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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 oraetflevents or circumstances after the date ofithésiment. The business risks on pages 20
through 29, among other things, should be consitlierevaluating our prospects and future finang&formance.

PART |
ITEM 1. BUSINESS
Overview

We design, develop and market 3D graphics processut related software that provide high perforredanteractive 3D graphics to the
mainstream personal computer ("PC") market. Ouphjs processors incorporate a 128-bit graphidsitacture that is designed to deliver a
highly immersive, interactive 3D experience withligtic imagery and stunning effects. The RIVA fanaf graphics processors, including
the RIVA TNT, provides superior processing powec@npetitive prices and is architected to take athge of mainstream industry stands
such as Microsoft's Direct3D. The highly integratiesign of the RIVA TNT2, RIVA TNT, RIVA128ZX andIRA128 graphics processors
combines high performance 3D and 2D graphics angdeschip. Our graphics processors provide a smahd lower cost graphics solution
relative to competing solutions, including multigglor multi-board 2D/3D graphics subsystems.

Interactive 3D graphics technology is emerging ras of the most significant new computing developtssimce the introduction of the
graphical user interface. The visually engaging iatetactive nature of 3D graphics responds to gomss' demands for a convincing
simulation of reality beyond what is possible wiithditional 2D graphics. The fundamental interaetapability of 3D graphics is expected to
make it a natural and compelling medium for exgtmd emerging applications for entertainment rirge business and education.

Interactive 3D graphics is required across varmmputing and entertainment platforms, such as stations, specialized arcade systems
home gaming consoles. However, the mainstream R&einlaas only recently begun to transition fronditianal 2D graphics to highuality,
interactive 3D graphics. Continuing advancementemiconductor manufacturing have made availablemowerful and affordable
microprocessors and 3D graphics processors, batiich are essential to deliver interactive 3D @iiap to the mainstream PC market.
Additionally, the industry has broadly adopted Misnft's 3D application programming interface ("APDirect3D, which serves as a
common and standard language between softwarecappiis and 3D graphics processors. This has gptiveedevelopment of numerous
compelling 3D titles, which has, in turn, spurrésg consumer demand.

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 differentiaetiality of graphics and prefer personal computeatsprovide a superior visual experier
These factors have dramatically increased deman@fa@raphics processors. Mercury Research estintage 3D graphics will be standarc
every PC unit shipped by 2001.



We designed our graphics processors to enable igidarequipment manufacturers ("OEMs") and adtd@ard manufacturers to build
award-winning products by delivering state-of-thiekateractive 3D graphics capability to end usehile maintaining affordable prices. We
believe that by developing 3D graphics solutiora firovide superior performance and address thedayirements of the mainstream PC
market, we will accelerate the adoption of 3D giaplthroughout this market. The benefits and pertorce of the RIVA family of 3D
graphics processors have received significant ingwslidation and have enabled our customers toavier 250 industry awards. Our
products currently are designed into products effdry seven of the top ten PC OEMSs, such as Confijt),Gateway, Hewlett-Packard,
IBM, Micron, and Packard Bell NEC, as well as lesgimotherboard manufacturers such as Intel andngadid-in board manufacturers such
as ASUSTeK, Canopus, Creative, Diamond, ELSA aratitek.

Our objective is to be the leading supplier of higiiformance 3D graphics processors for PCs. Q@ategly to achieve this objective includes
the following:

. build award-winning products for the mainstrea@ mRarket;
. target leading OEMs;
. extend technological leadership in 3D graphiost a
. increase market share.
Current Products
RIVA TNT2 Graphics Processor

The RIVA TNT2 3D graphics processor began comméstigpment in April 1999. The RIVA TNT2 extends therformance and function of
the RIVA TNT graphics processor for PC OEMs andies card manufacturers. Fabricated on a .25 miprocess technology, the RIVA
TNT2 graphics processor delivers higher performahaa the RIVA TNT through improved clock rates floe 3D processor and memory.
The RIVA TNT2 supports 32 megabytes of frame buffiemory. Increased memory results in a higher peidace solution and the ability
run at very high color depths and resolution faistanding quality. Other key performance featunetuide support for a higher bandwidth
connection between the processor and the graphocessor called accelerated graphics port ("AGREPAIX. This feature will be utilized in
future motherboard solutions from Intel Corporat#ord others.

The RIVA TNT2 graphics processor also provides supfor digital flat panel displays, the latestpasy technology for consumers and
businesses. Additional support for extremely higdoiution (and refresh rate) monitors is also idetliin the RIVA TNT2 graphics processor
via a 300 MHz RAMDAC. The RIVA TNT2 achieves higkrfiormance through a high frequency, dual pipedirehitecture.

RIVA TNT Graphics Processor

The RIVA TNT graphics processor enables PC OEMsaitlin board manufacturers to satisfy end-usdopaance requirements by
providing visual realism and real-time interactjvithe RIVA TNT graphics processor, our second-gatien product, is highly integrated
and delivers high frame rate 3D graphics, as weR[@ graphics, VGA and video processing in a sipgteessor. The RIVA TNT graphics
processor also includes a rich set of referensedriand tools that translate between softwareai@llhardware. These drivers provide the
ability to connect to and process data from exferiteo devices. The software driver is designethtximize performance of the graphics
processor and to maintain compatibility with easbcgssive generation of our products. The softwdwers have the flexibility to be
continually enhanced in order to further improve gerformance of the processors. The RIVA TNT giepprocessor incorporates 7 million
transistors.



The RIVA TNT graphics processor is produced usingsamicron technology and began commercial shigrimeduly 1998 and began
shipping in volume in August 1998. It has been &edby several top OEMs and received PC Magazir®98 Editors choice award for
graphics processors.

RIVA128ZX Graphics Processor

The RIVA128ZX graphics processor extends the fmetity and performance of the RIVA128 graphicsgassor and includes two
additional design features, AGP 2X and an 8MB (rbgtg) frame buffer. The AGP 2X, Intel's graphics bdoubled the available bandwidth
between the microprocessor and the graphics engiite. AGP 2X support, the RIVA128ZX graphics prosesis designed to process more
complex 3D computer representations more effigjemdbubling the size of the frame buffer to 8MB yides the RIVA1287X graphics
processor with the ability to support higher reioludisplays with more colors, resulting in a gcheal time experience. The RIVA128ZX
graphics processor was produced using a .35 mioaotufacturing process.

RIVA128 Graphics Processor

The RIVA128 graphics processor incorporates 3.5anitransistors and operates on 100 MHz clock dp&he RIVA128 graphics processor
breaks through bottlenecks created by the computaty intensive requirements of 3D graphics byimg superior processing power. The
RIVA128 graphics processor was produced using ani8on manufacturing process.

Sales and Marketing

Our sales strategy is a key part of our objectiveecome the leading supplier of high performariggaphics processors for PCs. Our sales
team works closely with PC OEMs, add-in board maatufrers and industry trendsetters to define priofatures, performance, price and
timing of new products. Members of our sales teaneta high level of technical expertise and prodnct industry 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 produbts.believe that the depth and quality of
our design support are key to improving PC OEMd' aald- in board manufacturers' time-to-market, maémmg 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 iegoinfluencing leading PC OEMs' and add-in boardufecturers' graphics processor
purchasing decisions, achieving key design winssapghorting the product design into high volumedpiction. These design wins in turn
influence the retail and system integrator chatimet is serviced by add-in board manufacturers. disiribution strategy is to work with a
relatively small number of leading add-in board ofacturers that have relationships with a broageasf major PC OEMs and/or strong
brand name recognition in the retail channel. Gitlyewe sell the RIVA family of graphics processalirectly to motherboard manufacturers
such as Intel and add-board manufacturers, such as ASUSTeK, Canopesti@e, Diamond, ELSA, Leadtek and STB. These rfaturers
then sell boards with our graphics processor tdilgpOEMSs, such as Compag, Dell, Gateway, IBM, Micand Packard Bell NEC, to retail
outlets, such as BestBuy and CompUSA, and to & lamgnber of system integrators. Sales to STB a¢edunr 63% and sales to Diamond
accounted for 31% of our total revenue for the yrated December 31, 1997. Sales to STB account&$%, sales to Diamond accounted
for 27%, sales to Creative accounted for 13% atetda Intel accounted for 12% of our total revefareahe year ended January 31, 1999.
3Dfx, a 3D graphics company and a competitor, rig@mnounced the execution of an acquisition agesd with STB, an add-in board
manufacturer and one of our significant custom@ssa result of the pending acquisition, we expertsales to STB to decline significantly
from prior levels, and STB may cease to be a siganit customer. Our business could suffer as dtrelower sales to STB and increased
competition from the combined 3Dfx/STB entity.



Our sales effort is accompanied by a variety ofipod and corporate marketing activities, includieghnical support and product launches.
As part of the product launch effort, we demonstraw products to highlight their capabilities. Wédieve these demonstrations help pos
our products favorably relative to products of oampetitors. We also maintain close relationshifib ey industry analysts and trade press,
conduct frequent press tours and participate, adidiin board manufacturers and OEM customers, nialomark tests executed by key trade
publications. In addition, we sponsor and partitpa industry tradeshows, marketing communicatiemd market development activities
designed to generate awareness of our companyuaraducts. We intend to continue to devote sigaift resources toward establishing
brand recognition, including advertising in key papers and trade magazines and participatioraphgrs newsgroups and web sites. We
also use our corporate web site to promote our emygnd our products.

To encourage software title developers and pubiésttedevelop games optimized for platforms utiligour products, we seek to establish
and maintain strong relationships in the softwaeetbpment community. Engineering and marketinggamel 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.

Manufacturing

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

The fabrication of semiconductors is a complex pssc Contaminants, defects in masks used to praniits on wafers, difficulties in the
fabrication process and other factors can causbstantial percentage of wafers to be rejectedsigraficant number of die on each wafer to
be nonfunctional. These problems are difficult imgthose and time consuming and expensive to renfedg.result, semiconductor
companies frequently encounter difficulties in &g acceptable product yields. When productioa néw product begins we typically pay
for wafers, which may or may not have any functigraducts. Accordingly, we bear the financial rightil production is stabilized. Once
production is stabilized, we pay for functional digy. Failure to achieve acceptable yields fromp emrent or future thirgbarty manufacture
has in the past and would in the future harm ogirass. We have in the past experienced difficultigh yields on new products. We have
recently introduced the RIVA TNT2 3D processor arfdle we have not experienced yield problems t@ dat may experience problems or
other delays while ramping up production.

Our graphics processors are fabricated by Taiwam&@aductor Manufacturing Company (“TSMC") and Wafech, LLC ("WaferTech")
and assembled and tested by Amkor Technology TAeKor"), Siliconware Precision Industries Compdtg. ("Siliconware") and
ChipPAC Incorporated ("ChipPAC"). We receive semibactor products from our subcontractors, perfaraoiming quality assurance and
ship them to add-in board manufacturer customerd) as ASUSTeK, Canopus, Creative, Diamond, ELSALaadtek, from our location in
Santa Clara. The add-in board manufacturers thedupe boards, combine our software with their oaftwsare and ship the product to the
retail and system integrator market as add-in lmardo OEMs, such as Compagq, Dell, Gateway, HéWwiatkard, IBM, Micron, Packard
Bell NEC and, for inclusion in the OEMs' products.

In the event of production difficulties, shortageselays experienced by any one of our suppl@mshpusiness may suffer. Furthermore,
defects could affect the quality, performance tiabdlity of our products despite the quality assure measures we have taken. Defects like
this could require costly product recalls or



cessation of shipments, which would harm our bussirsad result in a decline of revenues, increassis ¢associated with return, repair,
replacement and shrinkage resulting from any defeahd cancellations or rescheduling of customgers and shipments.

Research and Development

We believe that the continued introduction of newd anhanced products designed to deliver leadingraphics performance will be
essential to our future success. Our research evelapment strategy is to focus on concurrenthettging multiple generations of devices
using independent design teams. Our research aredogenent teams have enabled us to deliver awanding products to our OEM
customers. The RIVA family of graphics processas @nabled our customers to win over 250 awaras fezognized industry publications,
including PC Magazine, PC Computing, PC World, CatepGaming World, PC Games and CNET.

Our research and development efforts are performititin specialized groups consisting of softwargiaaering, hardware engineering, VL
design engineering, process engineering, and aothie and algorithms. These groups act as a pgeésigned to allow the efficient
simultaneous development of new products. Our soffvengineering group is responsible for the dgwetmt of drivers for the various
software APIs. Our hardware engineering group thesand develops new product hardware. Our VLSklesngineering group maps our
design ideas to specific silicon structures, andppacess engineering group determines how thedeedewill be fabricated and
communicates with our manufacturers. Our architecand algorithms group is responsible for maimtgirand further developing what we
believe is an extensible product architecture nidés to allow us to continually add features tomaducts without sacrificing compatibility
or incurring significant redesign costs.

A critical component of our product developmenbéfis 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. We believe that by forming thesati@hships, and utilizing next-generation developtieols to design, simulate and verify
our products, we will be able to remain at the fianet of the 3D graphics market and to continudegelop products on a rapid basis that
utilize leading-edge technology.

We have substantially increased our engineeringeeithical resources as compared to prior yearshiane 117 full-time employees engaged
in research and development. Expenditures for resead development after adjustments for conftaxting were $1.2 million in 1996, $i
million in 1997 and $25.1 million in the year endithuary 31, 1999.

Competition

The market for 3D graphics processors for mainetrB&s in which we compete is intensely competitind is characterized by rapid
technological change, evolving industry standarabsdeclining average selling prices ("ASP"). Wedat that the principal competitive
factors in this market are performance, confornotindustry-standard APIs, software support, actessistomers and distribution channels,
manufacturing capabilities, price of graphics pesms and total system costs of add-in boards. Xfyect competition to increase both from
existing competitors and new market entrants witddpcts that may be less costly than our 3D graphiocessors or may provide better
performance or additional features not provideabyproducts. We may be unable to compete sucdlyssfuhe emerging mainstream PC
graphics market.

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

. hew entrants in the 3D graphics processor mavkhtexisting presence in the PC market, such &;In

. suppliers of graphics add-in boards that utitiesr internally developed graphics chips, sucA@kTechnologies Inc. ("ATI") and Matrox
Electronics Systems Ltd. ("Matrox");



. suppliers of 2D graphics chips that are introdg@D functionality as part of their existing saduts, such as S3 Incorporated ("S3") and
Trident Microsystems, Inc. ("Trident");

. companies that have traditionally focused onpttegessional market and provide high end 3D sohgtifor PCs and workstations, including
3Dlabs Inc., Ltd. ("3Dlabs"), Real3D, Silicon Grégd) Inc. ("SGI"), Evans and Sutherland Computerp@ration ("Evans") and Intergraph
Corporation ("Intergraph"); and

. companies with strength in the video game maskath as 3Dfx Interactive, Inc. ("3Dfx") and Videmgdic Group plc ("Videologic").

In March 1998, Intel began shipping the 740, agdBphics accelerator that is targeted at the nragst PC market. Intel has significantly
greater resources than we do, and our productsnmiagompete effectively against future productsoidticed by Intel. In addition, we may be
unable to compete effectively against Intel or imay introduce additional products that are contipetwith our products in either
performance or price or both. We expect Intel toticwe to do the following:

. 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 advertistagnpaigns designed to engender brand loyalty arR@hgsers.

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 widespreaaistry 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.

In April 1998, SGI and Intel announced a strateglationship, which includes a broad patent craske agreement. We believe that this
agreement will provide SGI with access to Intelgessors for the development of SGI workstationaddition, we believe that under the
cross-license agreement Intel will have accessabgBaphics patents, which may allow Intel to cotepmore effectively with us. SGI also
may compete directly with us as a result of thiatrenship with Intel. We may be unable to compsiecessfully against SGI or Intel. SGI
filed a patent infringement lawsuit against us rin1998. See "Legal Proceedings."

In December 1998, Intel and S3 announced a stratelitionship, which included a 10-year patent @utinology cross-license agreement.
Pursuant to this agreement, it was announced thabgined a license to Intel's "P6" system busfande bus designs. This license will
allow S3 to produce a compatible integrated cogécland graphics chip. As a result of this relagtuip, either party may become a more
effective competitor of ours, which could harm business.

