 30, 2000, the Company hadutstanding borrowings against the line of credit.

Lease Obligations

The Company leases certain office facilities urafmrating leases expiring through 2003. Future mimn lease payments under the
Company's noncancelable capital and operatingdemsef January 30, 2000, are as follows (in thudsa

Year ending January Operating Capital
2001 .. $2,614 $2,000
2002......ooiiieiee e . 2,722 705
2003, . 2,431 418
Total payments........ccccccveeveveeeeveeennne. .. $7,767 3,123
Less amount representing interest, at rates rang ing

from 8% t0 10%.......ceevvuvieriiiriiieenn 375
Present value of minimum debt payments.......... 2,748
Less current portion............ccceeeeeenen. 1,786
Long term portion.............ccceeeeeveennen. $ 962

The following is an analysis of the property and equipment under capital

leases by major classes:

January 31, January 30,
1999 2000
(in thousands)
Classes of Property and Equipment:

Computer equipmeNt...........ccceeveeerieens .. $4,450 $4,192
Test equipment..........ceeveieieeeriiiineeenn. .. 1,192 1,915
Software and other..........c..ccoveevinneenn. 995 785
6,637 6,892
Accumulated depreciation and amortization....... ... (3,238) (5,285)
Leased property and equipment, net.............. .. $3,399 $1,607

Rent expense for 1997, one month ended Januad©38, the years ended January 31, 1999 and JaB0aPP00 was approximately
$425,000, $52,000, $1,555,000 and $2,501,000, casphy.

Litigation

On April 9, 1998, the Company was notified that $@dl filed a patent infringement lawsuit againgt ithe United States District Court for
the District of Delaware. The suit alleged that shé&e and use of the Company's RIVA family of 3@giics processors infringed a United
States patent held by SGI. The suit sought unspdaifamages (including treble damages), an ordengeeently enjoining further alleged
infringement and attorneys' fees. In July 1999 niadter settled during trial and it has been diseds As part of the settlement, the Company
entered into agreements with SGI to create a strategic alliance to collaborate on future graphéchnologies. As part of the agreements,
SGI dismissed its patent infringement suit againstCompany
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and the Company licensed SGl's 3D graphics patatfipfio. Additionally, SGI agreed to incorporateet Company's graphics technology into
new desktop graphics systems and transfer engimgepéersonnel to the Company during the third quaftéscal 2000. The Company agreed
to pay SGI a total of $3.0 million in nine quareiistallments with the final payment due in May020The rights to patents recorded under
other assets are amortized using the straightatienod over five years.

On May 11, 1998, S3 filed a patent infringement against the Company in the United States Dis@mart for the Northern District of
California. The suit alleged that the Company's sdIRIVA 128, 128ZX and TNT graphics processofdriged three United States patents
owned by S3. The suit sought unspecified damagebi@ing treble damages), an order permanentlyiing further alleged infringement
and attorneys' fees. The Company and S3 agreattte this case on February 1, 2000, on the bdsmutual patent cross- licenses and on
February 7, 2000, the District Court entered alfimdgment in the Company's favor, dismissing &168's claims.

On September 21, 1998, 3Dfx filed a patent infrmgat lawsuit against the Company in the UnitedeStatistrict Court for the Northern
District of California alleging infringement of &8 patent. On March 2, 1999, 3Dfx added a secatdr to the suit and on May 24, 1999,
3Dfx added a third patent to the suit. The amermbedplaint alleges that the Company's RIVA TNT, RIVAT2 and RIVA TNT2 Ultra
products infringe the patents in suit and seekperified compensatory and trebled damages andattsrfees. The Company's current
generation of products is not identified as infinggany of the patents in suit. The Company haslfdn answer and counter-claims asserting
that the patents in suit are invalid and not irfed. These assertions are supported by the Consgamgstigations to date and an opinion
from the Company's patent counsel in this suit. Chenpany anticipates that the trial date will betsethe District Court after it rules on
claims construction issues. The Company has andaaevitinue to defend vigorously this suit. In theeet of an adverse result in the 3Dfx suit,
the Company might be required to do one or moté®following: (i) pay substantial damages (inchgltreble damages); (ii) permanently
cease the manufacture and sale of any of the gifinproducts; (iii) expend significant resourceslévelop non-infringing products; or (iv)
obtain a license from 3Dfx for infringing products.

