








Letter to our shareholders

Dear shareholder,

Fiscal year 2008 was a year in which we completed our first year as
being a public company. We look back with pride. We achieved
revenues of $541 million which represented 29 percent annual growth
and a net income of over $25 million representing 31 percent annual
growth in our 15th consecutive year of profitability. We surpassed over
$2 billion of cumulative revenue with almost $1 billion during the past 2
years.

We further strengthened the company by growing our engineer-
ing capacity, sales and administrative infrastructure to support the
continued growth of the company. Reinforcing our infrastructure enabled
us to launch many new products around technology innovations as well
as expand the global markets we serve. Our blade servers represent
the culmination of 3 years of research and development and are gaining
momentum and steady recognition through numerous awards since their
introduction in FY2008. We are extending our award-winning 1U Twin™
server product lines with the new introduction of 2U Twin? (4 computing
nodes in a 2U enclosure). Our power sub-system and thermal engineering
expertise have achieved the highest levels of power efficiency available
in the market today.

We are today running on all cylinders to further strengthen our company’s core competencies which set us apart and above the
competition. No other server solutions provider delivers the full spectrum of application optimized server technology, from
motherboard to chassis to power supplies to system management, like Supermicro. We will continue to innovate and lead the
way to increase our partners opportunities to efficiently compete in the marketplace. This collaboration between Supermicro,
our partners and our customers worldwide is the key foundation and strength of our company.

We were effective this past year in extending the robust building block library of modules and products we have
developed over the past 15 years. | am proud of the achievement our engineers have made during the past year and we will
continue to innovate high-efficency products, deepen our repertoire of green IT solutions and enhance our portfolio of propri-
etary IP.

As we enter fiscal year 2009, amidst an economic environment that is uncertain and unclear, we are focusing on various tech-
nology developments which Supermicro is uniquely positioned to leverage. We look forward to the continued development
of additional advanced storage sub-systems targeted for production this summer. There is an old Chinese proverb that says
“Heroes emerge during tough times”. | truly believe that with the ongoing support of our valuable partners, loyal customers,
faithful shareholders, dedicated employees and their loving families, we shall be that hero.

Charles Liang

airman o , President, CEO and Founder
Dec. 23, 2008
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This section and other parts of this Form 10-K eimtforward-looking statements” within the meaniofjSection 27A of the Securities
Act of 1933 and Section 21E of the Securities Bxghaict of 1934, as amended (Exchange Act) thahiavisks and uncertainties. The
statements relate to future events or our futunaricial performance. In some cases, you can idefaifvard-looking statements by
terminology including “would,” “could,” “may,” “wil I,” “should,” “expect,” “intend,” “plan,” “anticipa te,” “believe,” “estimate,”
“predict,” “potential,” or “continue,” the negative of these terms or other comparable terminologyevaluating these statements, you should
specifically consider various factors, includingthsks described under “Risk Factors” below andbther parts of this Form 10-K as well as
in our other filings with the SEC. These factorsymause our actual results to differ materiallyrfrahose anticipated or implied in the
forward-looking statements. We undertake no obligatiopuiolicly update or revise any forward-looking staents, whether as a result of new
information, future events or otherwise. We camuatrantee future results, levels of activity, parfance or achievement
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PART I

ltem 1. Business
Overview

We design, develop, manufacture and sell applinaifatimized, high performance server solutions téasean innovative, modular and
open-standard x86 architecture. Our solutions thela range of complete rackmount and blade seygéeras as well as components. We offer
our clients a high degree of flexibility and custeation by providing what we believe to be the istiy’'s broadest array of server components,
which are interoperable and can be configuredeatercomplete server systems. Our server systeinsoamponents are architected to provide
high levels of reliability, quality and scalabiljtthereby enabling benefits in the areas of peréore, thermal management, power efficiency
and total cost of ownership. We base our solut@nspen standard components, such as processorsrtel and AMD and our solutions can
run on the Linux and Windows operating systems.

We perform the majority of our research and devalept efforts in-house, which increases the comnatioic and collaboration between
design teams, streamlines the development proocgsseduces time-to-market. We have developed af sksign principles which allow us to
aggregate individual industry standard materialdeteelop proprietary components, such as servedbpehassis, power supplies and
networking / storage devices. This building blopp@ach allows us to provide a broad range of SKidd,enables us to build and deliver
customized solutions based upon customers’ apitatquirements. As of June 30, 2008, we offenezt @, 400 SKUSs, including SKUs for
server systems, serverboards, chassis and powgliesugnd other system accessories.

We sell our server systems and components primtiigugh distributors, which include value addesketiers and system integrators, and
to a lesser extent to OEMs as well as through oactsales force. During fiscal year 2008, ourdorets were purchased by over 500
customers, most of which are distributors in appnately 76 countries. We commenced operations 881thd have been profitable every y
since inception. For fiscal years 2008, 2007 ar@b20ur net sales were $540.5 million, $420.4 prilland $302.5 million, respectively and
net income was $25.4 million, $19.3 million and $LAillion, respectively.

Industry Background
Increasing Demand for Computing Capaci

As businesses of all sizes process larger quantfidata to communicate, transact and collabotfagdr, business processes are becoming
more complex and their requirements for computigecity are growing rapidly. Businesses are usimjtional networked environments,
such as local area networks, or LANs, as well edriternet, to host a wide range of applicatiomduiding databases, Intranets and email.
Businesses are also using external functions, asctata centers,@mmmerce storefronts and extranets, to enable grofsheir operations. A
of these factors are fueling the demand for in@éammputing power.

Evolution of Open Systems and Sc-out Computing

Computing architectures are continuing to evolvenget this rapidly growing demand for computingawfy. As businesses increasingly
require solutions that provide flexibility and salaility in a cost effective manner, they are movawgay from traditional proprietary computing
solutions toward open system servers with x86 basgtitectures using either Linux or Windows opie@gtsystems. Businesses are building
upon this modular and open system concept to cread are commonly referred to as scale-out compudichitectures. These scale-out
architectures typically consist of open standamhponents that are assembled into modular compatisggms and organized into clustered or
rackmount server configurations. These systemgyattan blade servers, are designed to complyavitbt of industry standard specifications
that are referred to as Server
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System Infrastructure, or SSI. Currently, thererareyet agreed upon SSI standards for blade searat our development methodology for
blade servers is to focus on the superset of SHe{cSuper-SSl), so that our products can accorateaulir own proprietary design as well as
industry open standard. Scale-out computing endtismesses to add computing capacity incremeraallireir needs arise without
significantly disrupting existing systems, provigigreater flexibility and scalability and improvitgtal cost of ownership over earlier
generations of server systems.

Increasing Need for Rapidly Deployable, Highly Optized Server Solution

Scale-out server architectures provide signifidsertefits for many businesses. However, there angarange of circumstances in which
businesses need more than just the incrementalworgrapacity that can be obtained by adding myereeral purpose servers as part of a
scale-out deployment. In these circumstances, dhe of the underlying computing architecture dbates meaningfully to the competitive
advantage of the business. We refer to the solsitioese businesses seek as “application optimiadtions, as these businesses typically
need customized server configurations which proejgimal levels of processing, I/O or memory. Theisgations include, among others:

» Large scalable server farmData centers of online service providers and GI@08I0 companies, as well as supercompt
clusters of large research organizations, wanptorize industry standard components by architgctisystem platform that
enables higher performance through enhanced piingessl/O, more efficient memory bandwidth andajes capacity

» Businesses that have complex computing requiremrCertain businesses, such as financial services aoieg oil exploration
companies and entertainment production studiosiiregystems that have optimized processing andafiabilities in order to
maximize information and image capture and proogs

» OEMs:Certain OEMs, including vendors of networking haade/and medical imaging equipment, seek to difteaatntheir end
products by requiring a broad selection of highfgremance and rapidly deployable server solutiolas tlan be optimized for
specific applications for their end custome

In all of these situations, server vendors arecsetebased on several key criteria:

Rapidly deployable server solutionslany businesses desire the most advanced serferdlegy as soon as it becomes commercially
available. For instance, given the rapid produeetipment cycles of new technologies in the netivgrkardware market, vendors of
networking equipment increasingly seek to partoercértain aspects of their solutions, such asesdechnology, because it enables them to
deliver a high performance solution to their custosrmore quickly. Similarly, online service provisienust continue to deploy the latest se
technology as soon as it becomes available sircalihity to cost-effectively deliver a high degreservice is critical to their business.
Because traditional server vendors typically usel harty component suppliers, they must deal Withtime, complexity and sometimes
conflicting interests of coordinating with multipdeippliers throughout the product design and marwfiag process. This lengthens the time
required to incorporate new technology into nexiegation systems. As a result, when building orragdimg their computing capability,
businesses must either wait to deploy the latestymts or accept solutions that do not incorpataebenefits of the latest technology.

Increased optimization for specific business ne&isvers are deployed to address widely differingiegations with very different
system requirements. An online gaming companyinfgtiance, may require a server architecture thables optimal graphic processing, while
a scientific research organization may requireraesearchitecture that maximizes computing poweeither case, the business will seek to
deploy server systems that are optimized to itsiipaeeds to maximize performance while minimgiosts. Traditional server vendors
typically offer only a limited number of standaloserver models. Given this lack of flexibility andoice, building an application optimized
server solution with traditional server componearas be challenging. In order to meet their perforcearequirements, businesses must often
purchase more computing
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functionality, including potentially more memoryegiter processing power or more efficient powepsag, than would be otherwise neces:
had the system been optimized for a specific bssineed. This increases not only the initial puselaice, but also the total cost of ownership
over the useful life of the servers. Alternativdiysinesses that seek a customized server sofubiontraditional server vendors face limited
choices and often must accept considerable delays.