In addition to Intel, we compete with suppliersggofphics add-in boards that utilize their intetyalkéveloped graphics chips, such as ATl and
Matrox. We also compete with companies that tyjydadve operated in the PC 2D graphics market hatrtow offer 3D graphics capability
as an enhancement to their 2D graphics solutiam$y as S3 and Trident. Many of these competitove lir@roduced 3D graphics functiona

on new versions of existing graphics chips. In &ddj our competitors include companies that tieddlly have focused on the production of
high-end 3D graphics systems targeted at the miofiesl market, such as 3Dlabs, Intergraph, Real8DSGI. While these companies
produce high performance 3D graphics systems, they



historically have done so at a significantly highece point than we have and have focused onrbfegsional and engineering market. Some
of these companies are developing lower cost vessid their 3D graphics technology to bring workista-like 3D graphics to mainstream
PCs, and we may not be able to compete succesafydiynst them. We also compete with companieshtinag recently entered or are expe

to enter the market with an integrated 3D/2D grepkblution, but which have not traditionally maamtfired 2D graphics solutions, such as
3Dfx. In addition to our known competitors, we aifate that there will be new entrants in the giegpprocessor market. We may be unable
to compete effectively against our existing or aey competitors.

The market for 3D graphic processors is highlyinagted and undergoing a period of consolidatiome&# of our competitors and custon
have merged with other industry participants ineoitth strengthen their competitive position. Faareple, ATl acquired Chromatic Research
Inc., a media processor company, and Micron, ormupfOEM customers, acquired Rendition, Inc., agB&phics accelerator company, to
explore embedded DRAM applications in the graphresa. In addition, 3Dfx recently announced thecatien of an acquisition agreement
with STB, an add-in board manufacturer and oneuofsignificant customers. We expect that consdbdeain the 3D graphics market will
continue and it may involve more of our add-in lsbaranufacturers, OEM customers or competitors.cimsolidation of our customers with
other customers or with our competitors could reisud material decline in our revenue. Consolmfatf our competitors could strengthen
competitive position of those competitors, whichildoresult in pressure on the pricing of our pradutonger than expected decreases in the
average selling price of our products could harmbusiness.

Patents and Proprietary Rights

We rely primarily on a combination of patent, magérk protection, trademarks, copyrights, trade eeleiws, employee and third-party
nondisclosure agreements and licensing arrangerteptstect our intellectual property. We have 8uied patents and 21 patent applications
pending in the United States. Our issued patents Bapiration dates from May 2015 to November 2@ issued patents and pending
patent applications relate to technology develdpeds in connection with the development of our@Bphics processors, including the
RIVA128, RIVA128ZX, RIVA TNT and RIVA TNT2 graphicprocessors. We have no foreign patents or papgications. We seek to file
for patents that have broad application in the senductor industry and that would provide a contpetiadvantage. However, our pending
patent applications or any future applications mal/be approved, and any issued patents may neidgras with competitive advantages or
may be challenged by third parties. The patentgtodrs also may adversely affect our ability tdbdsiness. In addition, others may
independently develop substantially equivalentlie¢tual property or otherwise gain access to mgd secrets or intellectual property, or
disclose our intellectual property or trade sechafe may be unable to effectively protect our letetual property. We have licensed
technology from third parties for incorporationdar graphics processors and expect to continuatty ento agreements like this for future
products. These licenses may result in royalty gaymto third parties, the cross-license of teabgywby us or payment of other
consideration. If these arrangements are not cdedlon commercially reasonable terms, our busicesisl suffer.

We attempt to protect our trade secrets and ottogrigtary information through confidentiality agraents with manufacturers and other
partners, proprietary information agreements wittployees and consultants and other security mesasie also rely on trademarks and
trade secret laws to protect our intellectual prgpd®espite these efforts, others may gain acttessr trade secrets, or we may not
meaningfully protect our intellectual property.dddition, effective trade secret protection maybavailable or limited in certain foreign
countries. Although we intend to protect our righitporously, the measures we take may not be ssftde®ur failure to meaningfully prote
our intellectual property could harm our business.

The semiconductor industry is characterized bynggse protection and pursuit of intellectual propeights or positions, which has resulted
in significant and often protracted and expensitgsaltion. The 3D graphics market in particular bagn characterized recently by the
aggressive pursuit of intellectual property posisiopand we expect our competitors to continue tsymiaggressive intellectual property
positions. In April



1998, SGil filed a patent infringement lawsuit agaims, in May 1998, S3 filed a patent infringemamtsuit against us and in September 1
3Dfx filed a patent infringement lawsuit against 8ee "Legal Proceedings." In addition, from timéime we have received notices alleging
that we have infringed patents or other intellelcpuiaperty rights owned by third parties. Basednupar evaluation of the circumstances, we
may seek to obtain a license. In any given caseetis a risk that a license will not be availatmeterms that we consider reasonable, or that
litigation will ensue. We currently have three puatimfringement lawsuits pending against us, asutised above. We expect that, as the
number of hardware and software patents issuedncmst to increase, and as competition in our markéensifies, the volume of intellectual
property claims like this will increase. ST hastair patent licenses that in some cases may allbto $ranufacture our products without
infringing third-party patents. As our products aranufactured by TSMC or other manufacturers, tlieseses will no longer benefit us and
therefore the risk of a third-party claim of paterftingement against us will increase. In the exrfringement claims are made against us,
we may seek licenses under such patents or otteflettual property rights. However, these licenms@y not be available on acceptable te
or at all. Our failure to obtain a license fromhad party for technology used by us could caus®uscur substantial liabilities and to susp
the manufacture of products. Furthermore, we méiaia claims or litigation against third parties infringement of our proprietary rights or
to establish the validity of our proprietary right§e have agreed to indemnify certain customersloms of infringement arising out of sale
of our product. Litigation by or against us or taesistomers concerning infringement would likelyd ghe SGI, S3 and 3Dfx litigation will,
result in significant expense to us and divertdfierts of our technical and management persomvigther or not the litigation results in a
favorable determination for us. In the event ohdwmerse result in the SGI, S3, 3Dfx or other lifigga, we would be required to do one or
more of the following:

. pay substantial damages (which could includdérdamages);

. cease the manufacture, use and sale of infringioducts;

. expend significant resources to develop nonsgirig technology;
. discontinue the use of certain processes; or

. obtain licenses for the infringing technology

We may not be successful in developing non-infriggiechnology and licenses may not be availableeasonable terms or at all. In addition,
these development efforts or licenses could reqxpenditures by us of substantial time and otbsources. Although patent disputes in the
semiconductor industry have often been settledutftracross-licensing arrangements, we cannot guegdhat in the event that SGI, S3, 3Dfx
or any other third-party makes a successful clajairest us or our customers, a cross-licensing geraent could be reached.

Infringement claims by third parties or claims flademnification by other customers or end usemsuofproducts resulting from infringement
claims may be asserted in the future. Those aseertir the assertions currently raised in the SGland 3Dfx litigation, if proven to be true,
could harm our business. Any limitations on outigbio market our products, or delays and cost®eaiated with redesigning our products or
payments of license fees to third parties wouldrhauar business. In addition, our business woultesiff we were unable to develop or
license a substitute technology on commerciallgoeable terms. Any of these negative events caddlrfrom the SGI, S3 or 3Dfx

litigation.

Employees

As of January 31, 1999, we had 248 employees, 1vhom were engaged in engineering and 131 of wheme engaged in sales,
marketing, operations and administrative positibis.employee is covered by collective bargainingeagents, and we believe that our
relationships with our employees are good.

Our ability to operate successfully will dependsignificant part upon the continued service ofaerkey technical and managerial personnel,
and our continuing ability to attract and retaidi@idnal highly qualified technical and managepatsonnel. Competition for these personnel
is intense. We may be unable to retain these



personnel or to attract or retain other highly dieal technical and managerial personnel in tharitincluding key sales and marketing
personnel. The loss of key personnel or the irtghidi hire and retain qualified personnel couldnhaur business.

ITEM 2. PROPERTIES

We lease approximately 89,000 square feet in oildibg in Santa Clara, California, pursuant to aske that expires in December 2002. We
also lease a design center consisting of approgisnat900 square feet in one building in DurhamrtN@arolina, pursuant to a lease that
expires in March 2002. We may need to lease additispace in the next few months and are curremfotiating for additional space. We
believe that adequate space would be availablest&t our needs.

ITEM 3. LEGAL PROCEEDINGS

On April 9, 1998, we were notified that SGI haedila patent infringement lawsuit against us inthiéed Stated District Court for the

District of Delaware. The suit alleges that theesaid use of our RIVA family of 3D graphics proa#ssnfringes a United States patent held
by SGI. The suit seeks unspecified damages (inututieble damages), an order permanently enjoifuiriger alleged infringement and
attorneys' fees. We filed an answer in this suit fled counterclaims asserting that the paterihésuit is neither infringed nor valid.
Discovery in this suit has been completed. On ARril999, we and SGI each filed a motion for sunynuzsigement with the court. The
hearing on such motions and the trial for the atéteach scheduled for the quarter ending Augus?99. Such scheduled dates are subject to
change.

On May 11, 1998, we were notified that S3 had fagohtent infringement lawsuit against us in thé&édhStates District court for the
Northern District of California. The suit allegdsat the sale and use of our RIVA family of 3D griaptprocessors infringes three Unii
States patents held by S3. The suit seeks unsg@cifimages (including treble damages), an ordergently enjoining further alleged
infringement and attorneys' fees. We filed an amswéhis suit and filed counterclaims assertingttfhe patents in the suit are neither
infringed nor valid. Discovery in this suit is origg. We have filed a motion for summary judgemeithuwhe court, and the parties are
briefing claim construction issues. A hearing oesth matters is scheduled to occur in the quarténgrugust 1, 1999. Trial for the suit is
scheduled for the quarter ending August 1, 1998hSgheduled dates are subject to change.

On September 21, 1998, we were notified that 3ft fled a patent infringement lawsuit againstruthie United States District court for the
Northern district of California. The suit allegésat the sale and use of our RIVA TNT graphics pssoeinfringes two United States pate

held by 3Dfx. The suit seeks unspecified damagesuiing treble damages), an order permanentlyimngpfurther alleged infringement and
attorneys' fees. We filed an answer in this suit fled counterclaims asserting that the patentbénsuit are neither infringed nor valid.
Discovery in this suit has commenced. Trial for $hé is scheduled for the quarter ending Janu@ry2800. Such scheduled dates are subject
to change.

Based on our investigation to date, we believehtit respect to each of the patent claims at igstieese lawsuits, either the claims are
invalid or our products do not infringe the clairfge have conducted and intend to continue to caralugorous defense with respect to all
three lawsuits.

The litigation with SGI, S3 and 3Dfx has resultadd we expect that it will continue to result, igrsficant expense to us and divert the
efforts of our technical and management personvietther or not the litigation results in a favoetetermination for us. In the event of an
adverse result in any of these suits, we coulcegaired to do one or more of the following:

. pay substantial damages (including treble damages
. preliminarily or permanently cease the manufagtuse and sale of any infringing products;
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. expend significant resources to develop nonsgirig technology; or
. obtain a license from SGI, S3 or 3Dfx for anyiimging technology.

An adverse result in any of these suits could tesuimitations on our ability to market our protts, delays and costs associated with
redesigning our products or payments of license éeether payments to SGI, S3 or 3Dfx. Our businvesuld suffer if any of those negative
events occurs.

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

In connection with our initial public offering, Qlanuary 6, 1999, we received appropriate stockhalgigroval, in the form of written
consents, of the following actions:

(a) to amend the Certificate of Incorporation thvatfiled upon the closing of our initial public efing to provide for a classified Board of
Directors divided into three classes with staggeeechs;

(b) to amend our Bylaws to provide, among otherghj for the following:
. a classified Board of Directors divided into thidasses with staggered terms;

. to provide for longer advance notice requiremémtstockholder proposals, to allow stockholdeskling 10 percent or more of our
outstanding stock to fill vacancies on the Boar@®wéctors; and

. for so long as we are subject to certain prowisiof California law, to allow stockholders withdi percent or more of our outstanding stock
to call special meetings of the stockholders.

(c) to amend our 1998 Equity Incentive Plan to pteyamong other things, for the automatic anmueaigase in the number of shares of
common stock available for issuance under the plan.

We also received the necessary approval from thdelof at least two- thirds of each class oftben-outstanding preferred stock for the
automatic conversion of all shares of preferredlstnto shares of common stock upon the closingusfinitial public offering, so long as the
per share price was $7.00.

EXECUTIVE OFFICERS OF THE REGISTRANT

The following sets forth certain information regaglour executive officers as of April 15, 1999:

Name Age Position

Jen-Hsun Huang............. 36 President, Chief Ex ecutive Officer and
Director

Mark K. Allen.............. 44 Vice President, Ope rations

Jeffrey D. Fisher.......... 40 Vice President, Sal es

Christine B. Hoberg........ 43 Chief Financial Off icer

Chris A. Malachowsky....... 39 Vice President, Eng ineering

Curtis R. Priem............ 39 Chief Technical Off icer

Jen-Hsun Huang co-founded our company in April 1888 has served as our President, Chief Execufifiee©and a member of the Board
of Directors since our inception. From 1985 to 1,998 Huang was employed at LS| Logic Corporatiartomputer chip manufacturer,
where he held a variety of positions, most receaslpirector of Coreware business unit respongileSI's "system-on-a-chip"” strategy.
From 1983 to 1985, Mr. Huang was a microprocesssigther 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.

Mark K. Allen has been our Vice President, Operatisince October 1998. From February 1995 to Sdymed998, Mr. Allen was Senior
Vice President of Operations for C-Cube Microsysteandigital video

10



technology company. From March 1987 to FebruanB18@. Allen was Vice President of Worldwide Mancffiaring Operations for Cypress
Semiconductor Corp., a manufacturer and suppliémtefrated circuits. Mr. Allen holds a B.S.E.Egtee from Purdue University.

Jeffrey D. Fisher has been our Vice President,sSatece July 1994. From September 1988 to July  1i@4Fisher held various positions at
Weitek Corporation, a semiconductor technology canypwhere his last position was as Director of M/@¥ide Sales. Mr. Fisher holds a
B.S.E.E. degree from Purdue University and an M.Blégree from Santa Clara University.

Christine B. Hoberg has been our Chief Financidic®f since December 1998. From June 1992 to Deeed98, Ms. Hoberg held various
positions at Quantum Corporation, a mass storaggany, where her last position was as Vice Presid@arporate Controller. Ms. Hoberg
holds a B.A. in German Studies from Stanford Ursitgrand is a certified public accountant.

Chris A. Malachowsky co-founded our company in Apg93 and has been our Vice President, Enginesiimgg that time. From 1987 until
April 1993, Mr. Malachowsky was a Senior Staff Bmggr for Sun Microsystems, Inc., a supplier of gartee network computing products.
From 1980 to 1986, Mr. Malachowsky was a manufaogudesign engineer at Hewlett-Packard Company Médachowsky was a co-
inventor of Sun Microsystems' GX graphics architeetand has authored 39 patents, most of whictertdagraphics. Mr. Malachowsky ho
a B.S.E.E. degree from the University of Floridaam M.S.C.S. degree from Santa Clara University.

Curtis R. Priem co-founded our company in April 3@d has been our Chief Technical Officer sine¢ tilme. From 1986 to January 1993,
Mr. Priem was Senior Staff Engineer at Sun Micrterys where he architected the GX graphics prodinthiding the world's first single

chip GUI accelerator. From 1984 to 1986, Mr. Prigas a hardware engineer at GenRad, Inc., a sumgbltiagnostic equipment for
electronic products. From 1982 to 1984, Mr. Prieasa staff engineer for Vermont Microsystems, lagersonal computer company, where
he architected IBM's Professional Graphics Adaphter PC industry's first graphics processor. MiefArhas authored 70 patents, all of which
relate to graphics and 1/0. Mr. Priem holds a B.5.EHegree from Rensselaer Polytechnic Institute.
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PART Il
ITEM 5.MARKET FOR REGISTRANT'S COMMON EQUITY AND RE LATED 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 nfidey 31, 1999, we had approximately 208 stockheldérecord. During the fourth quarter
of fiscal 1999, the high sale price for our comnstock as reported by the Nasdag National Market$28s44 and the low sale price as
reported by the Nasdaq National Market was $18.63.