In addition to the above litigation, from time ime the Company is subject to claims in the ordircurse of business, none of which in the
Company's view, would have a material adverse itnpathe Company's business or financial positisasolved unfavorably.

(5) Income Taxes

The components of income tax expense are as fallows

Year Ended Month En ded Year Ended Year Ended
December 31, January 31, January 31, January 30,
1997 1998 1999 2000
Current:
Federal.................... $ $134 $538 $11,624
State.....coceeeeennen.. - - - 824
Total current.............. -- 134 538 12,448
Deferred:
Federal..........ccc.c..... - - (226) (3,923)
State.....coceeeeenneen.. - - - (1,070)
Total deferred............. -- -- (226) (4,993)

Charge in lieu of taxes
attributable to employer
stock option plans.......... -- -- 45 10,613

Total income taxes......... $-- $134 $357 $18,068
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The provision for income taxes differs from the amibcomputed by applying the federal statutory imedax rate of 35% to income before
taxes as follows:

Year Ended Month End ed Year Ended Year Ended
December 31, January 3 1, January January
1997 1998 31,1999 30, 2000

Tax expense (benefit)
computed at federal

statutory rate............ $(1,256) $518 $1,570 $19,658

Loss carryforward.......... 1,256 (518) (1,570)

Alternate Minimum Tax...... -- 134 357 --

State income taxes, net of

federal tax benefit....... -- -- -- 1,531

Research and

experimentation credit.... -- -- - (1,389

Change in valuation

allowance................. - -- - (4,784)

Other......cccceuveeeenn. - - - 3,052
Total income taxes....... $ - $134 $ 357 $18,068

The tax effect of temporary differences that gitiss to significant portions of the deferred tageis are presented below:

January 31 , January 31, January 30,

1998 1999 2000
Net operating loss carryforwards....... $3,380 $ - $ -
Accruals and reserves, not currently
taken for tax purposes................ 228 2,323 4,996
Research credit carryforwards.......... 1,095 1,775
Advances on development contract....... 996 138 -
Other.....ccoeiiiinececie 383 774 223
Total gross deferred tax assets........ 6,082 5,010 5,219
Less valuation allowance............... (6,082) (4,784)
Net deferred tax assets................ $ - $ 226 $5,219

The valuation allowance had decreases of $1,29&060054,784,000 for the year ended January 31, 488%he year ended January 30,

2000, respectively. Management believes thatriiase likely than not that future operations wilhgeate sufficient taxable income to realize
the deferred tax assets.

(6) Development Agreement

The Company had a strategic collaboration agreemightST for the manufacture, marketing, and séleestain of the Company's products.
In 1996, ST paid the Company $2,500,000 for advémegalty payments and agreed to partially supfiertresearch and development and
marketing efforts for certain of the Company's pratd. In connection with this agreement, the Corgpanorded royalty revenue of
$1,791,000, $1,911,000, and $6,824,000, in 19%7otte month ended January 31, 1998, and the ydade&lanuary 31, 1999, respectively.
Royalty revenue decreased to zero in fiscal 20@0ptimarily to reduced sales of RIVA 128 graphicsggssor and derivative products and
disputes with ST regarding payment. The Company do¢ expect to record or receive royalty revemamfST in the future. The Company
also recorded a reduction to research and developeost of $1,936,000 and a reduction to salessmgand administrative expense of
$314,000 in 1997. In January of 1998, ST agreddrtive the $2,500,000 in advanced royalty paymenexchange for the Company's
obligation to provide ST continued development smpport on certain products developed through Dbeerdl, 1998 which was recordec
a reduction to research and development experfsseal 1999. Accordingly, $2,500,000 is includedaztrued liabilities at December 31,
1997. The costs incurred under the developmeneagrat approximated the amounts recorded as reductiexpenses.
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(7) Long-term Software Licensing Agreement