Superior price-to-performance per wath addition to the need for rapidly available amghly optimized server solutions, businesses
with application optimized server needs face graysnalability challenges. Many application optindzeerver deployments constitute
increasingly larger server systems, particularlgdale-out configurations, and can involve hundedsven thousands of servers. Deployments
of this magnitude can present numerous performapege, energy and maintenance challenges. FRiestggregation of large numbers of
computing systems leads to escalating energy remeints. As a result, businesses require scalesaybuting systems that not only perform
well but also minimize power consumption. Secohd,icreasing need for computing capacity has tesith the need for higher density
solutions to optimize the use of valuable floorcgand to minimize operating costs. Third, the ldghsity of the equipment, together with
increasing power consumption per CPU, are creaisignificant challenge for businesses attemptinganage heat dissipation effectively to
prevent system failure.

The Super Micro Solution

We design, develop, manufacture and sell applicaiftimized, high performance server solutions éagmn an innovative, modular &
open-standard x86 architecture. Our primary cortipetadvantages arise from how we use our intedriaternal research and development
organization to develop the intellectual propergdiin our server solutions. These have enabléa dsvelop a set of design principles and
performance specifications that we refer to as 58 that meet industry standard SSI requiremamtisalso incorporate advanced
functionality and capabilities. Super SSI providsswith greater flexibility to quickly and efficilg develop new server solutions that are
optimized for our customers’ specific applicati@yuirements. Our modular architectural approachalawed us to offer our customers
interoperable designs across all of our componé@ihtis. modular approach, in turn, enables us toigdeowhat we believe to be the industry’s
largest array of server systems and components.

Flexible and Customizable Server Solutions

We provide flexible and customizable server sohsgito address the specific application needs otostomers. Our design principles
allow us to aggregate industry standard materiatiet/elop proprietary components, such as servetbpehassis and power supplies to del
a broad range of products with superior featurasheeomponent is built to be backward compatible.b#lieve this building block approach
allows us to provide a broad range of SKUs. AsunfeJ30, 2008, we offered over 2,400 SKUs, inclu@ikdgJs for rackmount and blade server
systems, serverboards, chassis and power suppliestlher system accessories.

Rapid Time-to-Market

We are able to significantly reduce the designdedlopment time required to incorporate the ladtnologies and to deliver the next
generation application optimized server soluti@gdst in-house design competencies and control ofl#fsggn of many of the components used
within our server systems enable us to rapidly tgveuild and test server systems and componeithisunique configurations. As a result,
when new products are brought to market we arergbyable to quickly design, integrate and assensielrver solutions with little need to re-
engineer other portions of our solution. Our eéfiti design capabilities allow us to offer our costos server solutions incorporating the latest
technology with a superior price-to-performancéotatVe work closely with the leading microprocessendors to coordinate the design of our
new products with their product release schedtieseby enhancing our ability to rapidly introdutv products incorporating the latest
technology.
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Improved Power Efficiency and Thermal Manageme

Our server solutions include many design innovatimnoptimize power consumption and manage hesipaison. We have designed
flexible power management systems which customizdiminate components in an effort to reduce oNv@@ver consumption. We have
proprietary power supplies that can be integratedss a wide range of server system form factoisiwten significantly enhance power
efficiency. For example, our recently developed @é@ts power supply has been the first certifidde®iLevel 1U multiple output power
supply in the industry. We have also developedreldygies that are specifically designed to redheeeffects of heat dissipation from our
servers. Our thermal management technology allawgmducts to achieve a superior price-to-perforoearatio while minimizing energy
costs and reducing the risk of server malfunctiansed by overheating.

High Density Server:

Our servers and components are designed to enadtiencers to maximize computing power while minimgthe physical space utilize
We offer server systems with twice the densityafwentional solutions, which allows our customersfficiently deploy our server systems in
scale-out configurations. Through our proprietaghinology, we can offer significantly more memong &xpansion slots than traditional
server systems with a comparable server form fattaddition, we offer systems in a 1U configusativith features and capabilities generally
offered by competitors only in a server with roaon fivo racks or shelves, or a 2U server, configonat-or example, our “1U Twin™” system
contains two full feature DP motherboards in a bdssis.

Strategy

Our objective is to be the leading provider of édlon optimized, high performance server soliaorldwide. Key elements of our
strategy include:

Maintain Our Time-to-Market Advantage

We believe one of our major competitive advantagesir ability to rapidly incorporate the lateshgouting innovations into our
products. We intend to maintain our time-to-maretantage by continuing our investment in our neseand development efforts to rapidly
develop new proprietary server solutions baseddustry standard components. We plan to continwetd closely with Intel and AMD,
among others, to develop products that are conlpatiith the latest generation of industry standahnologies. We believe these efforts will
allow us to continue to offer products that leagbiice for performance as each generation of coimginnovations becomes available.

Expand Our Product Offerings

We plan to increase the number of products we offeur customers. Our product portfolio will cante to include additional solutions
based on the latest Intel and AMD technologies.plda to enhance our ability to deliver improved pownd thermal management capabili
as well as servers and components that can operatereasingly dense environments. We also plasotdinue developing and in the future
offer additional management software capabilitieg tire integrated with our server products antifwilher enable our customers to simplify
and automate the deployment, configuration and tanng of our servers.

Further Develop Existing Markets and Expand Into MeMarkets

We intend to strengthen our relationships with taxgsdistribution and OEM partners and add newritlistors. We will continue to target
specific industry segments that require applicatiptimized server solutions including data centairnments, financial services, oil and gas
exploration, biotechnology, entertainment and endbedapplications. We plan to expand our reach ggtueally, particularly in the Asia
Pacific region and Europe.
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Strengthen Our Relationships with Suppliers and Mafiacturers

Our efficient supply chain and outsourced manuf@oguallow us to build systems to order that arstemized, while minimizing costs.
We plan to continue leveraging our relationshipthwuppliers and contract manufacturers in ordenantain and improve our cost structure
as we benefit from economies of scale. We internzbtdinue to source non-core products from extesappliers. We also believe that as our
solutions continue to gain greater market acceptane will generate growing and recurring busirfes®ur suppliers and contract
manufacturers. We believe this increased volumeentéble us to receive better pricing and achiegkdr margins. We believe that a highly
disciplined approach to cost control is criticabteccess in our industry. For example, we conttouexpand our warehousing capacity in Asia
through our relationship with Ablecom Technologys.l one of our major contract manufacturers areladed party, so that we continue to
deliver products to our customers in Asia and ellsa® more quickly and in higher volumes.

Advanced Blade Server Technolo

To meet the emerging demand for blade servers,awe tieveloped and introduced a high-performanatetdarver solution, called
SuperBlade. Our SuperBlade server systems arerggstg share a common computing infrastructureethesaving additional space and
power. Our SuperBlades are self-contained senasigded to achieve industry leading density an@sapperformance per square foot at a
lower total cost of ownership. The SuperBlade sesystem enclosure provides power, cooling, netigrkvarious interconnects and system-
level management and supports both Intel Xeon avi® Opteron processors. By creating a range of unigjade server offerings, we provide
our customers with solutions that can be customiadi their needs. In addition, the SuperBladevposupplies provide up to 93% efficiency,
which is currently considered the highest AC posugoply efficiency providing extreme electricity teaving. We believe that our SuperBlade
server system provides industry leading densitymorg expandability, reliability, price-to-performea per square foot and energy saving.

5
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Products

We offer a broad range of application optimizedreesolutions, including complete rackmount andiblaerver systems and components
which customers can use to build complete sena&esys. The diagram below depicts how end custotypisally deploy Supermicro servers
within their networks. Our servers are deployedéneral configurations within two areas of an gise network:

Liwge Servar Farm
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Headquarters :Enterprises build large scalable server farmbhaenterprise gateway to run many of the most ddingrapplications
and to provide basic computational infrastructineterprises typically deploy our rackmount senirsrder to save floor space and enable
rapid deployment of additional server capacity @®guting demands increase. Enterprises may alsusehto deploy our tower servers in a
clustered configuration, which combines the proicessapability of multiple standalone, or towenass such that they act like a single, large
computer in order to accomplish computationallginrgive tasks in a more cost-effective manner.

Branch: Within branch office data rooms, servers are degday rackmount configurations, in order to simptiie upgrade of servers or
to swap out faulty servers, minimizing network dowre and making the management of the server iméretsire easier to maintain for branch
offices with less specialized IT staffs. Also, vitithoranch office workgroups, enterprises typicalgploy our tower servers to accomplish basic
office functions such as centralizing printing jobsrving files and running local e-mail and othessaging applications.

Server System

We sell server systems in rackmount, standalonertawd blade form factors. We currently offer a ptete range of server options with
single, dual and quad CPU capability supportingliRentium and Xeon multi-core architectures in 2U, 3U, 4U, tower and blade form
factors. We also offer complete server systemstaseAMD dual and quad Opteron in 1U, 2U, 4U aratelform factors. As of June 30,
2008, we offered over 550 different server systdfos.each system, we offer multiple chassis desagnaspower supply options to best suit
customer requirements. We also offer multiple aunfations based on our latest generation systems

6
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with most comprehensive selections of chassis angegoards. A majority of our most common systamesalso available in minimum 1U or
1/2 depth form factors which are approximately ba# of the size of standard sized rackmount server

The figure below depicts a typical rackmount seam the different components that we typicallyimje for our customers. The layout

presented is for illustrative purposes only andsduoat represent the typical layout of all our sesve

O o0 w>»

m

H

Chassis: Industry standard 1U rackmount chassis that perseitver interoperability while efficiently housikgy server componen

Power Supply: Cost effective, high efficiency AC/DC energy savimmwver supply
Memory: Scaleable 16 slot memory expansion capability. Hes/up to 64GB memory capabil

Supermicro Intelligent Management Card: Monitors onboard instrumentation for server healtd allows remote management i
KVM over LAN for the entire network via a singleWsoard, monitor and mou:

CPU: Programmable computer processing units that perédkserver instruction and logic processing. Saopero servers support up to
four Single, Dual Core or Quad Core processors footh Intel and AMC

Expansion Modules:Allows increased functionality, /O customizatiomdsflexibility. Super SSI features enable four BExgian 1/0
cards in a 1U server allowing 2U capability in a fbtm factor

Thermal Management: PWM Counter rotating and redundant fans contrayjole optimum cooling and energy saving and digiipz
of server component he

Hard Disk Drives: Storage medium for operating system, applicationsdata. We offe” powe-on” hot-swappable capabilit

7
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Below is a table that summarizes the most commoreseonfigurations purchased by our customers.al§e design and build other
customized systems using these and other buildouk® to meet specific customer requirements.