Recent Sales of Unregistered Securities
During fiscal 1999, we sold and issued the folloyimregistered securities:

On July 22, 1998 and August 14, 1998, we sold Cuible Subordinated Notes to three investors foaggregate purchase price of $11.0
million. On January 15, 1999, the Notes were autaraldy converted into an aggregate of 1,571,428 af of Common Stock. We claimed
exemptions under the Securities Act from registratinder the Securities Act for the sale and isseiaif these notes by virtue of Section 4(2)
promulgated thereunder as transactions not invglaipublic offering.

During fiscal 1999, we granted stock options to lExyges, directors and consultants covering an agdeeof 6,612,550 shares of our comi
stock, at exercise prices ranging from $6.30 tO&90f these shares, 202,775 have been issuedihpuwsuant to the exercise of these
options, and options to purchase 1,692,688 shdmsnomon stock have been cancelled or have lap#bduwt being exercised. The sales and
issuances of these options were deemed to be exXmmptegistration under the Securities Act bywérof Rule 701 under the Securities Act,
in that they were issued pursuant to a written camsptory benefit plan.

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 Prudéi8ecurities (the "Underwriters").

In the offering, we sold an aggregate of 3,500 §ltdres of our common stock for an initial pricéd2.00 per share. The aggregate proceeds
from the offering were $42.0 million. We paid expes of approximately $4.5 million, of which apprositely $2.9 million represented
underwriting discounts and commissions and appratetg $1.6 million represented expenses relatedemffering. Net proceeds from the
offering were $37.5 million. As of January 31, 1988ne of the net proceeds had been used. Theowgus were invested in money market
funds. On February 2, 1999, we sold an additio2&l@00 shares of our common stock at a price ofdRl@er share pursuant to the exercise
of the Underwriter's over-allotment option.
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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, 1996 and 1997, the one mon#ddelathuary 31, 1998, and the year ended Januai®33,and the balance sheet data as
of December 31, 1996 and 1997, January 31, 19@BJamuary 31, 1999 have been derived from and dlx@uiead in conjunction with our
audited financial statements and the notes incltlideckto. The statement of operations data foy#aes ended December 31, 1994 and 1995
are derived from audited financial statements aedbtes thereto not included. The balance shégtadeof December 31, 1994 and 1995 are
derived from audited financial statements and thtesithereto not included.

Year Ended
Month Ended January
Year Ended December 3 1, January 31, 31,
1994 1995 1996 1997 1998 1999
(in thousands, ex cept per share data)
Statement of Operations
Data:
Revenue:
Product................ $ - $1,103 $3,710 $27,280 $11,420 $151,413
Royalty................ - 79 202 1,791 1,911 6,824
Total revenue......... - 1,182 3,912 29,071 13,331 158,237
Cost of revenue......... - 1,549 3,038 21,244 10,071 109,746
Gross profit (loss)..... -  (367) 874 7,827 3,260 48,491
Operating expenses:
Research and
development........... 361 2,426 1,218 7,103 1,121 25,073
Sales, general and
administrative........ 990 3,677 2,649 4,183 640 18,902
Total operating
expenses............. 1,351 6,103 3,867 11,286 1,761 43,975
Operating income
(01535 FRUP (1,351) (6,470) (2,993 ) (3,459) 1,499 4,516
Interest and other
income (expense), net.. (10) 93 (84 ) (130) (18) (29)
Income (loss) before
tAXE€S..coiveieriiienne (1,361) (6,377) (3,077 ) (3,589) 1,481 4,487
Income taxes............ - - - -- 134 357
Net income (loss)..... $(1,361) $(6,377) $(3,077 ) $(3,589) $1,347 $ 4,130
Basic net income (loss)
per share.............. $ (19)% (56)$ (.27 )$ (28) $ .10 $ .28
Diluted net income
(loss) per share....... $ (19)% (.56)$ (.27 )$ (28) $ 05 $ .15
Shares used in basic per
share computation...... 7,048 11,365 11,383 12,677 14,141 14,565
Shares used in diluted
per share computation.. 7,048 11,365 11,383 12,677 26,100 27,393
December 31, January 31,
1994 1995 1996 1997 1998 1999
( in thousands)
Balance Sheet Data:
Cash and cash equivalents.......... $4,555 $3,872 $ 3,133 $6,551 $7,984 $50,257
Total assets.........cccveernnns 5,450 6,793 5,525 25,039 30,172 113,332
Capital lease obligations, less
current portion................... 249 1,137 617 1,891 1,756 1,995
Total stockholders' equity......... 4,629 4,013 1,037 6,897 8,610 64,209

(1) See Note 1 of Notes to Financial Statementaffioexplanation of the determination of the nundfeshares used in per share computat

13



ITEM 7.MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINA NCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis should bel ieaconjunction with our financial statements aiodes thereto. Our fiscal years ended on
December 31 from 1993 to 1997. Effective Januaryl®98, we changed the fiscal year- end finanejpbrting 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
quarter of fiscal 1999 is a 12-week period, thettoguarter of fiscal 1999 is a 14-week period #relsecond and third quarters are 13-week
periods.

Overview

We design, develop and market 3D graphics procedkat provide high performance interactive 3D piepto the mainstream PC market.
We incurred losses in each year from inceptionuhothe first three quarters of 1997. We incurrdaoka in the quarters ended April 26, 1998
and July 26, 1998 and realized profits in the qerarended December 31, 1997, October 25, 1998aamuhdy 31, 1999. As of January 31,
1999, we had an accumulated deficit of approxinge$8l4 million. Since inception in April 1993 thrglu the end of 1994, we were in the
development stage and were primarily engaged idymodevelopment and product testing. We introdumedirst product, the NV1, in May
1995. The NV1 was a multimedia accelerator thavigexl 3D graphics, video and audio for interactivetimedia, and was targeted
primarily to the game console market. The NV1 wasatloped in the absence of industry standardstivittyoal of establishing our
proprietary NV technology as a 3D graphics standBycthe end of 1996, the PC industry had broadtypted Microsoft's Direct3D and SC
OpenGL 3D APIs. As a result, we experienced a Samt reduction in revenue from sales of the NVitl atopped selling the NV1 in the fi
quarter of 1996. We also ceased development dfitfz a product designed for a game console platfamd began developing the RIVA1
graphics processor. We began commercial shipmethiedRIVA128 graphics processor in August 1997 RiA128ZX graphics processor
in March 1998, the RIVA TNT graphics processorutyJl998 and the RIVA TNT2 graphics processor iniAp999. These high performar
graphics products are designed to be compatible Mitrosoft's Direct3D and are targeted at the sis/am PC market.

All of our revenue in 1995 and 1996 was derivedrfithe sale and license of the NV1, and substaytdlliof our revenue in 1997 and the y
ended January 31, 1999 was derived from the saléi@nse of the RIVA family of graphics processdte expect that substantially all of

our revenue for the foreseeable future will bedmtifrom the sale and license of our 3D graphioggssors in the mainstream PC market
recognize product sales revenue upon shipmentfradiowances, and recognize royalty revenue ugonsent of product to the licensee's
customers. Since we have no other product linepasiness would suffer if for any reason our greplprocessors do not achieve widespread
acceptance in the mainstream PC market. Duringghiag of 1998, many PC makers experienced reddesthnd for their products,

resulting in increased inventories. These markatitimns resulted in reduced orders from our custenand negatively affected our financial
results for the quarter ended July 26, 1998.

A majority of our sales have been to a limited nemtif customers and sales are highly concentriitledsell graphics processors to add-in
board manufacturers, primarily Creative, Diamond &1 B and motherboard manufacturers such as IFitelse manufacturers incorporate
our processors in the boards they sell to PC OEMasil outlets and systems integrators. The avesatlimg prices ("ASPs") for our products,
as well as our customers' products, vary by distidm channel. Substantially all of our sales aeglenon the basis of purchase orders rather
than long-term agreements. Diamond accounted fir 8Pour total revenue in calendar 1996. SalesT® &counted for 63% and sales to
Diamond accounted for 31% of our total revenueaileedar 1997. Sales to STB accounted for 35%, saBf&amond accounted for 27%,
sales to Creative accounted for 13% and salegébdncounted for 12% of our total revenue in fis&99. The number of potential custon
for our products is limited, and we expect thaésab Creative and Diamond will continue to accdant substantial portion of our revenue
for the foreseeable future. 3Dfx, a 3D graphics pany and a competitor, recently announced the ¢ecaf an acquisition agreement with
STB. As a result of the pending acquisition, weestp
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sales to STB to decline significantly from priovéds and STB may cease to be one of our significastomers. Currently, all of our product
sales and our arrangements with thpadty manufacturers provide for pricing and paymernd.S. dollars. We have not engaged in any fao
currency hedging activities, although we may dinsthe future.

As markets for our 3D graphics processors devehopcampetition increases, we anticipate that prolifieccycles will remain short and
ASPs will continue to decline. In particular, AS&=l gross margins are expected to decline as eadhqi matures. Our add-in board
manufacturers and major OEM customers typicallsoniice new system configurations as often as tpéeceyear, typically based on spring
and fall design cycles. Accordingly, our existinggucts must have competitive performance levetsdter to be included in new system
configurations, or we must timely introduce newdrcts with such performance characteristics ascastl in sufficient volumes to maintain
overall average selling prices and gross margiasufe to achieve necessary costs and volume simisméth respect to future products or
product enhancements could result in rapidly dedii\SPs, reduced margins, reduced demand for ptedu loss of market share.

Demand for our products has been and will contiouge significantly affected by actual and antitgubchanges in the price and supply of
DRAM products or other components used with PC lyjprocessors. Large supplies of SDRAMs in thingpmf 1998 resulted in
significant price declines for these componentslangred the total system cost to customers of yetedthat used SDRAMs, as compared to
SGRAMSs. This unfavorable component price competijtio part, negatively impacted sales of our RIVBZX graphics processor during the
quarter ended July 26, 1998, as that product apei@ily using SGRAMs at that time. Future fluctoasi in prices of components used by
customers of 3D graphics processors may harm ainéss. See "Certain Business Risks--The Markdviiinstream PC 3D Graphics is
New and Uncertair--We Need to Develop New Products and Manage Ptohaaisitions in Order to Succeed" and "--We Mayumable to
Obtain Design Wins."

We currently utilize TSMC and WaferTech to prodseeniconductor wafers and utilize independent catdra to perform assembly, test and
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 acceptableufaaturing yields, and to deliver those produetss on a timely basis. These
manufacturers may not always be able to meet car-teem or long-term manufacturing requirementsoAsrelationships with our
manufacturing partners develop, yields or prodecfggmance could be adversely affected due toatliffies associated with adapting our
technology and product design to the proprietaocess technology and design rules of each manuésict manufacturing disruption
experienced by these manufacturers would impagptbeuction of our products, which would harm ousiness. In addition, as the
complexity of our products and the accompanying ufeaturing process increases, there is an increaisk that we will experience proble
with the performance of new products and that telidbe yield problems or other delays in the depenent or introduction of these
products. We have recently introduced the RIVA TNB2processor and while we have not experiencdd pi®blems to date, we may
experience problems or other delays while rampmgneduction. We experienced difficulty in achieyiwolume production at TSMC of the
RIVA128ZX graphics processor in the quarter endéy 26, 1998 and, to a lesser degree, the RIVA TXAphics processor in the quarter
ended October 25, 1998. The lower yields resuftiag these difficulties resulted in part in higlexpenses and lower revenues and a
negative gross margin for the quarter ended Jul\1288. We obtain manufacturing services on a @mselorder basis and our manufacturers
have no obligation to provide us with any specifieidimum quantities of product. In addition, ouirthparty manufacturers fabricate wafers,
assemble, test and package products for other auagpancluding certain of our competitors, andldathoose to prioritize capacity for other
uses or reduce or eliminate deliveries to us omtsiatice. See "Certain Business Risks--We Dependtird-Party Manufacturers to Produce
our Products;" and "--Low Manufacturing Yields wdtllarm our Business."

Substantially all of our sales are made on theshafgpurchase orders rather than long-term agreesmas 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
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could harm our business. In addition, cancellatiodeferral of product orders could result in oalding excess inventory, which could
adversely affect our profit margins and restriat ability to fund operations. We recognize revenpen shipment of products to the custol
Product returns or delays or difficulties in cotlag accounts receivable could result in signiftcaimarges against income, which could harm
our business.

We have in the past entered into contractual agee&with third parties to provide design, develepirand support services on a best eff
basis. All amounts funded to us under these agremeere non-refundable once paid and recordedapitiras a reduction to research and
development expenses. We developed the NV2 undracd with a third party and recorded a creditetgearch and development of $2.0
million in 1996. As part of a strategic collaboastiagreement with ST Microelectronics ("ST"), weaiged contract funding in support of
research and development and marketing efforthtoRIVA128 and RIVA128ZX graphics processors. Adaagly, in 1996, 1997 and fiscal
1999 we recorded reductions, primarily to researuth development, and, to a lesser extent to ggdegral and administrative expenses. We
currently do not have any plans to enter into @aritral development arrangements and do not expatiact funding in the future.

Results of Operations
Calendar Years Ended December 31, 1996 and 199Fiscal Year Ended January 31, 1999
Revenue

Product Revenue. Product revenue was $3.7 miltidi®b6, $27.3 million in 1997 and $151.4 millionthre fiscal year ended January 31,
1999 ("Fiscal 1999"). Prior to 1997, product revemas derived from sales of our NV1 processor. Silistantial increase in product reve
from 1996 to 1997 was due to sales of the RIVAlfphics processor, which we introduced in Augu&t719he growth in revenue in fiscal
1999 was due to increased sales of our graphicepsors and reflects our first full year of salesuw graphics processors. Revenue from
sales outside of the U.S. accounted for 24% of teteenue for the year ended January 31, 1999.tSutiiely all of our revenue from product
sales in 1996 and 1997 was derived from salesitts. Although we achieved substantial growthradpct revenue from 1997 to fiscal
1999, we do not expect to sustain this rate of ¢ndwfuture periods. In addition, we expect the ASPs of our products will decline over
the lives of the products. The declines in ASP3Dfgraphics processors generally may also accelesathe market develops and compet
increases. See "Certain Business Risks--Semiconicuate Subject to Eroding Average Selling Prices."

Royalty Revenue. ST has a license from us to lselNV1 multimedia accelerator and the RIVA128 atdAL28ZX graphics processors.
Royalty revenue was $202,000 in 1996, $1.8 miliod997 and $6.8 million in fiscal 1999. Royaltweaue increased in 1997 as a result of
our introduction of the RIVA128 graphics procesgoAugust 1997 and subsequent sales of the RIVAJtaghics processor by ST. The
increase in royalty revenue in fiscal 1999 resufigtharily from increased sales by ST of the RIVAIgtaphics processor and a derivative of
the RIVA128ZX graphics processor. Royalty revermoanfsales by ST of the RIVA128 graphics processprasented approximately 6% of
our total revenue in 1997, and royalty revenue feates by ST of the RIVA128 graphics processoraddrivative of the RIVA128ZX
graphics processor represented 4% of our totahteyé fiscal 1999. We expect royalty revenue fi®mto decrease in absolute dollars and
as a percentage of total revenue in fiscal 2000ba&ydnd.

Gross Profit

Gross profit consists of total revenue net of alloges less cost of revenue. Cost of revenue cesigtarily of the costs of semiconductors
purchased from contract manufacturers (includirsgpably, test and packaging), manufacturing suppsts (labor and overhead associated
with such purchases), inventory provisions andhip costs. We had a gross profit of $874,000 @61%$7.8 million in 1997 and $48.5
million in fiscal 1999. Excluding royalty revenugross margin on product revenue was 18% in 199%, in21997 and 28% in fiscal 1999.
The increase in gross margin on product revend®@Y was primarily due to sales of the
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RIVA128 graphics processor. The sales of the highengin RIVA TNT graphics processor and reductitnsosts of the RIVA128 graphics
processor contributed to the increase in gross imardiscal 1999. Although we achieved substargiawth in gross profit and gross margin
from 1997 to fiscal 1999, we do not expect to dnstaese rates of growth in future periods.