On April 12, 1999, the Company entered into a $hdillon five-year software licensing agreementwét supplier in the electronic design
automation industry. Under this agreement, theGtdllion is due in two installments. The first iaBment was settled in June 1999 for
243,902 shares of the Company's common stock vau$8.0 million. The second installment is dueooefore March 31, 2000 and may
settled in cash or in stock at the option of thenpany.

(8) Stock Repurchase Agreement

In June 1999, the Company repurchased 428,572sshatkee Company's common stock from a major custamsettlement for a portion of
then outstanding accounts receivable, in the amoiu$.5 million.

(9) Segment Information

The Company operates in a single industry segnismtdesign, development and marketing of 3D grappiocessors for the PC market. The
Company's chief operating decision maker, the Chiefcutive Officer, reviews financial informationgsented on a consolidated basis for
purposes of making operating decisions and asgeBsamcial performance. The following table sumines geographic information on net
sales:

Year Ended Year Ended

Year Ended Month E nded January January
December 31, January 31, 31, 30,
1997 1998 1999 2000
$29,071  $13,3 31 $120,788 $103,609
. - - 29,649 208,832
-- - 7,800 62,064
................ $29,071  $13,3 31 $158,237 $374,505

Revenues to significant customers, those repreggapproximately 10% or more of total revenue @ tespective periods, are summarized
as follows:

Year Ended Month E nded Year Ended Year Ended
December 31, January 31, January January
1997 1998 31,1999 30, 2000
Sales

Customer A........cccuvvee 63% 59 % 35% 3%
Customer B.........cc..ee.. 31% 39 % 27% 15%
Customer C.......ccoee.n.... - -- 13% 17%
Customer D -- -- 12% 2%
Customer E -- -- -- 15%
Customer F - - 4% 10%

As of As of As of

January 31, 1998 January 31, 1999 January 30, 2000
Accounts Receivable

Customer A.............. 57% 19% -
Customer B.............. 43% 28% 4%
Customer C -- 18% 15%
Customer D -- 14% -
Customer E -- -- 12%
Customer F -- -- 6%
Customer G -- -- 13%
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(10) Quarterly Summary (Unaudited)
(in thousands, except per share data)

Q uarters Ended

April  July  Oct. Jan. Oct.

26, 26, 25, 31, May 2, Aug.1, 31, Jan. 30,

1998 1998 1998 1999 1999 1999 1999 2000
Statement of Operations
Data:
Revenue................. $28,263 $12,134 $52,303 $65,537 $71,018 $78,017 $97,015 $128,455
Cost of revenue......... 20,873 12,961 33,566 42,346 45,946 49,625 60,195 79,809
Gross profit (loss)..... 7,390 (827) 18,737 23,191 25,072 28,392 36,820 48,646
Net income (loss)....... (1,021) (9,652) 7,141 7,662 6,261 6,686 10,564 14,587
Basic net income (loss)
per share.............. $ (07)% (.68)$ .50 $ 48% 21% 23% 35% .47
Diluted net income
(loss)
per share.............. $ (07)% (.68)$ .26 $ 27% .18% .19% 29% .39