Server System Mode CPU Memory Drive Bays Form Factor SKUs

5000 Serie: Pentium D, Unbuffered DDRII 1 to 4 drives 1U, Mid-tower 104 models
Pentium 4

6000 Serie: Dual Xeon (Dual/Qua FB-DIMM DDRII, ECC 1 to 16 drives 1U, 2U, 3U 207 models
Core) Registered DDRI

7000 Series Dual Xeon (Dual/Quad FB-DIMM DDRII, ECC 1 to 8 drives 4U, Tower 57 models
Core) Registered DDRI

8000 Series Quad Xeon (Quad/Six Cor FB-DIMM DDRII, 1 to 6 drives 1U, 2U , 4U, 8 models

ECC Registered DDR Tower

1000 Series Dual/Quad Opteron ECC Registered DDR 1to 4 drives 1U 53 models
(Dual/Quad Core

2000 Serie: Dual Opteron (Dual/Qua ECC Registered DDI 1 to 6 drives 2U 15 models
Core)

4000 Serie! Dual/Quad Optero ECC Registered DDI 1 to 8 drives 4U, Tower, Mic- 19 models
(Dual/Quad Core tower

SuperBlade Dual Xeon (Quad Core), FB-DIMM DDRII, 1 to 6 drives Blade 13 models
Dual/Quad ECC Registered DDRII

Opteron (Quad Core

We offer a variety of server storage options dependpon the system, with disk drive alternativeduding small computer system
interface, or SCSI, serial advanced technologychiteent, or SATA, Intelligent Drive Electronics, I@E, and serial attached SCSI, or SAS.

In addition to our server systems, we also offgue3micro Intelligent Management, or SIM, card siolo$ which are sold as part of our
server systems. Our SIM card implements the ingssemdard Intelligent Platform Management Intezfaar IPMI 2.0 to provide remote
access, system monitoring and administration fonetity for our server platforms. Our SIM card igdés key capabilities such as remote
hardware status, failure notification, as welltas &bility to power-cycle non-responsive servei$@manage the system through out-of-band
network or KVM (keyboard, video and mouse) functitity over LAN. Our SIM solutions enable server adistrators to view a server’s
hardware status remotely, receive an alarm autcaibtivhen a failure occurs, and power cycle aaysthat is non-responsive. Our Intelligent
Management module monitors onboard instrumentatimh as temperature sensors, power status, volagesn speed, and provides remote
power control capabilities to reboot and resetsttrwer. It also includes remote access to the Bagid/Output System, or BIOS, configuration
and operating system console information. The nooinig and control functions work independently lod CPU because the SIM card is a
completely separate processor. Data center admaitisd can gain full remote access to control the@3 utilities, operating systems and
software applications. In summary, our SIM solusiémclude the following key features:

* embedded processor to provide out of band KVM ciifieb thereby extending the use of a single keyrdpmonitor and mouse
the entire network

» enhanced authentication support to establish seearete sessions and authenticate u:

8
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» enhanced encryption support to allow secure rempassword configuration and protect sensitive systata when it is transferre
over the network

* Power management for the remote power on/off;
» Virtual Media for booting from Virtual C-ROM, floppy over LAN, etc

Server Component

We believe we offer the largest array of modulawveecomponents or building blocks in the indusbgt are sold off the shelf or built-to-
order to provide our customers with greater fldkoi These components are the foundation of otwregesolutions and span product offerings
from the entry-level single and dual processoreaesegment to the high-end multi-processor maiilet. majority of the components we sell
individually are optimized to work together and atémately integrated into complete server systems

Serverboards

We design our serverboards with the latest chipsdtnetworking technologies. Each serverboardsgded and optimized to adhere to
specific physical, electrical and design requiretaém order to work with certain combinations ofehis and power supplies and achieve
maximum functionality. For our rackmount servertsyss, we not only adhere to SSI specifications gomtSuper SSI specifications provide
advanced set of features that increase the furadtiprand flexibility of our products. The followintable displays our serverboard offerings for
X7 (Intel's generation of Dual and Quad Core Xe00&5100 series), X6 (Intel's 800Mhz Front Side Baseration of Dual and Quad Xeon
solutions), X5 (Intel’s 533Mhz Front Side Bus geatem of Dual Xeon solutions), P-series (Intel'sgie processor solutions) and H8 (AMD’s
Dual and Quad Core Opteron 200 and 800 series)f Bgne 30, 2008, we offered more than 300 SKUséoverboards.

Below is a table that summarizes the most commoredgoard configurations purchased by our customers

Serverboard Model CPU System Bus Form Factor Memory SKUs
X7 Series Dual Xeon (Dual/Quad Core) 1333/1066/667 MHz  Advanced Technology Fully 93 models
Extended (ATX)/ Extended  Buffered-
ATX (EATX) DIMM
DDRII
X6 Series Dual/Quad Xeor 800 MHz ATX/EATX ECC 62 models
Registered
DDRII
X5 Series Dual Xeon 533 MHz ATX/EATX DDR 11 models
PD, P8 & C2 Serie Pentium D (Dual/Quad Cor: 1333/1066/800/53 ATX/ Micro Advanced Unbuffered 62 models
MHz Technology Extended (MAT> DDRII
H8 Series Dual/Quad Opteron (Dual Core)Hypertransport ATX/EATX ECC 62 models
Registered
DDR/
DDRII
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Chassis and Power Supplies

Our chassis are designed to efficiently house ewvess while maintaining interoperability, adhertogndustry standards and increasing
output efficiency through power supply design. Védidve that our latest generation of power sup@Eseves the maximum power efficiency
available in the industry. In addition, we have @leped a remote management system that offersitity &0 stagger the start up of systems
and reduce the aggregate power draw at systemtdatiow customers to increase the number of systettached to a power circuit. We
design DC power solutions to be compatible withadagnters that have AC, DC or AC and DC based pdigéibution infrastructures. We
believe our unique power design technology redpoeger consumption by increasing power efficiencya0%-+, which we believe is amc
the most efficient available in the industry. Oangr chassis come with hot-plug, heavy-duty féns speed control and an advanced air
shroud design to maximize airflow redundancy.

The table below depicts some of our chassis prooffietings including the 500-series (front I/O apts and space constrained
environments), 800-series (most widely used foglsindual and quad processor servers and storatenss), 700-series (Tower, 4U rackmount
servers and workstations), 900-series (for highsiteistorage applications) and 100/200-seriesZfdt hard disk drives server and storage)
chassis products. These chassis solutions offendzht power, cold swap power supply, redundantirapéan options and high efficiency AC
and DC power combinations. As of June 30, 2008offered more than 550 SKUs for chassis and powgpl&s.

Below is a table that summarizes the most commassibk configurations purchased by our customers.

Chassis Model CPU Support Expansions Drive Bays Power Supply Form Factor SKUs
SC100 Series Xeon, Pentium D, Pentium 4 1to 3 FL 4 to 8 drives (2.5” 560W 1U, Mini-1U 5 models
HDD) 650W-redundan
SC200 Series Xeon, Pentium D, Pentium 4 7 LP 16 to 24 drives  900W-redundant 2U 4 models
(2.2 HDD)
SC500 Serie  Xeon, Pentium D, Pentium 1FH 1 internal drive 200W-520W Mini-1U 40 models
Opteron
SC700 Series Xeon, Pentium D, Pentium 4, 7 FL 7 to 8 drives 300W 1200W- 4U, Tower, 97 models
Opteron redundan Mid-tower
SC800 Serie  Xeon, Pentium D, Pentium  various 2 to 24 drives 260W-1200W—- 1U, 2U, 3U, 311 models
Opteron, Quad Process configurations redundan 41U
SC900 Serie  Xeon, Pentium D, Pentium 6to7FL 15 drives 650W 3U, 4U, 28 models

900W-redundan Tower

Other System Accessories

As part of our server component offerings, we alffer other system accessories that our customaysreguire or that we use to build
our server solutions. These other products incladeng others, microprocessors, memory and diseslthat generally are third party
developed and manufactured products that we regtblbut modification. As of June 30, 2008, we offdrmore than 1,000 SKUs for other
system accessories.

Technology

We are focused on providing leading edge, highgoardnce products for our customers. We have degdlapdesign process to rapidly
deliver products with superior features. The tedbgyincorporated in our

10



Table of Contents

products is designed to provide high levels ofatality, quality, security and scalability. Our m@slvanced technology is developed in-house,
which allows us to efficiently implement advancegbabilities into our server solutions. We work allaboration with our key customers and
suppliers to constantly improve upon our desigeduce complexity and improve reliability.