Operating Expenses

Research and development. Research and developamarises consist of salaries and benefits, catgvaflopment tools and software, and
consultant costs, net of contract funding and sttgmeyments from ST. Research and development eggdrefore adjustments for contract
funding and support payments were $5.8 million986, $9.0 million in 1997 and $25.1 million in f@c1999. The increases each year were
primarily due to additional personnel and relatests, such as depreciation charges incurred otatappenditures and software license and
maintenance fees. We anticipate that we will car®ito devote substantial resources to researcharelopment.

We developed the NV2 under contract with a thirdypand recorded a credit to research and developofeb3.0 million in 1996. Also, as
part of a strategic collaboration agreement with\8@& received contract funding in support of resk@and development and marketing effi
for the RIVA128 and RIVA128ZX graphics processascordingly, we recorded $2.0 million in 1996 ampeoximately $2.3 million in

1997 as a reduction primarily to research and @gveént, and, to a lesser extent, sales, generadmithistrative expenses. We were
obligated to provide continued development and ertgp ST through the end of calendar 1998. Assaltewe recorded $2.3 million for
continued development and support in fiscal 1998.d0rently do not have any plans to enter intdremtual development arrangements and
do not expect contract funding in the future.

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 expenses
net of contract funding received from ST. Salesiegal and administrative expenses increased fraflion in 1996 to $4.2 million in

1997, primarily due to incremental promotional exges, additional personnel and commissions andsesmon sales of the RIVA128

graphics processor. Sales, general and adminigrexipenses increased from $4.2 million in 199%18.9 million in fiscal 1999, primarily

due to increased promotional expenses, additicgralogmnel and commissions and bonuses on sales BiY¥A128 and RIVA TNT graphics
processors. We expect sales and marketing exptmsestinue to increase in absolute dollars asxpaimds sales and marketing efforts and
increase promotional activities. We expect gengndl administrative expenses to increase in cororeatith expenses associated with beit
public company and legal fees related to the SG k& 3Dfx patent lawsuits, until those lawsuits @solved.

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 fist@®9, in part, to interest on borrowings underlme of credit agreement. Net interest expense
was $84,000 in 1996, $130,000 in 1997 and $29,008¢al 1999. The increase in interest expenserasult of additional equipment leased
in support of development activities was offsetnyincrease in interest income due to higher agecagh balances in fiscal 1999.

Income Taxes

We recorded no income taxes in 1996 and 1997. fi¢mme taxes for the one month ended January 38, t88sisted entirely of current
federal tax expense. Income taxes for the yearcedaeuary 31, 1999 of $357,000 consisted of $583c00rent federal tax expense and
$226,000 deferred federal tax benefit. We expeottord increasing provisions for income taxesdsodl 2000, the amount of which will
depend on several
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factors, including the availability of deferred tagsets and research and development carryforwReddization of the deferred tax assets will
depend on future taxable income. See Note 5 ofdNot&inancial Statements.

Stock-Based Compensation

With respect to stock options granted to employeesiecorded deferred compensation of $4.3 miliioh997 and $361,000 in the one mc
ended January 31, 1998. We amortized approxim&@#y,000 in 1997, $360,000 in the one month endadaly 31, 1998 and $2.5 million
of the deferred compensation in the year endedalgrdd, 1999. We will amortize the remainder over four-year vesting periods of the
options. We anticipate amortization of approxima&$50,000 in fiscal 2000. See Note 3 of Notesitafcial Statements.

Liquidity and Capital Resources

Since inception, we have financed our operatiommaanily through private sales of convertible setias totaling $30.7 million and, to a lesser
extent, equipment lease financing, a bank lineredlit and proceeds received from the exercise gi@yae stock options. As of January 31,
1999, we had $50.3 million in cash and cash egentaland $5.0 million in outstanding bank indebésdn In January 1999, we sold a total of
3.5 million shares of common stock in an initiabpic offering at a price of $12.00 per share, fet proceeds of $37.5 million. In February
1999, we received an additional $5.9 million frdme underwriters' exercise of their option to pusehan additional 525,000 shares of
common stock. Approximately $5.0 million of the pebceeds were used to repay in full amounts cudétg under the bank line of credit in
March 1999. The balance of the net proceeds willdel for general corporate purposes, includingalagxpenditures and working capital.
We historically have held our cash balances in eaglivalents such as money market funds or as @éslplace the money market funds v
high quality financial institutions and limit then@unt of exposure with any one financial institatio

We had a $5.0 million credit facility at January, 3899. Borrowings under the line of credit carrileigrest at prime rate plus 1% and were
due in March 1999. As of January 31, 1999, we faddiwed $5.0 million against the line of credit, @l which was repaid in March 1999.

Net cash used in operating activities was $279i00®96 and $1.2 million in 1997. The increase frb®96 to 1997 was a result of substal
increases in accounts receivable in 1997, partadfset by an increase in accounts payable. Nét pesvided by operating activities was $1.9
million in fiscal 1999, primarily consisting of chges in working capital. Our accounts receivabéehaghly concentrated. Two customers
accounted for substantially all of the accounteinable in 1997 and five customers accounted fbstantially all of the accounts receivable
in the year ended January 31, 1999. Although we In@t experienced any bad debt write-offs to deéemay be required to write off bad
debt in the future, which could harm our business.

To date, our investing activities have consistacharily of purchases of property and equipmentoAdanuary 31, 1999, in addition to
commitments under operating and capital leasefiadenanufacturing commitments of $37.4 million. Skete 4 of Notes to Financial
Statements. Our capital expenditures, includingtableases, increased from $300,000 in 1996 t8 #Sllion in 1997, and to $10.1 million
fiscal 1999. These increases were due to additiaqzital leases and purchases of computer equipmehtding workstations and servers to
support increased research and development agesivitie expect capital expenditures to increaseeasirther expand research and
development initiatives and as our employee basegrThe timing and amount of future capital expemeds will depend primarily on our
future growth. We expect to spend approximately.$24illion for capital expenditures in fiscal 20@®imarily for software licenses,
emulation equipment and the purchase of computdeagineering workstations.

We believe that our existing cash balances, amiiegbcash flows from operations and capital lemsen€ing will be sufficient to meet our
operating and capital requirements for at leashthe 12 months, although we could be requiredpoitd elect, to raise additional funds
during that period. We expect that we may neeaiseradditional equity or debt financing in theufet Additional financing may not be
available on
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favorable terms or at all and may be dilutive to then-current stockholders. We also may requiditixhal capital for other purposes not
presently contemplated. If we are unable to obtafficient capital, we could be required to curtaipital equipment purchases and/or
research and development expenditures, which amdrsely affect our business.

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 such date-sensitive softwareretgnize a date using "00" as the year 1900 r#tla@ the year 2000. This could result
in a system failure or miscalculations causingufitions of operations, including, among other teireytemporary inability to process
transactions, send invoices or engage in similamabbusiness activities.

We are heavily dependent upon the proper functgoirour own computer or data-dependent systemis.iitludes, but is not limited to,
information systems in business, finance, operatard service. Any failure or malfunctioning on gt of these or other systems could
adversely affect us in ways that are not currekiigwn, discernible, quantifiable or otherwise aiptited by us.

Our graphics processors and related software ddeqend on any date- sensitive functions in or@etform in accordance with their
respective designs and their functions should ratdpatively affected by the Year 2000 issue. @odyrcts are ultimately used with a
number of different hardware and software produats, to the extent these third-party products aterear 2000 compliant, the
interoperability of our products may be adversédfgaed. Given the number of third-party componeartd our limited resources, we do not
expect to review these third-party products.

We have conducted and completed an initial auditunfcritical internal financial, informational agerational systems and our electronic
design tools to identify and evaluate those aréasiobusiness that may be affected by the Yeaf28fue. We have completed a detailed
plan to implement and test any necessary modifinatto these key areas to ensure that they are206&rcompliant. Our plan includes the
following components:

. independent validation of our Year 2000 assessprecedures;

. formal communications with all significant supph, large customers and tools vendors to deterthnextent to which we are vulnerable to
those third parties' failure to remedy their owral¥2000 issues; and

. the development of contingency plans to addritsat®ons that may result if we are unable to achigear 2000 readiness of our critical
operations.

We anticipate that any required remediation prograti be completed by the end of calendar 1999.

To date, we have not incurred incremental matenats associated with our efforts to become Ye@02@mpliant, as the majority of the
costs have occurred as a result of normal upgremtegures. We believe that future costs associitidour Year 2000 compliance efforts
will not exceed $500,000.

In addition to the risks associated with our owstegns, we have relationships with, and are to wargiegrees dependent upon, a large
number of third parties that provide informationpds and services to us and manufacture our gmphicessors. Our business could suffer
if key suppliers were to experience Year 2000 isghat caused them to delay manufacturing or shipwiefinished product to us. In
addition, our results of operations could suffearfy of our key customers encounter Year 2000 ssthat cause them to delay or cancel
substantial purchase orders or delivery of our pcad/NVe have begun to initiate formal communicatitmascertain the Year 2000 complie
of key suppliers and determine the extent to winehmay be vulnerable to those third parties' failiar remedy their own Year 2000 issues.
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We have completed an inventory of internal systdrasjware, software, communication networks andinformation technology systems
and services. We are in the process of doing therfmg:

. assessing specific underlying computer systenogirams and/or hardware;

. evaluating remediation or replacement of Year®@6n-compliant technology;

. conducting validation and testing of technoloffjceompliant Year 2000 solutions; and
. completing implementation of Year 2000 complisystems.

While we plan to complete modifications or upgradésur business- critical systems prior to the Y2200, we may be unable to develop a
plan to address the Year 2000 issue in a timelynmaar to upgrade any or all of our major systemadcordance with our plan. If any
required modifications or upgrades or modificatibgskey suppliers or customers are not completedtimely manner or are not successful,
we may be unable to conduct our business. In additiny upgrades made may not effectively addhes¥ ¢ar 2000 issue. Furthermore, the
systems of other companies on which we rely fomtlaaufacture of our products may not be timely ested. A failure to convert by another
company, or a conversion that is incompatible with systems, could harm our business.

We or one or more third parties may encounter @sf@en problems with respect to any of our systeuish could harm our business. We
are currently evaluating possible actions, inclgdaiecumulating excess inventory of our finisheddpias, to be taken in the event that our
assessment of the Year 2000 issue is not succlgssbahpleted on a timely basis, but we have notegtablished a formal contingency plan.

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 imé&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 sustisfiuctuates with the prevailing interest rate Slete 1 of Notes to Financial Statements.

Exchange Rate Risk

We consider our exposure to foreign exchange hattuations to be minimal. Currently, all of ouramgements with third-party
manufacturers provide for pricing and payment i8.\dollars, and, therefore, are not subject to axgh rate fluctuations. To date, we have
not engaged in any currency hedging activitietiaaigh we may do so in the future. Fluctuationsuimancy exchange rates could harm our
business in the future.

Certain Business Risks

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

Our operating results are unpredictable and theyflnatuate. Many of our revenue components flutgwnd are difficult to predict, and our
operating expenses are largely independent of tevanany particular period. It is therefore difficfor us to accurately forecast revenue and
profits or losses. We believe that, even if we deieve significant sales of our products, our gqeryrtand annual results of operations will be
affected by a variety of factors that could advirséfect our revenue, gross profit and resultspérations.

20



Factors that have affected our results of operatiohe past, and are likely to affect our resoftsperations in the future, include the
following:

. demand and market acceptance for our products;

. the successful development of next-generatiodymts;

. unanticipated delays or problems in the introiuncor performance of next-generation products;

. market acceptance of the products of our custemer

. hew product announcements or product introdustimnour competitors;

. our ability to introduce new products in accorcamwith OEM design requirements and design cycles;

. changes in the timing of product orders due texpected delays in the introduction of productewfcustomers or due to the life cycles of
our customers' products ending earlier than aratieqfs

. fluctuations in the availability of manufacturiegpacity or manufacturing yields;
. competitive pressures resulting in lower thaneexed average selling prices;

. the volume of orders that are received and thatoe fulfilled in a quarter;

. the rescheduling or cancellation of customer kde

. the unanticipated termination of strategic relasghips;

. seasonal fluctuations associated with the tendehPC sales to decrease in the second quarteinarehse in the second half of each
calendar year; and

. the level of expenditures for our research anetid@ment and sales, general and administrativetifoms.

In addition, we may experience difficulties relatedhe production of current or future productd ather factors may delay the introduction
or volume sale of new products we develop. We beltbat quarterly and annual results of operatades could be affected in the future by
other factors, including the following:

. changes in the relative volume of sales of oodpcts;

. seasonality in the PC market;

. our ability to reduce the process geometry ofproducts;

. supply constraints for the other components ipoated into our customers' products;
. the loss of a key customer;

. changes in the pricing of dynamic random accemmaony devices ("DRAMs") or other components;
. legal and other costs related to defending ietélial property litigation;

. costs associated with protecting our intellechraperty;

. costs related to acquiring or licensing intellattproperty;

. inventory write-downs; and

. foreign exchange rate fluctuations.

Any one or more of the factors discussed abovedcprdvent us from achieving our expected futurenere or net incom:



Because most operating expenses are relativelg fixéhe short term, we may be unable to adjustdipg sufficiently in a timely manner to
compensate for any unexpected sales shortfall. \Aiebma required to reduce
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prices in response to competition or to pursue masket opportunities. If new competitors, technaabadvances by existing competitors or
other competitive factors require us to invest Sigantly greater resources than anticipated iraesh and development or sales and
marketing efforts, our business could suffer. Adangly, we believe that period-to-period comparsofiour results of operations should not
be relied upon as an indication of our future panfance. In addition, the results of any quartedyiqd are not indicative of results to be
expected for a full fiscal year. As a result ofctuating operating results or other factors disedsslow, in future quarters our results of
operations may be below the expectations of pubficket analysts or investors. In that event, theketgrice of our common stock could
decline.

We have a limited operating history and a histdripsses. We have a limited operating history upbiich investors may evaluate our
company and our prospects. Our recent revenue gnmay not be sustainable and should not be corsidedicative of future revenue
growth, if any. As of January 31, 1999, our accuated deficit was approximately $9.4 million. Altlghuwe generated net income in the
quarters ended January 31, 1999, October 25, 18®8®acember 31, 1997, we incurred losses in theiepsaended April 28, 1998 and July
26, 1998, in the first three quarters of fiscal 19@d in each quarter of our prior fiscal years.M&y not be profitable on a quarterly or
annual basis in the future.

Our 3D graphics solution may not be accepted byrthmstream PC market. Our success will depenaiinypon broad adoption of our 3D
graphics processors for high performance 3D graghienainstream PC applications. The market foigBiphics processors has been
characterized by unpredictable and sometimes pits in the popularity of products, often caubgdhe publication of competitive indus’
benchmark results, changes in DRAM pricing and rothanges in the total system cost of add-in boasisvell as by severe price
competition and by frequent new technology and pebéhtroductions. Only a small number of produtdse achieved broad market
acceptance and such market acceptance, if achiesvaiffjcult to sustain due to intense competiti®nce we have no other product line, our
business, financial condition and results of openatwould be materially adversely affected if &y reason our current or future 3D grap
processors do not achieve widespread acceptartise mainstream PC market. If we are unable to cetaphe timely development of or
successfully and cost-effectively manufacture agld/dr products that meet the requirements of thenstream PC market, our business,
financial condition and results of operations wolsddmaterially adversely affected. In addition, B@ industry is seasonal, and we expect
our financial results in the future will be affedty such seasonality.

The sub-$1,000 segment of the mainstream PC mhasegrown rapidly in recent quarters. We have ostgntly introduced a 3D graphics
processor targeted at this segment. If this produnbt competitive in this segment and the sul®@1 segment continues to account for an
increasing percentage of the units sold in the stegam PC market, our business, financial condioresults of operations could be
materially adversely affected.