(11) Subsequent Events

On March 5, 2000, the Company entered into an aggaéwith Microsoft in which the Company agreediéwelop and sell graphics chips
and to license certain technology to Microsoft @adicensees for use in a product under developimgiMicrosoft. The agreement provides
that in April 2000, Microsoft will pay the Compa®200 million as an advance against graphics chiptases and for licensing the
Company's technology. Microsoft may terminate tpeeament at any time and if termination occursrpgooffset in full of the advance
payments, the Company would be required to retuiitrosoft up to $100 million of the prepaymentlan convert the remainder into
preferred stock of the Company at a 30% premiuthéd30-day average trading price of the commorkstblee graphics chip and the game
console contemplated by the agreement is highlyptexand development and release of the Microgsofiyct and its commercial success
are dependent upon a number of factors, many aftwihie Company cannot control. There can be naasse that the Company will be
successful in developing the graphics chip forlus#licrosoft or that the product will be developadreleased, or if released, will be
commercially successful.
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(in thousands)

Additions

Charged Balance
Balance to Costs Charged at End
Beginning and to Other of
of Period Expenses Accounts Deductions Period

Description =~ ----e-em emeeeeees
Year ended January 30, 2000
Allowance for sales returns
and allowances............... $2,627 4,546

3,081(1) $4,092

Allowance for doubtful
accounts.........coeeeuve.n. $ - 2,39

44(2) $2,351

Year ended January 31, 1999
Allowance for sales returns
and allowances............... $ 349 6,261

3,983(1) $2,627

One Month ended January 31,
1998

Allowance for sales returns
and allowances

............... $ 100 249 -- - $ 349
Year ended December 31, 1997
Allowance for sales returns
and allowances............... $ - 100 -- - $ 100

(1) Represents amounts written off against thenale for sales returns.
(2) Uncollectible accounts written off.
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Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized, on March 10, 2000.
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/'s/ Jen-Hsun Huang
By:

Jen- Hsun Huang
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and Director

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of
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Signature Ti tle Date
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/sl James C. Gaither Director March 10, 2000
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Harvey C. Jones, Jr.
/s! William J. Miller Director March 10, 2000
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/sl Mark A. Stevens Director March 10, 2000
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Exhibit 23.1
CONSENT OF INDEPENDENT AUDITORS

The Board of Directors and Stockholders
NVIDIA Corporation:

We consent to incorporation by reference in théstegfion statement (No. 333-74905) on Form S-B¢fDIA Corporation of our report
dated March 6, 2000, relating to the balance shef@td/IDIA Corporation as of January 30, 2000 aaduary 31, 1999, and the related
statements of operations, stockholders' equity,caistl flows for the year ended December 31, 19@70he-month period ended January 31,
1998, and each of the years in the two-year peximied January 30, 2000, and the related schedhieh weport appears in the January 30,
2000 annual report on Form 10-K of NVIDIA Corpouati

/'s/ KPMG LLP

Mountain View, California

March 10, 2000



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE BALANCE SHEET AS OF
JANUARY 30, 2000 AND THE STATEMENT OF INCOME FOR HHYEAR ENDED JANUARY 30, 2000. AND IS QUALIFIED INTS
ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1,000

PERIOD TYPE YEAR
FISCAL YEAR END JAN 30 200t
PERIOD START FEB 01 199
PERIOD END JAN 30 200t
CASH 61,56(
SECURITIES 0
RECEIVABLES 73,66
ALLOWANCES 6,44:
INVENTORY 37,63
CURRENT ASSET¢ 173,17
PP&E 41,33(
DEPRECIATION 15,44«
TOTAL ASSETS 202,25(
CURRENT LIABILITIES 76,22¢
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 31
OTHER SE 124 ,53.
TOTAL LIABILITY AND EQUITY 202,25(
SALES 374,50!
TOTAL REVENUES 374,50!
CGS 235,57!
TOTAL COSTS 235,57!
OTHER EXPENSE¢ 84,51¢
LOSS PROVISION 99z
INTEREST EXPENSE 33z
INCOME PRETAX 56,16¢
INCOME TAX 18,06¢
INCOME CONTINUING 38,09¢
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 38,09¢
EPS BASIC 1.2¢
EPS DILUTED 1.0¢€
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