Our rackmount and tower server solutions are basaslr Super SSI architecture, which incorporatepnietary 1/0 expansion, thermal
and cooling design features as well as hefficiency power supplies. For example, our 1U ses\now offer up to 5 I/O expansion slots with
to 16 DIMM slots to accommodate up to 64GB of memarhich, prior to Super SSI, was only possiblaiBU chassis. We also achieved
higher memory densities by designing customizedesbpards to include 16 memory slots without saiiniff /O expansion capability. The
result is what we believe to be a superior senambdesign that provides our customers with ina@edexibility for their new and legacy add-
on card support and the ability to keep up withgh®mving memory requirements needed to maintaitesyperformance requirements.

Our latest chassis designs include advanced coolgahanisms such as proprietary air shrouds todediper cool air directly to the
hottest components of the system resulting in imgdocooling efficiency and consequently increagestiesn reliability. Our newest generation
of power supplies incorporates advanced designifeathat provide what we believe to be the higleest of efficiency in the industry and
therefore reduce overall power consumption. Oueaded power supply solutions include volume shigmehthe industry’s first and only
currently available 1U chassis and servers withou@0%+ power efficiency.

Our 1U Twin™ product line optimized for density rfigmance and efficiency, and has been rapidly setbpy customers and other
manufacturers.

Research and Development

We have over 15 years of research and developmpetience in server component design and in regars, have devoted additional
resources to the design of server systems. Ouneegdig staff is responsible for the design, dgualent, quality, documentation and releas
our products. We continuously seek ways to optimaizé improve the performance of our existing proghactfolio and introduce new produc
to address market opportunities. We perform theoritgjof our research and development efforts ind® increasing the communication and
collaboration between design teams to streamlieeldvelopment process and reducing time-to-mavietare determined to continue to
reduce our design and manufacturing costs and weptee performance, cost effectiveness and theanthkpace efficiency of our solutions.

Over the years, our research and development tearfobused on the development of new and enhamoddgis that can support
emerging protocols while continuing to accommodeaggcy technologies. Much of our research and dgweént activity is focused on the n
product cycles of leading chipset vendors. We wabokely with Intel and AMD, among others, to deyepiroducts that are compatible with -
latest generation of industry standard technologieter development. Our collaborative approach thighchipset vendors allows us to
coordinate the design of our new products withrtheaduct release schedules, thereby enhancinghilitly to rapidly introduce new products
incorporating the latest technology. We work clgseith their development teams to optimize chipfpenance and reduce system level iss
We also work with companies such as Adaptec omagtosolutions. Similarly, we work very closely wihr customers to identify their needs
and develop our new product plans accordingly.

We believe that the combination of our focus oerinal research and development activities, oureclasrking relationships with chipset
vendors and our modular design approach allow unsitémize time-to-market. Since January 2005, wieelse we were the first to introduce
the following new technologies to the market:

» amult-core Xeon architecture with 64 GB main memory céjtpap

» server solutions with a 1U configuration with hidénsity 1/0O capability typically found in a 2U cagiiration, as well as a 5 I/O
expansion card in a 1U configuratic
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» configuration server solutions with a serial atetI$CSI storage option capability with SCSI endleservices, or SES2, f
alerting users to drive temperature and fan faglL

e 1U Twin™ design allows two DP boards configure@ihU chassis which increases the density and redhegpower consumptic
and

» The industry first 1U multipl-output silve-level certified power supply supporting our” HDD server / storage solutior

As of June 30, 2008, we had 304 employees andmgiaeering consultant dedicated to research andlaement. Our total research and
development expenses were $30.5 million, $21.Jonithind $15.8 million for fiscal years 2008, 200id 2006, respectively.

Sales, Marketing and Customer Service

To execute our strategy, we have developed a aabbsmarketing program which is primarily focusedmuairect sales channels. As of
June 30, 2008, our sales and marketing organizatiosisted of 92 employees and 14 independent sgdessentatives in 14 locations
worldwide.

We work with distributors, including resellers asystem integrators, and OEMs to market and setbauiged solutions to their end
customers. We provide sales and marketing assestamt training to our distributors and OEMs, wheuim provide service and support to end
customers. We intend to leverage our relationshigis key distributors and OEMs to penetrate seledtistry segments where our products
provide a superior alternative to existing solusiofor a more limited group of customers who donwsimally purchase through distributors or
OEMs, we have implemented a direct sales approach.

We maintain close contact with our distributors and customers. We often collaborate during thessatocess with our distributors and
the customer’s technical point of contact to hedgedmine the optimal system configuration for tostomer’s needs. Our interaction with
distributors and end customers allows us to momiistomer requirements and develop new produdistter meet end customer needs.

International Sale:

Product fulfillment and first level support for oimternational customers are provided by our distors and OEMs. Our international
sales efforts are supported both by our internatioffices in the Netherlands and Taiwan as webysur U.S. sales organization. Sales
outside of the U.S. represented 39.6%, 40.8% arisPd df net sales in fiscal years 2008, 2007 and 2@¥spectively.

Marketing

Our marketing programs are designed to inform exjsind potential customers, the trade press,lligtrs and OEMs about the
capabilities and benefits of using our products swidtions. Our marketing efforts support the sadd distribution of our products through our
distribution channels. We rely on a variety of maithg vehicles, including advertising, public réats, participation in industry trade shows
and conferences to help gain market acceptanceal$tegrovide funds for cooperative marketing to distributors. These funds reimburse our
distributors for promotional spending they may dobehalf of promoting Supermicro products. Prommispending by distributors is subject
to our pre-approval and include items such as ditnasideo for television, magazine or newspaper gtaments, trade show promotions and
sales force promotions. The amount available th eétributor is based on its amount of purchagés also work closely with leading
microprocessor vendors in cooperative marketinganms and benefit from market development fundsttiey make available. These
programs are similar to the programs we make adail@ our distributors in that we are reimbursedexpenses incurred related to promoting
the vendor’s product.
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Customer Service

We provide customer support for our blade and ramkmserver systems through our website and 24-¢mntinuous direct phone based
support. For strategic direct and OEM customersalse have higher levels of customer service aplg|ancluding, in some cases, on site
service and support.

Customers

For fiscal year 2008, our products were purchageaMver 500 customers, most of which are distribaitorapproximately 76 countries.
None of our customers accounted for 10% or mor@uohet sales in fiscal years 2008, 2007 and 2B6A6.users of our products span a br
range of industries.

Case studies of ongoing and successfully comphptbyments of Supermicro server solutions inclingefollowing:

Lawrence Livermore National Laboratory (LLNL) Sdiéo Research Center (USA)arge scientific research organizations requirdnlyi
optimized CPU and memory performance capabilitiehigected as supercomputing server clusters. Tigpéete the highly complex scientific
research conducted at LLNL, the laboratory requiest-effective and higher efficient computing powebe delivered to their scientific
community. Supermicro server building blocks (sdveards, chassis, power supplies) were selected fdL’s high performance computing
clusters because of their feature optimizationabdity and efficiency and price-to-performancevadtages.

Strato AG Web Hosting (Germanys one of the top three web hosting companies o) Strato AG needs to deploy very large
numbers of server nodes in multiple hosting locetidVith the high cost of power in Germany and digfmut Europe, Strato AG needed the
highest available performance per watt capabiliteduce total cost of ownership and to delivesteffective products to their millions of
customers. With the help of a local system integredtrato AG deployed our single processor sesatrtions with superior performance per
watt and price-tgerformance features and was able to continue gigpthieir web hosting capacity to service milliofi€ostomers and doma
names.

CERN: As one of the world’s largest research labs, CERbke our SuperBlade servers for part of a siganiti upgrade of its computing
capacity for the new LHC (Large Hadron Colliderpject in Geneva. High computational performancegé&nt scalability, superior energy
efficiency and a competitive price/performanceaatere key factors in the prestigious selectiorcess. With the blade server platforms,
CERN has realized a significant increase in contfmutal power while minimizing its operational casts

Juniper Networks (USAjluniper Networks, an OEM customer, operates irnitjely competitive and dynamic telecom industry and
seeks differentiation in their end products. Junipetworks required a turnkey appliance soluti@mfran original server design company with
a broad selection of rapidly deployable and flexibérver modules that can be optimized for speafications and markets. They also
needed local service and post sales support foimmaw agility. We provided Juniper Networks with hig customizable server building
blocks and highly integrated turnkey solutions teettheir customer requirements and achieve Jusipesiness objectives.

Dawning (China). One of the largest local China server OEMs, Dagymieeded stable and highly efficient (from perfance and power
consumption standpoints) server building block 8ohs to address the growing market in China wiimpetitive server products. Dawning
deployed our dual processor server solutions mighhiighly efficient power supplies coupled with tygsce-to-performance to differentiate
their product offerings for the Chinese market aede able to win large server projects in Chinafsidly growing telecom industry.

Siemens (USA/Germanyin order to achieve competitive advantage, Siesheredical imaging systems division needed a sesgkition
that minimized the amount of time between imagedwrapand transmission for
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CT, MRI and PET scan systems. We implemented @ouserverboard architecture for Siemens which eugtble highest available 1/0
expansion and system bandwidth capabilities fof duaessor systems. This enabled Siemens to achieximum communications
throughput for their medical imaging products.

Intellectual Property

We seek to protect our intellectual property righith a combination of trademark, copyright, traeret laws and disclosure restrictic
We rely primarily on trade secrets, technical knloew and other unpatented proprietary informatidatieg to our design and product
development activities. We have issued patentpanding patent applications in the U.S. We alserento confidentiality and proprietary
rights agreements with our employees, consultardsogher third parties and control access to osigihs, documentation and other proprietary
information. Our registered trademarks include SERECRO, our company logo SERVER BUILDING BLOCK SOIWON, BUILDING
BLOCK SOLUTIONS, SUPERO, SUPERBOARD, SUPERDOCTOR,MOTHERBOARD, and SUPERBLADE. Our pending tradeknar
applications include X-BLADE SERVER, PERSONALBLADBFFICEBLADE, WE KEEP IT GREEN, and DATACENTERBLADI a
claim is asserted that we have infringed the iattllal property of a third party, we may be reqlii@seek licenses to that technology. In
addition, we license third party technologies &t incorporated into some elements of our servitigisd parties may infringe or
misappropriate our proprietary rights.