We need to develop new products and manage pradnsitions in order to succeed. Our businessdeiiend to a significant extent on our
ability to successfully develop new products far 8D graphics market. Our add-in board manufacsuaed major OEM customers typically
introduce new system configurations as often asewwer year, typically based on spring and fallgtesycles. Accordingly, our existing
products must have competitive performance levelseomust timely introduce new products with suehf@rmance characteristics in orde
be included in new system configurations. This nexguthat 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;

. price our products competitively; and
. introduce the products to the market within ih@ted window for PC OEM and add-in board manufestulesign cycles.
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As a result, we believe that significant expendisufor research and development will continue teelgeiired 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 manufacturergdaamy additional third- party manufacturers to efffeely manufacture our new products;

. our ability to design products that effectiveljline the process technologies of TSMC or WafelTecany other third-party manufacturers;
. 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 thegsasted in initial yield problems, as discusbetbw. New products that we introduce r
not incorporate the features and functionality dedeal by PC OEMSs, add-in board manufacturers anduroars of 3D graphics. In addition,
we may not successfully develop or introduce nevdpcts in sufficient volumes within the approprititee to meet both the PC OEMs'
design cycles and market demand. We have in thieegperienced delays in the development of somepreducts, as discussed below. Our
failure to successfully develop, introduce or aghimarket acceptance for new 3D graphics productgdiharm our business.

As markets for our 3D graphics processors devehopcampetition increases, we anticipate that prolifieccycles will remain short and
average selling prices ("ASPs") will continue talkitee. In particular, we expect ASPs and gross marfpr our 3D graphics processors to
decline as each product matures and as unit volimssase. As a result, we will need to introduee products and enhancements to
existing products to maintain overall ASPs and gimosrgins. In order for our 3D graphics processmexhieve high volumes, leading PC
OEMs and addn board manufacturers must select our 3D graptriosessor for design into their products, and gwtessfully complete tl
designs of their products and sell them. We mayrable to successfully identify new product oppoittas or develop and bring to market in
a timely fashion any new products. In addition,e@@not guarantee that any new products we develbpenselected for design into PC
OEMSs' and add-in board manufacturers' products,aimanew designs will be successfully completethat any new products will be sold.
As the complexity of our products and the manufiaetuprocess for our products increases, thera ianaeasing risk that we will experience
problems with the performance of our products édwad there will be delays in the development, intiitbn or volume shipment of our
products. We recently introduced the RIVA TNT2 3Dgessor. While we have not experienced yield grolslto date, we may experience
problems or other delays while ramping up producti¥e may experience difficulties related to thedarction of current or future products
other factors may delay the introduction or volusa& of new products we developed. In additionnves be unable to successfully manage
the production transition risks with respect taufetproducts. Failure to achieve any of the fonegatvith respect to future products or product
enhancements could result in rapidly declining ASBduced margins, reduced demand for our produdtss of market share. In addition,
technologies developed by others may render ougraphics products non-competitive or obsolete sulten our holding excess inventory,
either of which would harm our business.

In the design and development of new products aodyet enhancements, we rely on third-party sofwesvelopment tools. While we
currently are not dependent on any one vendoh®stipply of these tools, some or all of thesestomy not be readily available in the futi
For example, we have experienced delays in thedaottion of products in the past as a result ofrthbility of then-available software
development tools to fully simulate the complextdeas and functionalities of our products. The giesequirements necessary to
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meet consumer demands for more features and gfaatgionality from 3D graphics products in theutg may exceed the capabilities of the
software development tools available to us. IfsbBtware development tools we use become unavaitatiiail to produce designs that meet
consumer demands, our business could suffer.

We may be unable to obtain design wins. Our fusuiecess will depend in large part on achievinggiesiins, which entails having our
existing and future products chosen as the 3D dragiiocessors for hardware components or subadissmesigned by PC OEMs and add-
in board manufacturers. Our add- in board manufacstand major OEM customers typically introduces isgstem configurations as often as
twice per year, typically based on spring anddakign cycles. Accordingly, our existing productsstrhave competitive performance levels
or we must timely introduce new products with spehformance characteristics in order to be includetew system configurations. Our
failure to achieve one or more design wins wouldrhaur business. The process of being qualifiedrfdusion in a PC OEM's product can
be lengthy and could cause us to miss a cycleeid#mand of end users for a particular productifeatvhich also could harm our business.

Our ability to achieve design wins will depend grfpon our ability to identify and ensure complianeath evolving industry standards.
Unanticipated changes in industry standards cander our products incompatible with products deyetl by major hardware manufactu
and software developers, including Intel and MioftsThis would require us to invest significamh& and resources to redesign our products
to ensure compliance with relevant standards. ffppaducts are not in compliance with prevailingustry standards for a significant period
of time, our ability to achieve design wins couldfer. Our failure to achieve design wins wouldulen the loss of any potential sales
volume that could be generated by newly designeti&@ware component or board subassembly. Thisdigiue a competitive advantage
the 3D graphics processor manufacturer that actiitheedesign win.

We are dependent on the PC market, which may minee to grow. In 1997 and the year ended JanBkrt 999, we derived all of our
revenue from the sale or license of products ferin?Cs. We expect to continue to derive substiytill of our revenue from the sale or
license of products for use in PCs. The PC magkeharacterized by rapidly changing technology\éng industry standards, frequent new
product introductions and significant price cometi. These factors result in short product lifeleg and regular reductions of average
selling prices over the life of a specific produsithough the PC market has grown substantiallserent years, this growth may not continue.
A reduction in sales of PCs, or a reduction inghmwth rate of PC sales, would likely reduce demfanaur products. Moreover, changes in
demand could be large and sudden. Since PC mauatdesbften build inventories during periods ofi@pated growth, they may be left with
excess inventories if growth slows or if they hanaorrectly forecast product transitions. In theases, PC manufacturers may abruptly
suspend substantially all purchases of additiamadnitory from suppliers like us until the excesgeimory has been absorbed. Any reduction
in the demand for PCs generally, or for a particptaduct that incorporates our 3D graphic processmuld harm our business. During the
spring of 1998, many PC makers experienced reddesthnd for their products, resulting in increasegntories. These market conditions,
in part, resulted in reduced orders from our custenand negatively affected our financial resudtstie quarter ended July 26, 1998.

The market for mainstream PC 3D graphics is newusnegértain. Our success will depend, in part, upendemand for 3D graphics for
mainstream PC applications. The market for 3D giapbn mainstream PCs has only recently begun ergerand is dependent on the future
development of, and substantial end-user and OHlvadd for, 3D graphics functionality. As a resuig market for mainstream PC 3D
graphics computing may not continue to develop ay mot grow at a rate sufficient to support ouribeiss. The development of the market
for 3D graphics on mainstream PCs will in turn depen the development and availability of a largenber of mainstream PC software
applications that support or take advantage of Giplgjcs capabilities. Currently there are onlynaitiéd number of software applications like
this, most of which are games, and a broader basaftware applications may not develop in the riean or at all. Until very recently, the
majority of multimedia PCs incorporated only 2D giiecs acceleration technology, and as a resultyidgerity of graphics applications
currently available for mainstream PCs are wrifter2D acceleration technology.
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Consequently, a broad market for full function 3@ghics on mainstream PCs may not develop. Ounbssiwill suffer if the market for
mainstream PC 3D graphics fails to develop or dggemore slowly than expected.

We are dependent on a small number of customersvarate subject to order and shipment uncertairfieEshave only a limited number of
customers and our sales are highly concentratecprifterily sell our products to add-in board mamtifigers, which incorporate graphics
products in the boards they sell to PC OEMs. Salesld-in board manufacturers are primarily depehda achieving design wins with
leading PC OEMSs. We believe that the large majaritgur revenue in our most recent five quarters aidributable to products that
ultimately were incorporated into PCs sold by Coqmp2ell, Gateway, IBM, Micron and Packard Bell NEhe number of add-in board
manufacturers and leading PC OEMs is limited, ardexpect that a small number of addsoard manufacturers directly, and a small nun
of PC OEMs indirectly, will continue to account fisubstantial portion of our revenue for the feeable future. As a result, our business
could be harmed by the decision of a single PC QEMddin board manufacturer to cease using our produdby @ decline in the number
products sold by a single PC OEM or add-in boardufecturer or by a small number of customers. kiitazh, revenue from add- in board
manufacturers or PC OEMs that have directly orrgxtly accounted for significant revenue in pastqus, individually or as a group, may
not continue, or may not reach or exceed histot@adls in any future period.

Our failure to manage growth could harm our busin€aur rapid growth has placed, and is expectedmtinue to place, a significant strain
on our managerial, operational and financial resesirAs of January 31, 1999, we had 248 employzesrapared to 92 employees as of
December 31, 1997. We expect that the number oéimynloyees will increase substantially over thet i@months. Our financial and
management controls, reporting systems and proesaue limited and will need to be upgraded sigaiftly. Although some new controls,
systems and procedures have been implementedjtoue growth, if any, will depend on our ability¢ontinue to implement and improve
operational, financial and management informatiath @ontrol systems on a timely basis, as well asability to maintain effective cost
controls. Our failure to do any of these thingslddwarm our business. Further, we will be requiethanage multiple relationships with
various customers and other third parties. Ouresyst procedures or controls may not be adequaigpoort our operations and our
management may be unable to achieve the rapid geraecessary to successfully implement our sgsat®ur inability to effectively
manage any future growth would harm our business.

We are dependent on key personnel, all of whonatvéll employees. Our performance will be substdiyt dependent on the performance
of our executive officers and key employees. Ndneuo officers or employees is bound by an employnagreement, and our relationships
with these officers and employees are, therefdrejla We do not have "key person" life insurammalicies on any of our employees. The |
of the services of any of our executive officeeghnical personnel or other key employees, paditulen-Hsun Huang, our President and
Chief Executive Officer, would harm our businessr Guccess will depend on our ability to identHire, train and retain highly qualified
technical and managerial personnel. Our failurattiact, train, assimilate or retain the necestarfgnical and managerial personnel would
harm our business.

We depend on third-party manufacturers to producepooducts. We do not manufacture the semiconduedders used for our products and
do not own or operate a wafer fabrication facilur products require wafers manufactured withestdithe-art fabrication equipment and
techniques. We utilize TSMC and WaferTech to predoar semiconductor wafers and utilize independentractors to perform assembly,
test and packaging. We depend on these suppli@ffotate to us a portion of their manufacturingawity sufficient to meet our needs, to
produce products of acceptable quality and at daabgpmanufacturing yields, and to deliver thosedpcts to us on a timely basis. These
manufacturers may be unable to meet our near-tetong- term manufacturing requirements. As ouatiehships with TSMC and other
manufacturing partners develop, yields or prodecfggmance could be adversely affected due toatliffies associated with adapting our
technology and product design to the proprietaogess technology and design rules of each manuéacit¥e obtain manufacturing services
on a purchase order basis and TSMC has no obligtgiprovide us with any specified minimum quasstdf product. TSMC fabricates
wafers for other companies, including certain af campetitors, and could choose to prioritize céydor other users or reduce or eliminate
deliveries to us on
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short notice. Because the lead time needed tols$tabstrategic relationship with a new manufdaotypartner could be several months, there
is no readily available alternative source of sygdpl any specific product. We believe that longytanarket acceptance 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.

There are many other risks associated with ourrtiigrece upon third-party manufacturers, includirgftilowing:
. reduced control over delivery schedules, qual#surance, manufacturing yields and cost;

. risks associated with international operations;

. the potential lack of adequate capacity duringogs of excess demand;

. limited warranties on wafers supplied to us;

. availability of trade credit on favorable termasd

. potential misappropriation of our intellectuabperty.

We are dependent primarily on TSMC and we expetitérfuture to continue to be dependent upon thandy 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 basis
. allocate to us a portion of their manufacturiagacity sufficient to meet our needs.

Our wafer requirements represent a small portiatetotal production capacity of TSMC. Althoughr puoducts are designed using TSMC's
process design rules, TSMC may be unable to acluiereintain acceptable yields or deliver suffitignantities of wafers on a timely basis
or at an acceptable cost. Additionally, TSMC mayaantinue to devote resources to the productiosuofproducts or to advance the process
design technologies on which the manufacturingusfpoducts are based. Any difficulties like thiewld harm our business.

Low manufacturing yields would harm our businessm®onductor manufacturing yields are a functiothtaf product design, which is
developed largely by us, and process technologichwil typically proprietary to the manufacturem low yields may result from either
design or process technology failures, yield pnotslenay not be effectively determined or resolveiil an actual product exists that can be
analyzed and tested to identify process sensé#witelating to the design rules that are used. iesualt, yield problems may not be identified
until well into the production process, and resolubf yield problems would require cooperationamd communication between us and the
manufacturer. The risk of low yields is compountigdhe offshore location of our manufacturers, éasing the effort and time required to
identify, communicate and resolve manufacturinddyproblems. As our relationships with TSMC and adgitional manufacturing partners
develop, yields or product performance could sufgz to difficulties associated with adapting aetinology and product design to the
proprietary process technology and design rulesaoh manufacturer. Because of our potentially &chaccess to wafer fabrication capacity
from our manufacturers, any decrease in manufagfwields could result in an increase in our pét ewsts and force us to allocate our
available product supply among our customers. higd potentially harm customer relationships ali asrevenue and gross profit. Our
wafer manufacturers may be unable to achieve ontaiai acceptable manufacturing yields in the fut@ear inability to achieve planned
yields from our wafer manufacturers could harmlousiness. We also face the risk of product recalfgroduct returns resulting from desi
or manufacturing defects that are not discoverethguhe manufacturing and testing process. Iretlent of a significant number of product
returns due to a defect or recall, our businesidcsuffer.

We may be unable to transition to new manufactupiregess technologies. Our strategy is to utileerhost advanced process technology
appropriate for our products and available from wanrtial third-party
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foundries. Use of advanced processes may haveegréskt of initial yield problems. Manufacturinggoess technologies are subject to rapid
change and require significant expenditures foeassh and development. We continuously evaluateehefits of migrating to smaller
geometry process technologies in order to impraréopmance and reduce costs. We have migratecgt@8hmicron technology with the
RIVA TNT2 graphics processor and we believe thatttnsition of our products to increasingly smajjleometries will be important to our
competitive position. Other companies in the indubfive experienced difficulty in migrating to newanufacturing processes and,
consequently, have suffered reduced yields, détagsoduct deliveries and increased expense leVédésmay experience these difficulties
the corresponding adverse effects. Moreover, wel@pendent on our relationships with our thirdypanmanufacturers to migrate to smaller
geometry processes successfully. We may be unalphgrate to new manufacturing process technologliesessfully or on a timely basis.

We are dependent on third-party subcontractorageembly and testing of our products. Our graphiosessors are assembled and tested by
Amkor, Siliconware and ChipPAC. We do not have lbeign agreements with any of these subcontracd@s result of our dependence on
third-party subcontractors for assembly and testingur products, we do not directly control protdelivery schedules or product quality.
Any product shortages or quality assurance problntd increase the costs of manufacture, asseanlisting of our products and could
harm our business. Due to the amount of time tyigicaquired to qualify assemblers and testerscaugld experience significant delays in-
shipment of our products if we are required to fadigrnative third parties to assemble or testpsaducts or components. Any delays in
delivery of our products could harm our business.

We may be subject to liability resulting from clairof product defects and incompatibilities. Product complex as those we offer may
contain defects or failures when introduced or whew versions or enhancements to existing prodiretseleased. We have in the past
discovered software defects and incompatibilitiéth wustomers' hardware in certain of our prodactd we may experience delays or lost
revenue to correct any new defects in the future.HAe not experienced material adverse effeadtiresfrom any bugs, defects, failures or
incompatibilities to date, but errors may be foimdew products or releases after commencemendrofreercial shipments in the future
despite our testing efforts. This could resultasd of market share or failure to achieve marke¢ptance. In addition, our products typically
go through only one verification cycle prior to lregng 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.

Our products are an integrated component of PGhoAgh we have not experienced any product lighiliiims to date, the sale and support
of our products may entail the risk of claims ltkés. In addition, any failure by our products ofte/are to properly perform could result in
claims against us by our customers. We maintaiurarse to protect against certain claims associattdthe use of our products, but our
insurance coverage may not adequately cover any elsserted against us. A successful claim broaghinst us that is in excess of, or
excluded from, our insurance coverage, could harnbasiness. In addition, even claims that arenaltely unsuccessful could result in our
expenditure of funds in litigation and managemanéetand resources. We have agreed to indemnify sdroer customers and suppliers
against patent infringement, warranty and prodeétd claims. We may be subject to material clamtke future and those claims could
result in liability in excess of our insurance cage. In addition, our insurance may not coveretmaims and appropriate insurance may not
continue to be available to us in the future at wmrcially reasonable rates.