Manufacturing and Quality Control

We use several third party suppliers and contrastufacturers for materials and sub-assemblies, asislerverboards, chassis, disk
drives, power supplies, fans and computer proces¥ge believe that selectively using outsourcedufeariuring services allows us to focus on
our core competencies in product design and deredapand increases our operational flexibility. @uanufacturing strategy allows us to
quickly adjust manufacturing capacity in resporsettanges in customer demand and to rapidly intreaew products to the market. We use
Ablecom, a related party, for contract design amshufiacturing coordination support. We work with éébm to optimize modular designs for
our chassis and certain of our other componentieodin coordinates the manufacturing of chassisi$otn addition to providing a larger
volume of contract manufacturing services for usle&om continues to warehouse for us an increasingber of components and
subassemblies manufactured by multiple suppliéos fr shipment to our facilities in the U.S. andré&pe.

For server systems, assembly, test and qualityalcarte completed at our wholly-owned manufacturfegjlity in San Jose, California
which has been ISO-9001 certified since 2001. Tddsdity has been certified ISO-9001:2000 complisimce August 2003. We continue to
expand our manufacturing, assembly and test cafedin Asia and Europe to be closer to our kagrmational customers and to reduce costs
of shipping our products to our customers. In adance with ISO-9001 requirements, quality contral aventory management is extended
through our suppliers and contract manufacturetis @ontinuous reporting and ongoing qualificatisngrams. The assembly of our server
system products involves integrating supplied niaeand manufactured sub-assemblies into finadyets, which are configured and tested
before being delivered to our customers.

We maintain sufficient inventory such that mosbaf orders can be filled within 14 days. We mondar inventory on a continuous be
in order to be able to meet customer orders amaal inventory obsolescence. Due to our modularghs, our inventory can generally be
used with multiple different products, further rethg the risk of inventory write-downs.
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Competition

The market for our products is highly competitikegyidly evolving and subject to new technologioabelopments, changing customer
needs and new product introductions. We competeapify with large vendors of x86 general purposeees and components. In addition, we
also compete with a number of smaller vendors vgeziglize in the sale of server components anaBystWe believe our principal
competitors include:

* Global technology vendors such as Dell Inc., Het-Packard Company, International Business Machinepdation and Intel
e Specialized server vendors, such as Rackable Systam; anc
*  Original Design Manufacturers, or ODMs, such asr@a&omputer, Inc

The principal competitive factors in our marketlirde the following:
« first to market with new emerging technologi
» flexible and customizable products to fit custor’ objectives;
» high product performance and reliabili
» early identification of emerging opportunitie
» cos-effectiveness
* interoperability of products
» scalability; anc
* localized and responsive customer support on adwiadk basis
We believe that we compete favorably with respechost of these factors. However, most of our cditgee have longer operating
histories, significantly greater resources and tgre@ame recognition. They may be able to devatatgr resources to the development,

promotion and sale of their products than we cdriclvcould allow them to respond more quickly tevrtechnologies and changes in custo
needs.

Employees

As of June 30, 2008, we employed 803 full time empks and 15 consultants, consisting of 304 empkireresearch and development,
92 employees in sales and marketing, 77 employegsrieral and administrative and 330 employeesainufacturing. Of these employees,
are based in our San Jose facility. We considehily qualified and motivated employees to beeg factor in our business success. Our
employees are not represented by any collectivgali@ing organization and we have never experieacedrk stoppage. We believe that our
relations with our employees are good.

Available Information

Our Annual Report on Form 10-K, Quarterly Reporigcorm 10-Q, Current Reports on Form 8-K and amemdsito reports filed or
furnished pursuant to Sections 13(a) and 15(dh@fSecurities Exchange Act are available free afgd, on or though our website at
WWW.supermicro.comas soon as reasonably practicable after we etéctily file such reports with, or furnishes thasgorts to, the
Securities and Exchange Commission. Informatioriained on our website is not incorporated by refeeein, or made part of this Annual
Report on Form 10-K or our other filings with opeets furnished to the Securities and Exchange Cigsiam.
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Item 1A.

Risk Factors

Risks Related to Our Business and Industry

Our recent significant growth makes it difficult to evaluate our current business and future prospectand may increase the risk of your
investment.

Although we have been operating since 1993, owgmees have grown substantially in recent periodisstwmakes it difficult to evaluate
our current business and future prospects. You pwrstider our business and prospects in lightefigks and difficulties we encounter as a
rapidly growing technology company in a very conitpat market. These risks and difficulties includheit are not limited to, the risks identifi
in this section and in particular the following fas:

our focus on a single market, the market for ajpgilim optimized server systems and compon
our increasing focus on the sales of server systent@mpared to componer

the success of our blade server systems, which fiveréntroduced in September 20(

the difficulties we face in managing rapid growthpersonnel and operatiot

the timing and success of new products and newt#dapies introduced by us and our competit
our ability to build brand awareness in a highlynpetitive market; an

our ability to market new and existing productsoom own and with our partner

We may not be able to successfully address anlyesktrisks or others. Failure to do so adequatelidcseriously harm our business and
cause our operating results to suffer.

Our quarterly operating results will likely fluctua te in the future, which could cause rapid declinei our stock price.

As our business continues to grow, we believedhatjuarterly operating results will be subjecgteater fluctuation due to various
factors, many of which are beyond our control. Bexcthat may affect quarterly operating resulthafuture include:

our ability to attract new customers, retain erigttustomers and increase sales to such custc

unpredictability of the timing and size of customeders, since most of our customers purchaserogiupts on a purchase order
basis rather than pursuant to a long term cont

fluctuations in availability and costs associatéthwnaterials needed to satisfy customer requires;

variability of our margins based on the mix of sgrgystems and components we ¢

variability of operating expenses as a percentdgetosales

the timing of the introduction of new products adling microprocessor vendors and other supp

our ability to introduce new and innovative serselutions that appeal to our custome

our ability to address technology issues as thisgaimprove our produc functionality and expand our product offerin

changes in our product pricing policies, includihgse made in response to new product announcereaisricing changes of our
competitors

mix of whether customer purchases are of full syster components and whether made directly or tiréndirect sales channe
fluctuations based upon seasonal
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» the rate of expansion, domestically and internatign

» the effectiveness of our sales force and the effoirbur distributors

» the effect of mergers and acquisitions among ouarpaditors, suppliers or partne
» general economic conditions in our geographic ntarkend

» impact of regulatory changes on our cost of doingjitess

Accordingly, it is difficult for us to accuratelpfecast our growth and results of operations onaatgrly basis. If we fail to meet
expectations of investors or analysts, our stoa@epnay fall rapidly and without notice. Furtherrapthe fluctuation of quarterly operating
results may render less meaningful period-to-pecmaparisons of our operating results, and you Ishoot rely upon them as an indication of
future performance.

If the demand for application optimized server soltions does not continue to develop as we anticipat@gemand for our server solutions
may not grow as we expect.

The success of our business depends on the codtadoption of application optimized server solusidny businesses for running their
critical business applications. The market for aablon optimized server solutions has begun tetgyvin recent years. As the market for
general purpose servers has grown and maturednd¢egeneral purpose server vendors have focusgulamiding a limited range of models
that could be mass produced, thereby creating paramity for the development of a market focusadre application optimized servers.
This new market has been marked by frequent intoalus of new technologies and products. Many e$éhtechnologies and products have
not yet gained, and may not gain, significant corgtoacceptance. We expect to devote significaoiress to identifying new market trends
and developing products to meet anticipated custal@mand for application optimized server solutidsiéimately, however, customers may
not purchase application optimized server solutems instead select general purpose lower-coseseand components. We are also part of a
broader market for server solutions and demanthise server solutions may decline or fail to gemmve expect. Accordingly, we can not
assure you that demand for the type of serverisokiive offer and plan to offer will continue tovééop as we anticipate, or at all.

Our future financial performance will depend on thetimely introduction and widespread acceptance of ew server solutions and
increased functionality of our existing server soltions.

Our future financial performance will depend on ability to meet customer specifications and regmients by enhancing our current
server solutions and developing server solutiorik néw and better functionality. The success of features and new server solutions dep
on several factors, including their timely introtioo and market acceptance. We may not be sucdéssfaveloping enhancements or new
server solutions, or in timely bringing them to ketr Customers may also defer purchases of outirxigroducts pending the introduction of
anticipated new products. If our new server sohgiare not competitive with solutions offered blyestvendors, we may not be perceived as a
technology leader and could miss market opporemitif we are unable to enhance the functionafitguo server solutions or introduce new
server solutions which achieve widespread markegatance, our reputation will be damaged, the vafuwir brand will diminish, and our
business will suffer. In addition, uncertaintie®abthe timing and nature of new features and prtsdoould result in increases in our research
and development expenses with no assurance otfatiles.

We may not be able to successfully manage our plaed growth and expansion.

We are pursuing new customers and expanding odupt®fferings to grow our business rapidly. In mection with this growth, we
expect that our annual operating expenses wilee significantly during the foreseeable futurer@asnvest in sales and marketing, research
and development, manufacturing and production stifeeture, and strengthen customer service andosupgsources for our customers. Our
failure to expand
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operational and financial systems timely or effitie could result in additional operating ineffiniges, which could increase our costs and
expenses more than we had planned and preverdrassfrccessfully executing our business plan. We maaype able to offset the costs of
operation expansion by leveraging the economiesaife from our growth in negotiations with our siigrs and contract manufacturers.
Additionally, if we do increase our operating expes in anticipation of the growth of our businesd #nis growth does not meet our
expectations, our financial results will be negalijvimpacted.

If our business grows, we will have to manage aalu#l product design projects, materials procurempescesses, and sales efforts and
marketing for an increasing number of SKUs, as agléxpand the number and scope of our relatiosistith suppliers, distributors and end
customers. If we fail to manage these additionspoasibilities and relationships successfully, wayrimcur significant costs, which may
negatively impact our operating results.

Additionally, in our efforts to be first to markefth new products with innovative functionality afehtures, we may devote significant
research and development resources to productgraddct features for which a market does not dgvglgckly, or at all. If we are not able to
predict market trends accurately, we may not befrefin such research and development activitied,cur results of operations may suffer.

The market in which we participate is highly compeitive, and if we do not compete effectively, we maryot be able to increase our
market penetration, grow our net sales or improve or gross margins.

The market for server solutions is intensely cortipetand rapidly changing. Barriers to entry irr ovarket are relatively low and we
expect increased challenges from existing as vgefleav competitors. Some of our principal compeditaffer server solutions at a lower price,
which has resulted in pricing pressures on salegipgerver solutions. We expect further downwaicing pressure from our competitors and
expect that we will have to price some of our sesadutions aggressively to increase our marketestdth respect to those products. If we are
unable to maintain the margins on our server smhsti our operating results could be negatively ictgzh In addition, if we do not develop n
innovative server solutions, or enhance the rditgbperformance, efficiency and other feature®of existing server solutions, our customers
may turn to our competitors for alternatives. lali&idn, pricing pressures and increased competiiemerally may also result in reduced sales,
lower margins or the failure of our products toiagk or maintain widespread market acceptancepémhich could have a material adverse
effect on our business, results of operations arah€ial condition.

Our principal competitors include global technolapmpanies such as Dell, Inc., Hewlett-Packard Guomplnternational Business
Machines Corporation and Intel. In addition, weoatempete with a number of smaller vendors who sddloapplication optimized servers,
such as Rackable Systems, Inc., and original desamufacturers, or ODMs, such as Quanta Computerporated. ODMs sell server
solutions marketed or sold under a third party Bran

Many of our competitors enjoy substantial competithdvantages, such as:
» greater name recognition and deeper market peiugty
» longer operating historie
» larger sales and marketing organizations and relseard development teams and budc

» more established relationships with customers,rachtnanufacturers and suppliers and better chanaeeach larger custom
bases

» larger customer service and support organizatiatisgveater geographic scoy
» abroader and more diversified array of products services; an
» substantially greater financial, technical and ptlesources
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As a result, our competitors may be able to respoack quickly and effectively than we can to neveloanging opportunities,
technologies, standards or customer requiremeuntthérmore, because of these advantages, evenafpplication optimized server solutions
are more effective than the products that our cditaps offer, potential customers might accept cetitiye products in lieu of purchasing our
products. The challenges we face from larger coitgpgtwill become even greater if consolidatiorcolaboration between or among our
competitors occurs in our industry. For all of thesasons, we may not be able to compete sucdgssfalinst our current or future
competitors, and if we do not compete effectivelyr, ability to increase our net sales may be ingahir

Our sales cycle is lengthy and expensive, and couddversely affect the amount, timing and predictabity of future net sales.

Our end customers generally need three to six msaadftier an initial contact to make a final purchdseision with respect to our produ
As customers weigh their purchase options, we mpgmd significant resources in pursuit of a sa# thay ultimately fail to close. We have
little control over our customers’ budget cycles approval processes, or the strength of compestitelationships with our potential
customers, all of which could adversely affect sales efforts. The introduction of new products pratiuct enhancements may lengthen our
sales cycle as customers defer a decision on painghaxisting products and evaluate our new pradufttve are unsuccessful in closing sales
after expending significant resources, our netssalel operating expenses will be adversely affected

As we increasingly target larger customers, our cuemer base may become less diversified, our costsdles may increase, and our sales
may be less predictable.

We expect that selling our server solutions todai@ustomers will create new challenges. No ontoousr represented 10% or more of
our revenues for fiscal years 2008, 2007 and 2B06ever, if certain customers buy our productsreager volumes, and their business
becomes a larger percentage of our net sales, weroa increasingly dependent on those customensaiatain our growth. If our largest
customers do not purchase our products at thesl@reh the timeframes that we expect, our abititynaintain or grow our net sales will be
adversely affected.

Additionally, as we and our distribution partnessds increasingly on selling to larger customes atracting larger orders, we expect
greater costs of sales. Our sales cycle may betmmger and more expensive, as larger customersalpispend more time negotiating
contracts than smaller customers. In addition daoystomers often seek to gain greater pricingessions, as well as greater levels of support
in the implementation and use of our server sahstid hese factors can result in lower margins torpyoducts.

Increased sales to larger companies may also flagsgations in results of operations. A largertonser may seek to fulfill all or
substantially all of its requirements in a singtdey, and not make another purchase for a signifipariod of time. Accordingly, a significant
increase in revenue during the period in which @egnize the revenue from the sale may be follomyed period of time during which the
customer purchases none or few of our productsgrificant decline in net sales in periods follogia significant order could adversely affect
our stock price.

We must work closely with our suppliers to make tinely new product introductions.

We rely on our close working relationships with guppliers, including Intel and AMD, to anticipated deliver new products on a
timely basis when new generation materials and congponents are made available. Intel and AMD leeeohly suppliers of the
Microprocessors we use in our server systems. Hreeot able to maintain our relationships with swppliers or continue to leverage their
research and development capabilities to develepteehnologies desired by our customers, our glibitquickly offer advanced technology
and product innovations to our customers wouldygaired. We have no long term agreements thatatkeligur suppliers to continue to work
with us or to supply us with products.
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Our suppliers’ failure to improve the functionality and performance of materials and core component®f our products may impair or
delay our ability to deliver innovative products toour customers.

We need our material and core component supp$acd) as Intel and AMD, to provide us with core comgnts that are innovative,
reliable and attractive to our customers. Due éoghce of innovation in our industry, many of oustomers may delay or reduce purchase
decisions until they believe that they are recejuiest of breed products that will not be rendetesblete by an impending technological
development. Accordingly, demand for new servetesyis that incorporate new products and featursigiigficantly impacted by our suppliers’
new product introduction schedules and the funelion performance and reliability of those new gwots. If our materials and core
component suppliers fail to deliver new and impbweaterials and core components for our produatsmay not be able to satisfy customer
demand for our products in a timely manner, oflatfaour suppliers’ components do not functioroperly, we may incur additional costs and
our relationships with our customers may be adWeedféected.

Our time to market advantage is dependent upon ousuppliers’ ability to continue to introduce improved components for our products.

We are dependent upon our material and core conmpsoepliers, such as Intel and AMD, to continuétooduce improved products
with additional features that our customers wilkfiattractive. If the pace of innovation from ouppliers slows, our products may face
increased competition if our competitors are ablmtroduce products that use the latest technobtdfgyed by other suppliers in the industry.
This price competition could lead to reduced magind could adversely affect our results of openati

As our business grows, we expect that we may be @sgd to greater customer credit risks.

Historically, we have offered limited credit tertesour customers. As our customer base expandsjragders increase in size, and a:
obtain more direct customers, we expect to offerdased credit terms and flexible payment progranasir customers. Doing so may subject
us to increased credit risk, higher accounts retsé/with longer days outstanding, and increaseblanges or reserves, which could have a
material adverse effect on our business, resultpefations and financial condition.

Our ability to develop our brand is critical to our ability to grow.

We believe that acceptance of our server solutigrsn expanding customer base depends in larg@pantreasing awareness of the
Supermicro brand and that brand recognition wilelslen more important as competition in our marketedbps. In particular, we expect an
increasing proportion of our sales to come fronesalf server systems, the sales of which we betigase be particularly impacted by brand
strength. Successful promotion of our brand wipeled largely on the effectiveness of our markegfigrts and on our ability to develop
reliable and useful products at competitive pridesdate, we have not devoted significant resout@ésiilding our brand, and have limited
experience in increasing customer awareness dbraund. Our future brand promotion activities, irtihg any expansion of our cooperative
marketing programs with strategic partners, maplve significant expense and may not generate elb$ivels of increased revenue, and even
if such activities generate some increased revesugh increased revenue may not offset the expeves@scurred in endeavoring to build our
brand. If we fail to successfully promote and maiimtour brand, or incur substantial expenses inattempts to promote and maintain our
brand, we may fail to attract enough new custoroergtain our existing customers to the extent sg@ey to realize a sufficient return on our
brand-building efforts, and as a result our opagatesults and financial condition could suffer.

We principally rely on indirect sales channels foithe sale and distribution of our products and any @ruption in these channels could
adversely affect our sales.

Historically, a substantial majority of our revesueave resulted from sales of our server solutibramigh third party distributors and
resellers. For fiscal year 2008, approximately $9¢f our net sales were derived from sales to thindy resellers and distributors. We depend
on our distributors to assist us in promoting marke
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acceptance of our products and anticipate thatjarityaof our revenues will continue to result fragales through indirect channels. To
maintain and potentially increase our revenue anfitpbility, we will have to successfully preseraed expand our existing distribution
relationships as well as develop new distributielationships. Our distributors also sell produdisred by our competitors and may elect to
focus their efforts on these sales. If our compegibffer our distributors more favorable term$iave more products available to meet the
needs of their customers, or utilize the leverager@ader product lines sold through the distrilbsitthose distributors may de-emphasize or
decline to carry our products. In addition, outrdisitors’ order decision-making process is comgder involves several factors, including end
customer demand, warehouse allocation and markeggaurces, which can make it difficult to accusafeedict total sales for the quarter u
late in the quarter. We also do not control theipg or discounts offered by distributors to endtomers. To maintain our participation in
distributors’ marketing programs, in the past weehprovided cooperative marketing arrangementsastenshorterm pricing concessions. T
discontinuation of cooperative marketing arrangetsen pricing concessions could have a negativecetin our business. Our distributors
could also modify their business practices, suchagsnent terms, inventory levels or order pattelfnse are unable to maintain successful
relationships with distributors or expand our digttion channels or we experience unexpected clwinggayment terms, inventory levels or
other practices by our distributors, our businesisswffer.