Semiconductors are subject to eroding averagenggilices. The semiconductor industry, including 3D graphics processor industry, has
been characterized, and is likely to continue taHeracterized by, rapid erosion of ASPs due toraber of factors. These factors include
rapid technological change, price/performance eodaents and product obsolescence. We anticipat&8Rs and gross margins for our
products will decrease over product life cycles thueompetitive pressures and volume pricing agergs Decreasing ASPs could cause us
to experience decreased revenue even though theemwhunits sold is increasing. As a result, wey meperience substantial period- to-
period fluctuations in future operating results duéSP erosion.
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Therefore, we must continue to develop and intredut a timely basis next- generation products ah@decements to existing new products
that incorporate additional or new features andfionalities and that can be sold at higher ASR#iuFe to achieve this could cause our
revenue and gross margins to decline, which woatdhour business.

Our business is subject to risks associated widrriational operations. Our reliance on foreigndiarty manufacturing, assembly and
testing operations subjects us to a number of asksciated with conducting business outside obthiged States. These risks include the
following:

. unexpected changes in, or impositions of, letjiseor regulatory requirements;

. delays resulting from difficulty in obtaining eout licenses for certain technology;
. tariffs, quotas and other trade barriers andiotisns;

. longer payment cycles;

. potentially adverse taxes;

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

. other factors beyond our control.

We are also subject to general political risksanreection with our international trade relationshifllthough to date our business has not
suffered as a result of these regulatory, politisa other factors, these factors could harm osinless in the future or could require us to
modify our current business practices. In addittbe,laws of some foreign countries in which owdarcts are or may be manufactured or
sold, including various countries in Asia, may poitect our products or intellectual property rigtd the same extent as do the laws of the
United States. The possibility of piracy of ourttrology and products is thus more likely in thesentries. Currently, all of our arrangeme
with third-party manufacturers provide for priciagd payment in U.S. dollars, and to date we havemgaged in any currency hedging
activities, although we may do so in the futureidiliations in currency exchange rates could hamusiness in the future.

The semiconductor industry is cyclical, which cooddise fluctuations in our operating results. Téraisonductor industry historically has
been characterized 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; and

. significant expenditures for capital equipmerd anoduct development.

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

Our stock price could be volatile. The market pat@ur common stock could be subject to signifidarctuations in response to our
operating results, announcements of new productssimyr our competitors, and other factors, inclgdjeneral conditions in the 3D graphics
and PC markets. In addition, the stock market @emé months has experienced and continues to experiextreme price and volume
fluctuations, which have affected the market patéhe stock of many companies, and particularthimlogy companies. These fluctuations
have often been unrelated or disproportionatedmferating performance of these companies.
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These fluctuations, as well as a shortfall in satesarnings compared to securities analysts eapecs, changes in analysts recommenda
or projections or general economic and market ¢@rdi, may adversely affect the market price of@ammon stock. In the past, securities
class action litigation has often been institutgltbfving periods of volatility in the market prider a company's securities. Litigation like this
could result in substantial costs and a diversiom@anagement attention and resources, which caarieh lour business.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
The financial statements required by this itemsafemitted as a separate section of this Form 18ei€.Item 14.
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
Not applicable
PART IlI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

Reference is made to the information regarding @ and Executive Officers appearing under tteglimg "Election of Directors" in the
1999 Proxy Statement which information is herelnpiporated by reference, and to the informatioreatide heading "Executive Officers of
the Registrant” in Part | hereof.

ITEM 11. EXECUTIVE COMPENSATION

Reference is made to the information appearing wthdeheading "Executive Compensation,” in the 1B8$y 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 8891Proxy 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 @@91Proxy Statement, under the heading "Certainskretions," which information is
hereby incorporated by reference.
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PART IV

ITEM 14.EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AN D REPORTS ON FORM 8-K

(@) 1. Financial Statements

Report of KPMG LLP, Independent Auditors...
Balance Sheets as of December 31, 1997, Jan
January 31, 1999..........cceeiiiniinnnns

Statements of Operations for the years ende
month ended January 31, 1998, and year ende
Statements of Stockholders' Equity for the

31, 1996 and 1997, one month ended January
ended January 31, 1999...........cccveeee
Statements of Cash Flows for the years ende
and 1997, one month ended January 31, 1998,
January 31, 1999....................

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 31, 1999.
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EXHIBIT INDEX

Exhibit

Number Description of Docum

3.1 Amended and Restated Certificate of Incorpo

3.2 Bylaws. (2)

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
19, 1997 between the Company and the partie
First Amendment to Second Amended and Resta
Agreement, dated July 22, 1998. (2)

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

10.2 1998 Equity Incentive Plan. (2)

10.3 Form of Incentive Stock Option Agreement un
Incentive Plan. (2)

10.4 Form of Nonstatutory Stock Option Agreement
Incentive Plan. (2)

10.5 1998 Employee Stock Purchase Plan. (2)
10.6 Form of Employee Stock Purchase Plan Offeri
10.7 1998 Non-Employee Directors' Stock Option P

10.8 Form of Nonstatutory Stock Option Agreement
Employee Directors' Stock Option Plan (Init

10.9 Form of Nonstatutory Stock Option Agreement
Employee Directors' Stock Option Plan (Annu

10.10 Form of Nonstatutory Stock Option Agreement
Employee Directors' Stock Option Plan (Comm

10.11 Sublease dated April 2, 1998 between Apple
Company. (2)

10.12 Loan and Security Agreement, dated Septembe
Company and Imperial Bank, as amended by le
November 2, 1998. (2)

23.1 Consent of Independent Auditors

27.1 Financial Data Schedule

27.2 1997 Restated Financial Data Schedule

ent

ration. (1)

ts Agreement, dated August

s indicated thereto and
ted Investors' Rights

pany and each of its

der the 1998 Equity

under the 1998 Equity

ng. (2)
lan. (2)

under the 1998 Non-
ial Grant). (2)

under the 1998 Non-
al Grant). (2)

under the 1998 Non-
ittee Grant). (2)

Computer, Inc. and the

r 3, 1998, between the
tter agreement dated

(1) Filed as an exhibit to the Company's RegisiraStatement 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 RegisinaStatement on Form S-1 filed on March 6, 1998j{®eation No. 333-47495) 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&t¥IaflA Corporation (the Company) as of December 3397, January 31, 1998, and
January 31, 1999 and the related statements oatipes, stockholders' equity and cash flows fohezdhe years in the two-year period
ended December 31, 1997, the one- month perioddefateuary 31, 1998, and the year ended Janua@®99, In connection with our audits
of the financial statements, we have also auditecatcompanying financial statement schedule. Theecial statements and financial
statement schedule are the responsibility of the@amy's management. Our responsibility is to expa@sopinion on these financial
statements and financial statement schedule basedraaudits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememiell 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 December 31, 1997, January 31, 1998, anchdaBl, 1999 and the results of its operationsinchsh flows for each of the years in
two-year period ended December 31, 1997, the onatinperiod ended January 31, 1998, and the ye@dedmhuary 31, 1999, in conformity
with generally accepted accounting principles. Atsour opinion, the related financial statementestule, when considered in relation to the
basic financial statements taken as a whole, ptesainly, in all material respects, the informatiset forth therein.

/sl KPMG LLP

Mountain View, California
February 23, 1999, except
as to Note 9 which is as of
April 3, 1999
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NVIDIA CORPORATION

BALANCE SHEETS

(in thousands, except share data)

ASSETS
Current assets:
Cash and cash equivalents.....................
Accounts receivable, less allowances of $100,
$349 and $2,627, respectively.................
INVENTOIY....oiiiiiiiiii e
Prepaid expenses and other current assets......

Total current assets
Property and equipment, net...
Deposits and other assets............cccocueee.

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Accounts payable
Line of credit............
Accrued liabilities
Current portion of capital lease obligations.....

Total current liabilities......................
Capital lease obligations, less current portion....
Commitments and contingencies
Stockholders' equity:
Convertible preferred stock, $.001 par value;
10,000,000 shares authorized; 9,327,087 issued
and outstanding in 1997 and 1998, and none
outstanding in 1999; aggregate liquidation
preference of $19,827 in 1997 and 1998..........

Common stock, $.001 par value; 200,000,000 shares

authorized; 14,140,585, 14,141,710 and
28,743,001 shares issued and outstanding in
1997, 1998 and 1999, respectively...............
Additional paid-in capital.......................
Deferred compensation
Accumulated defiCit..........ccooeervinnenennne

Total stockholders' equity.............cc......

See accompanying notes to financial statements.
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January 31,
ecember 31, ---------mm-mmmm
1997 1998 1999

$6,551 $ 7,984 $ 50,257

12,487 15,399 20,633
25 521 28,623
278 594 1,599

19,341 24,498 101,112

5536 5,512 11,650
162 162 570

$25,039 $30,172 $113,332

$11,572 $15,312 $ 35,730
- - 5,000

3,245 3,266 5,012

1,434 1,228 1,386

16,251 19,806 47,128

1,891 1,756 1,995

14 14 29

25,079 25,446 74,372
(3,316) (3,317) (780)
(14,889) (13,542) (9,412)

$25,039 $30,172 $113,332




NVIDIA CORPORATION
STATEMENTS OF OPERATIONS
(in thousands, except per share data)

Years Ended

December 31, Month Ended Year Ended
------------- --- January 31, January 31,
1996 199 7 1998 1999
Revenue:
Product...........cccovvvvinnnns $ 3,710 $27, 280 $11,420 $151,413

Royalty 202 1, 791 1,911 6,824
Total revenue 3,912 29, 071 13,331 158,237
Cost of revenue..........cc......... 3,038 21, 244 10,071 109,746
Gross profit.......eeeeeeennn. 874 7, 827 3,260 48,491
Operating expenses:
Research and development.......... 1,218 7, 103 1,121 25,073
Sales, general and
administrative................... 2,649 4, 183 640 18,902
Total operating expenses........ 3,867 11, 286 1,761 43,975
Operating income (l0sS)......... (2,993) (3, 459) 1,499 4,516
Interest and other income (expense),
(015 RSP 84) ( 130) (18) (29)
Income (loss) before taxes.......... (3,077) (3, 589) 1,481 4,487
Income taxes........ccccceeevennnne -- -- 134 357
Net income (loss) $(3,077) $(3, 89) $1,347 $ 4,130
Basic net income (loss) per share... $ (.27) $ ( 28) $ .10 $ .28
Diluted net income (loss) per
share.......cocveeveeceneeenee. $(27)$ ( 28) $ .05 $ .15
Shares used in basic per share
computation.........cccceeeeeen... 11,383 12, 677 14,141 14,565
Shares used in diluted per share
computation............cceeeeeee. 11,383 12, 677 26,100 27,393

See accompanying notes to financial statements.
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Mandatorily Preferred St
Convertible -------------
Notes  Shares A

1995, $ - 7,874,386
Exercise of Series B
warrants............... -- 13,889

Issuance of common stock

and stock options for
services............... -- --
Issuance of common stock

upon exercise of stock
options................ -- --
Net loss................ -- --

1996......cccvvennne. - 7,888,275
Issuance of Series D

preferred stock, net of

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

options for lease

financing and

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

upon exercise of stock

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

related to grant of

common stock options... - -
Amortization of deferred

1997, - 9,327,087
Issuance of common stock

upon exercise of stock

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

related to grant of

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

1998......cccvveeenne - 9,327,087
Issuance of common stock

upon exercise of stock
options................ - -
Tax benefit from stock
options................ -- -
Issuance of mandatorily

convertible notes...... 11,000 --
Sale of common stock

under public offering,

net of issuance costs

of $4.5 million........ - -
Conversion of

mandatorily convertible

notes into common

StocK.....cuveeeennnes (11,000) -
Conversion of preferred

stock into common

StoCK.....cvvveeenes -~ (9,327,087)
Amortization of deferred
compensation........... - -
Net income.............. -- --

NVIDIA CORPORATION

(in thousands, except share data)

ock Common Stock Additional Deferred Accumu-
---------------------- Paid-in Compen- lated
mount Shares Amount Capital sation Deficit

$8 11,365,300 $11 $12,216 $ -- $(8,223

- . 25 -

~ 2200 - 25 - -

- 199874 1 51 --

- - - - (3077
8 11,567,374 12 12317 -
1 —- — 7537 - -
- - - 120 - -

9 14,140,585 14 25079 (3,316) (14,889

~ 1125 - 6 - -

9 14,141,710 14 25,446 (3,317) (13,542

- 202,775 -- 348 -

3,500,000 4 37,535 -

- 1,571,429 2 10,998 -

(9) 9,327,087 9 - -

(11,300

STATEMENTS OF STOCKHOLDERS' EQUITY

Total
Stockholders'
Equity

) (3,077)

120

830

37,539

11,000



See accompanying notes to financial statements.
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NVIDIA CORPORATION
STATEMENTS OF CASH FLOWS

(in thousands)

Year Ende d
December 3 1, Month Ended Year Ended
---------------- January 31, January 31,
1996 1 997 1998 1999
Cash flows from operating activities:
Net income (10SS)......ccceeveeennne $(3,077) $( 3,589) $1,347 $4,130
Adjustments to reconcile net income
(loss) to net cash provided by
(used in) operating activities:
Depreciation............cccceuueuee. 802 1,363 219 4,006
Stock options granted in exchange
for lease financing and services... 50 120 -- --
Amortization of deferred
compensation.........cccoccuuee.n.. - 961 360 2,537
Changes in operating assets and
liabilities:
Accounts receivable................ 24) (1 1,446) (2,912) (5,234)
Inventory........cccocvveeeennnes - 38 (496) (28,102)
Prepaid expenses and other current
ASSetS...ocviiiiieeeeen 44 (237) (316) (1,005)
Deposits and other assets.......... (29) (59) -- (408)
Accounts payable................... (506) 1 1,295 3,740 20,418
Accrued liabilities................ 2,451 373 21 1,746
Net cash provided by (used in)
operating activities............ (279) ( 1,181) 1,963 (1,912)
Cash flows used in investing
activities:
Purchase of property and
equipment.......cccceeeveveenn. 9) ( 2,732) (163) (7,899)
Cash flows from financing activities:
Borrowings under line of credit...... - - - 5,000
Common stock issued under stock
option plans............cccccuveees 51 830 6 348
Tax benefit from stock options....... -- - -- 45
Sale of common stock under public
offering, net of issuance costs..... - - - 37,539
Issuance of mandatorily convertible
NOLES....iiiiieiiireee e 11,000
Net proceeds from sale of preferred
StOCK..ee et - 7,538 - -
Payments under capital leases........ (502) ( 1,037) (373) (1,848)
Net cash provided by (used in)
financing activities............ (451) 7,331 (367) 52,084
Change in cash and cash equivalents...  (739) 3,418 1,433 42,273
Cash and cash equivalents at beginning
of period.........cccoviiinnne 3,872 3,133 6,551 7,984
Cash and cash equivalents at end of
PEriod.....ccuveevieiiiieciiees $3,133 $ 6,551 $7,984  $50,257
267 $ 31 $ 471
Noncash financing and investing
activities:
Assets recorded under capiital
lease.....ccoovvniiiiiiiinnn, $ 265 $ 3,023 $ 32 $2245
Deferred compensation related to grant
of common stock options.............. $ -3 4277 $ 361 $ -

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 maaratPC market. The Compa
operates primarily in one industry segment in timitédl States, Europe and Asia. In April 1998, tlwenPany was reincorporated 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 Ddxsr81. Certain disclosures related to the one mentied January 31, 1997 were not
included in these Notes to Financial Statementstairamateriality. In addition, effective February1998 the Company changed its fiscal
year end from January 31 to &- or 53-week year ending on the last Sunday in Januara #esult, the first and fourth quarters of fist&99
are 12- and 14-week periods, respectively, withrémeaining quarters being 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 $49.8 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 &@rged to cost of revenue.

Property and Equipment

Property and equipment are stated at cost. Depitia computed using the straight-line methodcelasn 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 31, 1999, the Company's procestefaloping software was essentially completed eoeatly with the establishment of
technological feasibility, and, accordingly, noteafre costs have been capitalized to date. Softdevelopment costs incurred prior to
achieving technological feasibility are chargedesearch and development expense as incurred.