We may be unable to accurately predict future salethrough our distributors, which could harm our ability to efficiently manage our
resources to match market demand.

Since a significant portion of our sales are méweugh domestic and international distributors, financial results, quarterly product
sales, trends and comparisons are affected by#tions in the buying patterns of end customersoamdlistributors, and by the changes in
inventory levels of our products held by theseritistors. We generally record revenue based ugselain” model which means that we
generally record revenue upon shipment to ouridigiors. For more information regarding our revenemgnition policies, see
“Management’s Discussion and Analysis of Finan€ahdition and Results of Operations—Critical Acctinm Policies.” While we attempt to
assist our distributors in maintaining targetedkitog level of our products, we may not consistebt accurate or successful. This process
involves the exercise of judgment and use of assiongas to future uncertainties including end aurr demand. Our distributors also have
various rights to return products which could, agother things, result in our having to repurchasentory which has declined in value or is
obsolete. Consequently, actual results could diffam our estimates. Inventory levels of our pradueeld by our distributors may exceed or
fall below the levels we consider desirable on mgidorward basis. This could adversely affect distributors or our ability to efficiently
manage or invest in internal resources, such asifaeturing and shipping capacity, to meet the deshfanour products.

If we are required to change the timing of our revaue recognition, our net sales and net income couttecrease.

We currently record revenue based upon a “sellxiotel with revenues generally recorded upon shipmfeproducts to our distributors.
This is in contrast to a “sell-through” model pusatito which revenues are generally recognized sptmof products by distributors to their
customers. This requires that we maintain a resereever the estimated costs of any returns orogses of stock rotation rights, which we
estimate primarily based on our historical expergenf facts and circumstances change such thatteeof returns of our products exceeds our
historical experience, we may have to increaseesgrve, which, in turn, would cause our revenudetdine. Similarly, if facts and
circumstances change such that we are no longeit@lbletermine reasonable estimates of our sal@sise we would be required to defer our
revenue recognition until the point of sale frora thistributors to their customers. Any such chamgg negatively impact our net sales or net
income for particular periods and cause a dechiraur stock price. For additional information redjag our revenue recognition policies, see
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations—Critical Accting Policies.”
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The average selling prices for our existing servesolutions are subject to decline if customers do hgeontinue to purchase our latest
generation products, which could harm our results boperations.

As with most electronics based products, averalljeg@rices of servers typically are highest a thme of introduction of new products,
which utilize the latest technology, and tend tordase over time as such products become comnextiizd are ultimately replaced by even
newer generation products. We have not been imgéogte¢his phenomenon to any material extent to Hatause most of our sales are
generated from our most recently introduced pragwdtich have not yet become commoditized and thezedfre not yet subject to the pressure
of rapidly declining average selling prices. Howeas our business continues to grow, we may isangly be subject to this industry risk. We
cannot predict the timing or amount of any decliméhe average selling prices of our server sohgithat we may experience in the future. In
some instances, our agreements with our distribuiimit our ability to reduce prices unless we makeh price reductions available to them
price protect their inventory. If we are unablelexrease per unit manufacturing costs faster t@nate at which average selling prices
continue to decline, our business, financial caadiand results of operations will be harmed.

Our cost structure and ability to deliver server sdutions to customers in a timely manner may be adveely affected by volatility of the
market for core components and materials for our poducts.

Prices of materials and core components utilizettiénmanufacture of our server solutions, sucteasesboards, chassis, central
processing units, or CPUs, memory and hard drigpeesent a significant portion of our cost of sal#e generally do not enter into long-term
supply contracts for these materials and core compis, but instead purchase these materials andarents on a purchase order basis. Prices
of these core components and materials are vglatilé, as a result, it is difficult to predict erge levels and operating results. In addition, if
our business growth renders it necessary or apiptefdp transition to longer term contracts withteni@ls and core component suppliers, our
costs may increase and our gross margins couldsmondingly decrease.

Because we often acquire materials and core conmp®ona an as needed basis, we may be limited iaulity to effectively and
efficiently respond to customer orders becausé@then-current availability or the terms and mgcof materials and core components. Our
industry has experienced materials shortages divddedelays in the past, and we may experiencetages or delays of critical materials in
the future. From time to time, we have been fortwedeelay the introduction of certain of our produoct the fulfilment of customer orders as a
result of shortages of materials and core companérghortages or delays arise, the prices ofetimesterials and core components may
increase or the materials and core components widyenavailable at all. In addition, in the evehsloortages, some of our larger competitors
may have greater abilities to obtain materials @ré components due to their larger purchasing powe may not be able to secure enough
core components or materials at reasonable pricesaxzceptable quality to build new products tcetr@istomer demand, which could
adversely affect our business and financial results

We may lose sales or incur unexpected expenses tilg to insufficient, excess or obsolete inventory.

As a result of our strategy to provide greater ch@nd customization of our products to our custemee are required to maintain a high
level of inventory. If we fail to maintain suffiai¢ inventory, we may not be able to meet demanaddomproducts on a timely basis, and our
sales may suffer. If we overestimate customer deini@mour products, we could experience excessnitorg of our products and be unable to
sell those products at a reasonable price, ot.aksk result, we may need to record higher inegnteserves. If we are later able to sell such
products at a profit, it may increase the quarteasiances in our operating results. Additionathg rapid pace of innovation in our industry
could render significant portions of our existimyéntory obsolete. Certain of our distributors &%Ms have rights to return products, limited
to purchases over a specified period of time, galyawithin 60 to 90 days of the purchase, or todarcts in the distributor’'s or OEM’s
inventory at certain times, such as terminatiothefagreement or product obsolescence. Any returdsr these arrangements could result in
additional obsolete inventory. In addition, sersgstems and components that have been customidddtanreturned by those of our
customers and partners who have return
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rights or stock rotation rights may be unusableotbier purposes or may require reformation at &utit cost to be made ready for sale to o
customers. Excess or obsolete inventory levelthiese or other reasons could result in unexpecteenses or increases in our reserves agains
potential future charges which would adverselya@fteir business and financial results. During figears 2008, 2007 and 2006, we recorded
inventory write-downs charged to cost of sales@B3nillion, $5.6 million, $2.9 million, respectilyg for excess and obsolete inventory. For
additional information regarding customer retughts, see “Management’s Discussion and Analysidncial Condition and Results of
Operations—Critical Accounting Policies—Revenue &gttion.”

Our focus on internal development and customizablserver solutions could delay our introduction of ne/ products and result in
increased costs.

Our strategy is to rely to a significant degredrdaarnally developed components, even when thirtypamponents may be available.
believe this allows us to develop products withreager range of features and functionality andwadlas to develop solutions that are more
customized to customer needs. However, if not ptpmeanaged, this reliance on internally developedchponents may be more costly than
of third party components, thereby making our prtslless price competitive or reducing our mardingddition, our reliance on internal
development may lead to delays in the introduatibnew products and impair our ability to introdygreducts rapidly to market. We may also
experience increases in our inventory costs andletesinventory, thereby reducing our margins.

Our research and development expenditures, as a pEntage of our net sales, are considerably highendan many of our competitors anc
our earnings will depend upon maintaining revenueand margins that offset these expenditures.

Our strategy is to focus on being consistentlydapimarket with flexible and customizable serwestems that take advantage of our
own internal development and the latest technotogftered by microprocessor manufacturers and abponent vendors. Consistent with
this strategy, we spend higher amounts, as a pagenf revenues, on research and developmenttbastsnany of our competitors. If we can
not sell our products in sufficient volume and wattequate gross margins to compensate for sucktimeat in research and development, our
earnings may be materially and adversely affected.

If our limited number of contract manufacturers or suppliers of materials and core components fail tmeet our requirements, we may
be unable to meet customer demand for our productsyhich could decrease our revenues and earnings.

We purchase many sophisticated materials and aon@anents from one or a limited number of qualiegpliers and rely on a limited
number of contract manufacturers to provide vallded design, manufacturing, assembly and testcger\WWe generally do not have lotegm
agreements with these vendors, and instead obeégimlaterials and services through purchase orde@ngements. We have no contractual
assurances from any contract manufacturer thatiedegapacity will be available to us to meet fetdemand for our products.

Consequently, we are vulnerable to any disruptinrssipply with respect to the materials and comaponents provided by limitesburce
suppliers, and we are at risk of being harmed bgdlitinuations of design, manufacturing, assembtesiing services from our contract
manufacturers. We have occasionally experiencedetgldelays from our suppliers and contract maciwfieers because of high industry
demand or because of inability to meet our qualitdelivery requirements. For example, in the qeraehded September 30, 2006, we
experienced delays in the delivery of printed dirboard material as a result of the loss of twowf five printer circuit board vendors. One of
the vendors filed for bankruptcy and the other dgeahits business model and ceased supplying usddlags in delivery of the materials
resulted in a reduction of net sales for the quart@pproximately two to three million dollars.dir relationships with our suppliers and
contract manufactures are negatively impacted teydayments or other issues, we may not receiveyinelivery of materials and core
components. If we were to lose any of our curreppdy or contract manufacturing relationships, phecess of identifying and qualifying a
new supplier or contract manufacturer
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who will meet our quality and delivery requiremeraad who will appropriately safeguard our intelled property, may require a significant
investment of time and resources, adversely affgatiur ability to satisfy customer purchase orders delaying our ability to rapidly introdu
new products to market. Similarly, if any of ouppliers were to cancel or materially change com¢rac commitments to us or fail to meet the
quality or delivery requirements needed to sattsfgtomer demand for our products, our reputatiahratationships with customers could be
damaged. We could lose orders, be unable to dewelsell some products cost-effectively or on aefiyrbasis, if at all, and have significantly
decreased revenues, margins and earnings, whiclil Wwaue a material adverse effect on our business.