Revenue Recognition

Revenue from product sales is recognized upon @ripmet of appropriate allowances. The Comparulisypon sales to distributors is to
defer recognition of sales and related gross puafiil the distributors resell the product. Royakyenue is recognized upon shipment of
product by the licensee to its customers. The Compelieves that the software sold with its produstincidental to the product as a whole.
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Research and Development Arrangements

The Company entered into contractual agreememisotade 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#teachievement of contractually specified miles®and 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 accordateFinancial Accounting Standards Board Interatien No. 28.

Income Taxes

The Company records income taxes using the asddiadnility method. Deferred tax assets and lidieili are recognized for the estimated
future tax consequences attributable to differemetaeen the financial statement carrying amouhéxisting assets and liabilities and their
respective tax bases. Deferred tax assets antitieshare measured using enacted tax rates icteffie 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 accrueditiabiapproximate fair value due to the
short maturity of those instruments.

Comprehensive Income

In June 1997, the Financial Accounting Standardsr@dssued SFAS No. 130, "Reporting Comprehensigerhe.” SFAS No. 130 establis|
standards for reporting and displaying comprehengigome and its components in financial statemditits Company had no items of other
comprehensive income in all periods presented.

Business Segments

In June 1997, the Financial Accounting Standardsr@@ssued SFAS No. 131, "Disclosures about Segnadrain Enterprise and Related
Information." SFAS No. 131 establishes standards$hi® way public business enterprises are to repfimtmation about operating segment
annual financial statements and requires thosemiges to report selected information about ofregategments in interim financial reports
issued to shareholders. SFAS No. 131 is effectivdigcal years beginning after December 15, 19%érefore, the Company has made the
required disclosures in Note 7 to these finandatkesnents

Use of Estimates

The preparation of financial statements in conftymiith 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 amountsvefnges and expenses during the reporting perioaiahcesults could differ from these
estimates.
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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 methodiandatorily convertible notes and convertible @nefd stock or the treasury stock method
for options and warrants. The effect of includingndatorily convertible notes, convertible prefersgatk, options and warrants would have
been antidilutive during all periods presented egxdor the one-month period ended January 31, 488&he fiscal year ended Jan 31, 1999,
and, as a result, such effect has been excludedtfre computation of diluted net loss per sharinduhose anti- dilutive periods. See Note 3
for information regarding potentially dilutive otasiding shares of, and warrants to, purchase constioek, convertible preferred stock and
outstanding options to purchase common stock. Ratgo SEC Staff Accounting Bulletin No. 98, comnstack and convertible preferred
stock issued for nominal consideration and optenms warrants granted for nominal considerationrgddhe initial public offering (IPO) are
included in the calculation of basic and dilutetiineome (loss) per share, as if they were outstaidr all periods presented. To date, the
Company has not had any issuances or grants foinaboonsideration. The following is a reconcil@atiof the numerators and denominators
of the basic and diluted earnings per share (EB®)patations for the periods presented:

Income/(Los s) Shares Per Share
(Numerator ) (Denominator) Amount
(in thous ands, except per share
data)
Year ended December 31, 1996
Basic and diluted EPS.................. $(3,077) 11,383  $(0.27)
Year ended December 31, 1997
Basic and diluted EPS.................. $(3,589) 12,677  $(0.28)
One month ended January 31, 1998
Basic EPS........cccoiiiiiiien. $1,347 14,141 $0.10
Effect of dilutive securities:
Dilutive options outstanding......... 2,531
warrants...........oooeeiviviienns 101
Convertible preferred stock.......... 9,327
Diluted EPS..........cocoiieeie. $1,347 26,100 $0.05
Year ended January 31, 1999
BasiC EPS........cccoooiveiii. $4,130 14,565 $0.28
Effect of dilutive securities:
Dilutive options outstanding......... 2,906
warrants...........oooeeiviviienns 116
Mandatorily convertible notes........ 717
Convertible preferred stock.......... 9,089
Diluted EPS.........ccocviiiiee. $4,130 27,393 $0.15

As of January 31, 1999, options to acquire 642st&les of common stock with weighted-average esemiices of $8.86 were not included
in the computation of diluted earnings per shaiahbse the options' exercise price was greaterttieaaverage market price of the Company's
common shares and, therefore, the effect wouldchkidilutive. No options, warrants or convertibleefarred stock outstanding for the years
ended December 31, 1996 and 1997 were includdwindlculation of diluted earnings per share fos¢éhyears because the Company had a
net loss in each of those years and to do so wwald been antidilutive.
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(2) Balance Sheet Components

Certain balance sheet components are as follows:

1, January 31, January 31,

December 3
1997 1998 1999
Inventory: e e e e
(in thousands)
Work in-process e 8- $ -- $15,385
Finished goods..........ccccovuveeeenne 25 521 13,238
Total inventory.........cccccuveeue. $25 $521 $28,623

At January 31, 1999, the Company had noncancelabdstory purchase commitments totaling $37.4 onilli

December 31, January 31, January 31,
1997 1998 1999

Property and Equipment: ~ —-eeeeeeee e
in thousands)

Purchased engineering software........ $ 3,158 $3,181 $4,102

Test equipment..........coccueeeennne 1,467 1,478 3,625
Computer equipment.................... 3,264 3,402 9,028
Leasehold improvements................ 74 74 475
Office furniture and equipment........ 259 272 1,361
Assets held for lease................. 157 166 -
8,379 8,573 18,591
Accumulated depreciation and
amortization............ccccveeeees (2,843) (3,061) (6,941)
$ 5,536 $5512 $11,650

Assets recorded under capital leases includedoipepty and equipment were $4,765,000, $5,215,08056r637,000 as of December 31,
1997, January 31, 1998 and January 31, 1999, rdspigc Accumulated amortization thereon was $2,080, $2,265,000 and $3,238,000 as

of December 31, 1997, January 31, 1998 and Jar1ardQ99, respectively.

December 31 , January 31, January 31,
1997 1998 1999

Accrued Liabilities: ~ emeeeeeem e

Advances on development agreement...... $2,500 $2,292 $ --

Accrued rebates................o...... -- 1,973

Other.....ccooiiiiiiiiiiicciiiee, 745 974 3,039
Total accrued liabilities............ $3,245 $3,266  $5,012

(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 are subordinated to certain senior irdiglgiss. On January 15, 1999, the outstanding pahialance of these notes automatically
converted into 1,571,429 shares of common sto¢kefCompany at a conversion price equal to $7.06 lp&re.
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Convertible Preferred Stock

In 1993, the Company sold 4,303,000 shares of Sérigreferred stock at $0.50 per share, net of (RERof issuance costs. In 1994, the
Company sold 2,390,831 shares of Series B prefstoek at $1.80 per share, net of $57,000 of issuansts. In 1995, the Company sold
416,667 shares of Series B preferred stock at $ieB8hare. In 1995, the Company sold 750,000 shdr8eries C preferred stock at $6.67
per share, net of $14,000 of issuance costs. Ougud and September 12, 1997, the Company sadagregate of 1,438,812 shares of
Series D preferred stock at $5.26 per share, ng3@f000 of issuance costs.

The rights, preferences, and privileges of the &éidaf Series A, B, C and D convertible preferriettisthe Company are as follows:

. Dividends were noncumulative and payable onlyrugeclaration by the Board of Directors at a rdt$.04, $.144, $.533 and $.42 per share
for Series A, B, C and D preferred stock, respetyiv

. Holders of Series A, B, C and D preferred stoa#l b liquidation preference of $.50, $1.80, $6.16d $5.26 per share, respectively, plus any
declared but unpaid dividends over holders of comstock.

. Each holder of preferred stock had voting rigggsal to common stock on an "as-if-converted" basis

. Each share of preferred stock was convertible égoimmon stock at the option of the holder on afon®ne basis, subject to adjustment to
protect against dilution.

On January 22, 1999, 9,327,087 shares of Seris &,and D preferred stock were automatically corageinto common stock upon the
completion of the initial public offering of commatock. As of January 31, 1999, there are no shadrpeferred stock outstanding and the
Company has no current plans to issue any of tttedmed preferred stock.

Warrants

During the period 1993 through 1997, the Compamytgd warrants to purchase 80,000, 66,877, 10,00@%,706 shares of Series A, B, C
and D preferred stock, respectively, in connectiith lease financing and services. These warraete wxercisable at $.50, $1.80, $6.67 and
$5.26 for shares of Series A, B, C and D prefestedk, respectively, and expire from 2003 to 2@03on the initial public offering, the
warrants outstanding automatically converted in&mrants to purchase common stock. At January 39,Marrants to purchase 158,806
shares of common stock were outstanding.

In October 1998, in connection with a manufactuaggeement, the Company undertook to grant wartargarchase 300,000 shares of
common stock at an exercise price of $12 per sfidmewarrants expired upon the completion of thigalrpublic offering on January 22,
1999.

The fair value of all warrant issuances calculatsitig the Black-Scholes option pricing model wasmaterial, using the following
assumptions:
dividend yield--none; expected life--contractuatrerisk free interest rates--6.0% to 6.5%; andatitity--60%.

1998 Equity Incentive Plan

The Equity Incentive Plan (the "Plan"), as amenaled restated on February 17, 1998, provides foisgwance of up to 15,000,000 shares of
the Company's common stock to directors, emplogadsconsultants. The Plan provides for the issuahstck bonuses, restricted stock
purchase rights, incentive stock options or nongtay stock options. Each year on the last dayachdiscal year, starting with the year
ending January 31, 1999, the aggregate numberoésiof common stock that are available for isseavilt automatically be
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increased by a number of shares equal to five pe(6&6o) of the Company's outstanding common stockuch date, including on an as-if-
converted basis preferred stock and convertiblem@ind outstanding options and warrants, cal@ilagang the treasury stock method. In
January 1999, the shares of common stock avaifabiesuance were increased by 1,778,606 sharesiguirto this provision.

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 groo¥ all classes of stock, 110% of the fair maskadtie on the date of grant. For
nonstatutory stock options, the exercise priceigens than 85% of the fair market value on the dégrant.

Options generally expire in 10 years. Vesting msiare determined by the Board of Directors. Howemations 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 tegthe 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 31, 1999, there were 941,853 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 Istexceeds the exercise price per share. With réspeertain options granted during 1997
and the one month ended January 31, 1998, the Gympeorded deferred compensation of $4,277,000686d,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 Gmylp stock on the various grant dates of the comstmck underlying the options. This
amount is being amortized over the vesting perfath® individual options, generally four years.

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 dtodirectors of the Company who are not employédes consultants to the Company or
an affiliate of the Company (a "Non-Employee Diet). The Compensation Committee administers thred@rs' Plan. The aggregate
number of shares of common stock that may be isguesiiant to options granted under the Directdesi B 300,000 shares.
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Stock-Based Compensation

As permitted under Statement of Financial Accounfitandards No. 123, ("SFAS 123"), the Companyeheted to follow Accounting
Principles Board Opinion No. 25 ("APB 25") and telhInterpretations in accounting for stock- basedrds to employees. Compensation
cost for the Company's stock-based compensations pls determined consistent with SFAS 123, wowle recreased net loss and would
have decreased net income to the pro forma amnditated below:

Month Ended Year Ended
January 31, January 31,

1996 1997 1998 1999
(in thousands ex cept per share data)
Net income (loss)--as reported... $(3,077) $(3,589) $1,347  $4,130

Additional stock-based
compensation under SFAS
NO. 123. i (32) (105) (301) (4,386)

Net income (loss)--pro forma..... $(3,109) $(3,694) $1,046 $ (256)

Basic net income (loss) per
share--as reported.............. $(0.27) $ (0.28) $0.10 $ 0.28

Basic net income (loss) per
share--pro forma................ $(0.27) $ (0.29) $0.07 $(0.02)

Diluted net income (loss) per
share--as reported.............. $(0.27) $ (0.28) $0.05 $ 0.15

Diluted net income (loss) per
share--pro forma................ $(0.27) $ (0.29) $0.04 $(0.01)

The fair value of options granted prior to theialipublic offering is estimated on the date ofrgrasing the minimum value method with the
following weighted-average assumptions: no dividgiedd; risk free interest rate of 5.0% to 6.5%pegted life for the option of five years;
and volatility of 0%.

The weighted-average fair value of options grantieihg the years ended 1995, 1996, 1997, the omgmemded January 31, 1998 and the
year ended January 31, 1999 was approximately $.08, $1.43, $1.74 and $1.45, respectiv
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The following summarizes the transactions undeetiugty incentive and non-employee director plans:

Share
Number  Weighted

Available of Shares Average Price
for Grant Under Option Per Share

Balances, December 31, 1996........... 3,506,606 2,176,020 27
Authorized...........cccooeeenine 2,000,000 - --
Granted....... (4,950,857) 5,000,857 1.43
Exercised -- (2,603,836) 0.32
Cancelled 868,208 (837,583) 0.29

Balances, December 31, 1997........... 1,423,957 3,735,458 1.78
Authorized..........cc.cccoeeneee. - - --
Granted........ccccevvviveeennns (605,000) 605,000 5.01
Exercised - (1,225) 3.15
Cancelled - - --

Balances, January 31, 1998............ 818,957 4,339,333  2.23
Authorized...........cccoeeenine 6,878,606 - --
Granted....... 6,612,550 7.22
Exercised (202,775) 1.91
Cancelled........c.cccovveevinnnen. 1,692,688 (1,692,688 6.35

Balances, January 31, 1999............ 2,797,701 9,056,420 5.12

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 optionglgean exercise price of $6.30 per share. Thaaegmoptions retain the same vesting
schedule as the originally issued options, butrépeiced options will not become exercisable uhily 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, the Company granted common stock optigithin the Plan to consultants for services ezad. The fair value of all option
grants to non- employees calculated using the B&dtoles option pricing model was $120,000, usimgftllowing assumptions: dividend
yield--none; expected life--contractual term; risk fieerest rates--6.0% to 6.5%; volatility-- 60%.

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 camstack were granted to an outside investor.

The following table summarizes information abowicktoptions outstanding as of January 31, 1999:

Number We ighted Average Number
of Shares Remaining  of Shares

Exercise Prices Outstanding Co ntractual Life Exercisable

$0.05--$1.30 1,575,020 8.19 555,365
$2.64--$3.15 1,544,100 8.84 390,753
$4.15--$6.30 2,791,000 9.48 78,977
$6.65--$9.00 3,146,300 9.52 25,698
$0.05--$9.00........c0ccveirnnnn. 9,056,420 9.16 1,050,793
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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 azghgarticipation 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 months.

Employees are eligible to participate if they amptoyed by the Company or an affiliate of the Compdesignated by the Board. Employees
who patrticipate in an offering generally can hapaea10% of their earnings withheld pursuant toRoechase Plan and applied, on specified
dates determined by the Board, to the purchaskastés of common stock. The Board may increase#risentage at its discretion, up to 1
The price of common stock purchased under the BaecRIan 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 endgheicipation in the offering at any
time during the offering period, and participatiemds automatically on termination of employmentwtite Company.

(4) Financial Arrangements, Commitments and Costireies
Short-term Borrowings

In September 1998, the Company entered into adodrsecurity agreement with a bank, which inclua&.0 million revolving credit

facility with a borrowing base equal to 75% of dig accounts. Borrowings under the line of creditried interest at prime rate plus 1% and
are due in March 1999. As of January 31, 1999Cthpany had borrowed $5.0 million against the tiheredit. The weighted average
interest rate for the period the loan was outstagndias 9%. Outstanding balances are collaterapzieaarily with equipment, intellectual
property, accounts receivable, and inventory.

Lease Obligations

The Company leases certain office facilities urafmrating leases expiring through 2002. Future mmimn lease payments under the
Company's noncancelable capital and operatingdesmsef January 31, 1999, are as follows (in thudsa

Year ending January Operating Capital
2000. .. $1,716 $1,696
2001, i 1,914 1,566
2002....cciiiiiii e 1,969 692
2003, . 1,801

Total paymentS....ccceeeeeevvviiiciiiiieeeeee 3,954
Less amount representing interest, at rates ranging from

89010 L0%.eeeeiiiiiiiieiieei e 573
Present value of minimum debt payments........... ... 3,381
Less current portion........ccceeeeevvcveeeenneeees L 1,386
Long term portion.......cccceevevveevveevieeeees $1,995

Rent expense for 1996, 1997, one month ended JaBliad 998 and the year ended January 31, 199&p@meximately $408,000, $425,000,
$52,000 and $1,555,000, respectively.
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Litigation

On April 9, 1998, the Company was notified thatc®ih Graphics, Inc ("SGI") had filed a patent inffement lawsuit against the Company in
the United States District Court for the Distri€telaware. The suit alleges that the sale andbfifee Company's RIVA family of 3D
graphics processors infringes a United States phedd by SGI. The suit seeks unspecified damaigekifling treble damages), an order
permanently enjoining further alleged infringemant attorneys' fees. On May 11, 1998, the Compas/nmtified that S3 had filed a patent
infringement lawsuit against the Company in thetebhiStates District Court for the Northern Disto€tCalifornia. The suit alleges that the
sale and use of the Company's RIVA family of 3Dpipias processors infringes three United Statesmateeld by S3. The suit seeks
unspecified damages (including treble damagesyr@der permanently enjoining further alleged inféngent and attorneys' fees. On
September 21, 1998, the Company was notified thét Bad filed a patent infringement lawsuit agaithe Company in the United States
District Court for the Northern District of Califoia. The suit alleges that the sale and use oftmpany's RIVA TNT graphics processor
infringes a United States patent held by 3Dfx. $hi seeks unspecified damages (including trebheadges), an order permanently enjoining
further alleged infringement and attorneys' fedse Tompany has filed answers to each suit andiledscbunterclaims asserting that the
patents in each suit are neither infringed nordvdiased on its investigation to date, the Comgmetigves that it has meritorious defenses to
the claims brought and intends to defend itselbkogisly with respect to all three lawsuits.

(5) Income Taxes

The Company recorded no provision or benefit fapme taxes in 1996 and 1997. The provision foothe month ended January 31, 1998,
consisted entirely of current federal tax expei$e. provision for the twelve months ended January1999 of $357,000, consists of
$538,000 current federal tax expense, $226,000eféederal tax benefit and a $45,000 chargesin dif taxes attributable to employer stock
option plans.

The provision for income taxes differs from the amibcomputed by applying the federal statutory medax rate to income before taxes as
follows:

Year Ended
December 31, Month Ended Year Ended
---------------- January 31, January 31,
1996 1997 1998 1999

Tax expense (benefit) computed

at federal statutory rate..... B4)% (34)% 34% 34%

Loss carryforward for which no

tax benefit is recognized... 34 34 (34) (34)

Alternate Minimum Tax.......... - -- 9 8

Actual tax rate................ -% --% 9%

8%
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The tax effect of temporary differences that gitiss to significant portions of the deferred tageis are presented below:

December 31, January 31, January 31,
1997 1998 1999
( in thousands)

Net operating loss carryforwards...... $3,743 $3,380 $
Plant and equipment--depreciation
differences.........ccoceeevinnnnn. 173 177 345
Advances on development contract...... 996 996 138
Research credit carryforwards......... 1,058 1,095 1,775
Stock options..........ceeeeevineee 72 72 72
Alternate Minimum TaX................. - 134 357
Other reserves and accruals........... 229 228 2,323
Total gross deferred tax assets....... 6,271 6,082 5,010
Less valuation allowance.............. (6,271) (6,082) (4,784)
Net deferred tax assets............... $ - $ - $ 226

The valuation allowance had a decrease of $189@00e period ended January 31, 1998 and a dexdal, 298,000 for the year ended
January 31, 1999. The Company has establishediatiaal allowance against that portion of defera@edassets where significant uncertainty
exists with respect to future realization.

The Company has federal and California researcteapdrimentation tax credit carryforwards of appmately $1,297,000 and $478,000,
respectively, as of January 31, 1999. The fedarattedits expire through 2012 and 2018, and tHéo@@a tax credits may be carried over
indefinitely.

(6) Development Agreements

The Company has a strategic collaboration agreemiémiST Microelectronics, Inc. ("ST") for the m&aature, marketing, and sale of cert

of the Company's products. In 1996, ST paid the @omg $2,500,000 for advanced royalty payments gnekal to partially support the
research and development and marketing effortsefdain of the Company's products. In connectiah wiis agreement the Company
recorded royalty income of $202,000, $1,791,0009%1,000, and $6,824,000, in 1996, 1997, the ongtmended January 31, 1998, and the
year ended January 31, 1999, respectively; a regiuiet research and development cost of $1,580a0@051,936,000 in 1996 and 19
respectively, and a reduction to sales, generabdnanistrative expense of $420,000 and $314,00®%6 and 1997, respectively. In January
of 1998, ST agreed to forgive the $2,500,000 inaaded royalty payments in exchange for the Comparbjigation to provide ST continued
development and support on certain products deeédltifirough December 31, 1998 which was recordedraduction to research and
development expense in fiscal 1999. Accordingly582,000 is included in accrued liabilities at Daber 31, 1997.

In May 1995, the Company entered into a five yéatsgic alliance agreement (the "Agreement") withird party to develop a product, the
NV2, using the Company's technology with the puepokincorporating the NV2 into such third partgteducts. The third party mau
nonrefundable payments to the Company to develeNi2. The Company recorded a reduction to reseandhdevelopment of $2,000,000
in 1995 and $3,000,000 in 1996. As part of thisagrent, the third party also purchased in July 1898,000 shares of Series C convertible
preferred stock for $5,000,000. The third partyigest its product development plans, and the Compamyinated the development of this
particular technology in 1996.

The costs incurred under the development agreerappt®ximated the amounts recorded as reductierfenses.
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(7) Risk and Uncertainties

During 1998, the Company adopted the provisiorSFAS No. 131, Disclosure about Segments of an priserand Related Information.
SFAS No. 131 establishes standards for the regobtynpublic business enterprises of informationualeperating segments, products and
services, geographic areas, and major customeesniBthod for determining what information to repsibased on the way that management
organizes the operating segments with the Compammyéking operational decisions and assessmeffitsamicial performance. The
Company's chief operating decision maker is comsitleo be the Company's Chief Executive OfficelHTC). The CEO reviews financial
information presented on a consolidated basis dopgses of making operating decisions and assefisantcial performance.

Product Concentration. The Company operates inglesindustry segment:

the design, development and marketing of 3D grappiocessors for the PC market. Substantiallyfahe® Company's revenue from product
sales in 1997 and 1998 was derived from sales ajraphics processor. Since the Company has no ptbduct line, the Company's
business, financial condition and results of openatwould be materially adversely affected if &my reason its current or future 3D graphics
processors do not achieve widespread acceptartise mainstream PC market.

Customer Concentration. The Company has only ddamumber of customers and its sales are highigentrated. The Company primarily
sells its products to add-in board manufacturehsclvincorporate graphics products in the boardyg gell to PC OEMs. Sales to anhdboard
manufacturers are primarily dependent on achiegiggign wins with leading PC OEMs, and the Compagiiebes that a significant portion
of its revenue in the year ended January 31, 1989attributable to products that ultimately wenporated into PCs sold by Compaq, C
Gateway, IBM, Micron and Packard Bell NEC. As auteghe Company's business, financial conditiod esults of operations could be
materially adversely affected by the decision efregle PC OEM or add-in board manufacturer to ceageg the Company's products or by a
decline in the number of PCs or boards sold byglsiPC OEM or add-in board manufacturers.

The following table summarizes geographic informatbn net sales:

Year Ende d
December 3 1, Month Ended Year Ended
----------- --- January 31, January
1996 199 7 1998 31,1999

U.S s $3,863 $29, 071 $13,331 $120,788

EUrope......cccoccveiiiiiiiiiie -- -- -- 7,800

Asia Pacific............cccccvvineen 49 -- -- 29,649

Total revenue...........c......... $3,912 $29, 071 $13,331 $158,237
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Revenues to significant customers, those repreggapproximately 10% or more of total revenue @ tespective periods, are summarized
as follows:

Year Ended
December 31,
--------------- Month Ended Year Ended
1996 1997 January 31, 1998 January 31, 1999
Sales 0 s e e e
Customer A............ -- 63% 5 9% 35%
Customer B............ 82% 31% 3 9% 27%
Customer C............ -- -- - - 13%
Customer D............ - - - - 12%
As of As of As of
December 31, 1997 January 31, 1998 January 31, 1999
Accounts Receivable = -------mmmmmemes ceeeeee e s
Customer A............ 52% 5 7% 19%
Customer B............ 48% 4 3% 28%
Customer C............ -- - - 18%
Customer D............ -- - - 14%

No customers accounted for more than 10% of acsaegkivable as of December 31, 1€

Markets. In the year ended January 31, 1999, tmepg@ay derived all of its revenue from the saldamrise of products for use in PCs. The
PC market is characterized by rapidly changingneltdgy, evolving industry standards, frequent neadpct introductions and significant
price competition, resulting in short product lifgcles and regular reductions in average sellilgeprover the life of a specific product. In
addition, the Company's success will depend inygaonh the emerging mainstream PC 3D graphics markét market has only recently
begun to emerge and is dependent on future develaipof a substantial customer and computer manurctiemand for 3D graphics
functionality. If the market for mainstream PC 3iahics fails to develop or develops more slowhrntiexpected, the Company's business,
financial condition and results of operations cduddmaterially adversely affected.

Intellectual Property. The Company relies primaatya combination of patent, mask work protecttaaemarks, copyrights, trade secret
laws, employee and third-party nondisclosure agesesnand licensing arrangements to protect itiécteal property. Vigorous protection
and pursuit of intellectual property rights or gimsis characterize the semiconductor industry, timcturn has resulted in significant and
often protracted and expensive litigation. The 3Bphics market in particular has been charactereeently by the aggressive pursuit of
intellectual property positions. Infringement claitoy third parties or claims for indemnification tyystomers, vendors or end users of the
Company's products resulting from infringementroacould be asserted in the future and such awmserif proven to be true, could
materially adversely affect the Company's busin@sancial condition and results of operations. Aimyitations on the Company's ability to
market its products, or delays and costs assocwtbdedesigning its products or payments of lgefees to third parties, or any failure by
the Company to develop or license a substitutentgogy on commercially reasonable terms, could feaweterial adverse effect on the
Company's business, financial condition and regiltsperations.
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(8) Quarterly Summary (Unaudited)
(in thousands, except per share data)

T hree Months Ended
Dec. April July Oct. Jan.

March 30, June 29, Sept. 28, 31, 26, 26, 25, 31,

1997 1997 1997 1997 1998 1998 1998 1999
Statement of Operations
Data:
Revenue................. $ 656% 6 $54 66 $23,534 $28,263 $12,134 $52,303 $65,537
Cost of revenue......... 208 150 4,5 48 16,338 20,873 12,961 33,566 42,346
Gross profit (loss)..... (143) (144) 9 18 7,196 7,390 (827) 18,737 23,191
Net income (loss)....... (1,176) (1,265) (2,5 72) 1,424 (1,021) (9,652) 7,141 7,662
Basic net income (loss)
per share.............. $ (10)$ ((11) $ ( 19)$ .10$ (.07)$ (68)$ 50% .48
Diluted net income
(loss) per share....... $ (10)$ ((11) $ (. 19)$ .06% (07)$ (68)$ .26 .27

(9) Subsequent Events

The Company sold 525,000 shares of common stagkZper share on February 2, 1999 pursuant to tiuetwriters' over-allotment option.
Net proceeds to the Company were $5.9 mill

In March 1999, the Company repaid its $5.0 millmristanding under a bank line of credit.
On April 3, 1999, the Company entered into a fieaysoftware licensing agreement with a major sapfir $10.0 million.

50



NVIDIA CORPORATION

SCHEDULE II--VALUATION AND QUALIFYING ACCOUNTS
(in thousands)

Additions
Balance Charged to Charg ed Balance
Beginning Costs and to Ot her at End
Description of Period Expenses Accou nts Deductions (1) of Period

Year ended January 31,

1999

Allowances for sales

returns and doubtful

accounts.............. $349 6,281 - - 3,983 $2,647

One month ended January

31, 1998

Allowances for sales

returns and doubtful

accounts.............. $100 249 - - - $ 349
Year ended December 31,

1997

Allowances for sales

returns and doubtful

accounts.............. $-- 100 - - - $ 100

(1) Represents amounts written off against thenalae for sales returns.
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SIGNATURES

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, theredaotp authorized, on April 28, 1999.

NVIDIA Corporation

/'s/ Jen-Hsun Huang
By:

Jen- Hsun Huang
Presi dent, Chief Executive Oficer
and Director

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of
the Registrant and in the capacities and on thesdatlicated.

Signature Ti tle Date
/sl Jen-Hsun Huang President, Chi ef Executive  April 28, 1999
Officer and Di rector

Jen-Hsun Huang (Principal Exe cutive

Officer)
/sl Christine B. Hoberg Chief Financia | Officer April 28, 1999
Christine B. Hoberg

Director
Tench Coxe
/sl James C. Gaither Director April 28, 1999
James C. Gaither
/sl Harvey C. Jones, Jr. Director April 28, 1999
Harvey C. Jones, Jr.
/sl William J. Miller Director April 28, 1999
William J. Miller
/sl A. Brooke Seawell Director April 28, 1999
A. Brooke Seawell

Director

Mark A. Stevens
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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 statements (No. 333-74905) on Form S48VIDIA Corporation of our report
February 23, 1999, except as Note 9 which is apof 3, 1999, relating to the balance sheets ol DIM Corporation as of January 31, 1999
and 1998, and the related statements of operastmskholders' equity, and cash flows for eachhefytears in the two-year period ended
December 31, 1997, the one-month period ended 3aB0al1998, and the year ended January 31, 19@redated schedule, which report
appears in the January 31, 1999 annual report on E6-K of NVIDIA Corporation.

KPMG LLP
Mountain View, California

April 28, 1999



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE BALANCE SHEET AS OF
JANUARY 31, 1999 AND THE STATEMENT OF INCOME FOR THHYEAR ENDED JANUARY 31, 1999

MULTIPLIER: 1,000

PERIOD TYPE YEAR
FISCAL YEAR END JAN 31 199
PERIOD START FEB 01 199
PERIOD END JAN 31 199
CASH 50,25;
SECURITIES 0
RECEIVABLES 23,26(
ALLOWANCES (2,627
INVENTORY 28,62
CURRENT ASSETS 101,11
PP&E 18,59:
DEPRECIATION (6,941
TOTAL ASSETS 113,33
CURRENT LIABILITIES 47,12¢
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 29
OTHER SE 64,18(
TOTAL LIABILITY AND EQUITY 113,33
SALES 151,41
TOTAL REVENUES 158,23
CGS 109,74
TOTAL COSTS 109,74
OTHER EXPENSE 43,97¢
LOSS PROVISION 0
INTEREST EXPENSE 291
INCOME PRETAX 4,487
INCOME TAX 357
INCOME CONTINUING 4,13(
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 4,13(
EPS PRIMARY 0.2¢
EPS DILUTED 0.1¢



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE BALANCE SHEET AS OF
DECEMBER 31, 1997 AND THE STATEMENT OF OPERATION®R THE YEAR ENDED DECEMEBR 31, 1997

RESTATED:
MULTIPLIER: 1,000

PERIOD TYPE YEAR
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END DEC 31 199
CASH 6,551
SECURITIES 0
RECEIVABLES 12,58
ALLOWANCES (100
INVENTORY 25
CURRENT ASSET¢ 19,34
PP&E 8,37¢
DEPRECIATION (2,843
TOTAL ASSETS 25,03¢
CURRENT LIABILITIES 16,25!
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 9
COMMON 14
OTHER SE 6,87¢
TOTAL LIABILITY AND EQUITY 25,03¢
SALES 27,28(
TOTAL REVENUES 29,07:
CGS 21,24+
TOTAL COSTS 21,24«
OTHER EXPENSE! 11,28¢
LOSS PROVISION 0
INTEREST EXPENSE 26¢€
INCOME PRETAX (3,589
INCOME TAX 0
INCOME CONTINUING (3,589
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME (3,589
EPS PRIMARY (0.28
EPS DILUTED (0.28
End of Filing
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