Our failure to deliver high quality server solutions could damage our reputation and diminish demandofr our products.

Our server solutions are critical to our custombrssiness operations. Our customers require ouessolutions to perform at a high
level, contain valuable features and be extrenmalglile. The design of our server solutions is s&tgfated and complex, and the process for
manufacturing, assembling and testing our servetisas is challenging. Occasionally, our desigm@anufacturing processes may fail to
deliver products of the quality that our custonreiguire. For example, in 2000, a vendor provideditis a defective capacitor that failed un
certain heavy use applications. As a result, oadpct needed to be repaired. Though the vendoeddoepay for a large percentage of the
costs of the repairs, we incurred costs in conanatiith the recall and diverted resources from iogtejects.

New flaws or limitations in our server solutionsyrse detected in the future. Part of our strategy ibring new products to market
quickly, and first-generation products may haveghér likelihood of containing undetected flawsolfr customers discover defects or other
performance problems with our products, our custshi®risinesses, and our reputation, may be dam&yedomers may elect to delay or
withhold payment for defective or underperformimg\gr solutions, request remedial action, termigatgracts for untimely delivery, or elect
not to order additional server solutions. Additibywacustomers may make warranty claims againstmimch could result in an increase in our
provision for doubtful accounts, an increase idemtion cycles for accounts receivable or subjediouthe expense and risk of litigation. We
may incur expense in recalling, refurbishing oraieipg defective server solutions. If we do notgedy address customer concerns about our
products, our reputation and relationships with@istomers may be harmed. For all of these reasasgymer dissatisfaction with the quality
of our products could substantially impair our épito grow our business.

Conflicts of interest may arise between us and Abt®m Technology Inc. or Adaptec, Inc. , two of our rjor contract manufacturers,
and those conflicts may adversely affect our operamns.

We use Ablecom Technology, a related party, fotram design and manufacturing coordination suppd work with Ablecom to
optimize modular designs for our chassis and agedfbther components. For fiscal years 2008, 206y 2006, our purchases from Ablecom
represented approximately 24.3%, 27.7% and 31.38tio€ost of sales, respectively. Ablecom’s sadasst constitute a substantial majority of
Ablecom’s net sales. Ablecom is a privately-heldia-based company.

Steve Liang, Ablecom’s Chief Executive Officer datyest shareholder, is the brother of Charlesd.iaar President, Chief Executive
Officer and Chairman of the Board. Charles Liang] his spouse, Chiu-Chu (Sara) Liu Liang, our \Reesident of Operations, Treasurer and
director, jointly own approximately 30.7% of Ablents outstanding common stock. Charles Liang seaged director of Ablecom during our
fiscal 2006, but is not currently serving in suepacity. In addition, Yih-Shyan (Wally) Liaw, ouiidé President of International Sales and
Secretary, and a director, and his wife jointly capproximately 5.2% of Ablecom’s outstanding commstock, and collectively, Mr. Charles
Liang, Ms. Liang, Mr. Liaw, Mr. Steve Liang andaéles of these individuals own over 80% of Able¢smmutstanding common stock. Mr.
Mrs. Charles Liang, as directors, officers and iiggnt stockholders, and Mr. Liaw, as an officgirector and significant
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stockholder, of the Company, have considerableiémite over the management of our business relatgsisAccordingly, we may be
disadvantaged by their economic interests as stdd&ls of Ablecom and their personal relationshighwblecom’s Chief Executive Officer.
We may not negotiate or enforce contractual tersrasggressively with Ablecom as we might with aneletted party, and the commercial te
of our agreements may be less favorable than whtroigtain in negotiations with third parties. Ifrdausiness dealings with Ablecom are nc
favorable to us as arms-length transactions, autseof operations may be harmed.

We use Adaptec for contract manufacturing servidgés purchase Adaptec drivers that are developeaanfigured for us, and
concurrently sell our blade and rackmount servetesys and components to Adaptec. In fiscal yea8 22007 and 2006, we purchased
contract manufacturing services and products fratapiec totaling approximately $4.6 million, $6.6limn and $6.3 million, respectively, and
sold products to Adaptec totaling approximately®®illion, $5.7 million and $3.5 million, respeatily. Since Adaptec is both a customer and
vendor, the terms and conditions of our businessemgents with them may not be as favorable, indadig or in aggregate, as we may be able
to receive from unrelated third parties, and we matybe as strongly enforce our rights under tlaggeements. In addition, if a dispute were to
arise under our agreement to sell our productsdaptec, the dispute could lead to disruption anteation of the provision of services or
products by them to us. This could compromise bilityto satisfy customer orders on a timely ba#iat all, or we may incur significant co:
in establishing an agreement with a new vendortatras of which may not be as favorable as thogseliragreements with Adaptec. In that
event, our net sales, margins and earnings cofflersAt the same time, if a dispute were to atiseer our agreement to purchase contract
manufacturing services or products from Adaptee dispute may cause them to reduce or terminaitepheehases of our products, thereby
reducing our revenues.

In addition, our relationships with Ablecom coule &dversely affected by declines in our stock poicdivestments by Ablecom of its
shares of our common stock. Steve Liang, Ablecddinief Executive Officer, held approximately 2.4%anir outstanding common stock as of
June 30, 2008. If the value of the shares thateStéang holds should decline, by decrease in amaksprice or by disposition of the shares, if
Steve Liang ceases to have significant influenax éblecom, or if those of our stockholders whodhsthares of Ablecom cease to hold a
majority of the outstanding shares of Ablecom,tdrens and conditions of our agreements with Ablecoay not be as favorable as those ir
existing contracts. As a result, our costs coutdeéase and adversely affect our margins and resiutigerations.

Our relationship with Ablecom may allow us to beneif from favorable pricing which may result in reported results more favorable thar
we might report in the absence of our relationship.

Although we generally re-negotiate the price ofducts that we purchase from Ablecom on a quartesis, pursuant to our agreements
with Ablecom either party may re-negotiate the @i products for each order. As a result of olatienship with Ablecom, it is possible that
Ablecom may in the future sell products to us ptiee lower than we could obtain from an unrelatecd party supplier. This may result in our
reporting for one or more periods gross profit geacentage of net sales in excess of what we rhigle obtained absent our relationship with
Ablecom.

We are increasing our reliance on Ablecom and coulte subject to risks associated with greater reliage on a limited source of contract
manufacturing services and inventory warehousing.

We continue to expand our warehousing capacitycamananufacturing relationship with Ablecom in Asia providing a larger volume
of contract manufacturing services for us, Ableawsithcontinue to warehouse for us an increasing benof components and subassemblies
manufactured by multiple suppliers prior to shipintenour facilities in the U.S. and Europe. We asicipate that we will continue to lease
office space from Ablecom in Taiwan to support tegearch and development efforts we are undertaking
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If we or Ablecom fail to manage the contract mastifeing services and warehouse operations in Aganay experience delays in our
ability to fulfill customer orders. Similarly, if Blecom’s facility in Asia is subject to damage, tdestion or other disruptions, our inventory
may be damaged or destroyed, and we may be urafifeltadequate alternative providers of contraahuafacturing services in the time that
we or our customers require. We could lose ordedsbe unable to develop or sell some products effsttively or on a timely basis, if at all.

Currently, we purchase contract manufacturing ses/primarily for our chassis and power supply potsi from Ablecom. If our
commercial relationship with Ablecom were to deteate or terminate, establishing direct relatiopshiith those entities supplying Ablecom
with key materials for our products or identifyiagd negotiating agreements with alternative pragidé warehouse and contract
manufacturing services might take a considerableustnof time and require a significant investmefmesources. Pursuant to our agreements
with Ablecom and subject to certain exceptions,e&bm has the exclusive right to be our supplighefspecific products developed under
such agreements. As a result, if we are unabléta@imsuch products from Ablecom on terms acceptabls, we may need to identify a new
supplier, change our design and acquire new topdilh@f which could result in delays in our protlagailability and increased costs. If we
need to use other suppliers, we may not be atdsttablish business arrangements that are, indilydorain the aggregate, as favorable as the
terms and conditions we have established with Alstedf any of these things should occur, our né&ssanargins and earnings could
significantly decrease, which would have a matexthlerse effect on our business.

We are increasing our operations in Taiwan, China ad the Netherlands and could be subject to risks afoing business in the region.

We intend to increase our business operations infgeuand Asia, and particularly in the Netherlaridgywan and China. As a result, our
exposure to the business risks presented by theates and regulatory environments of Asia willrerasse. For example, the validity,
enforceability and scope of protection of intelledtproperty is uncertain and evolving in the Neto&ls, Taiwan and China, and our
intellectual property rights may not be protecteder the laws of the Netherlands, Taiwan and Ctdrthe same extent as under laws of the
United States. If our intellectual property is npipeopriated, we may experience unfair competitiod declining sales or be forced to incur
increased costs of enforcing our intellectual propeghts, both of which would adversely affectr met sales, gross margins and results of
operations.

Our growth into markets outside the United States xposes us to risks inherent in international busings operations.

We market and sell our systems and componentsdastiestically and outside the United States. Wenthte expand our international
sales efforts, especially into Asia, but our intgional expansion efforts may not be successfut.i@@arnational operations expose us to risks
and challenges that we would otherwise not fageeitonducted our business only in the United Statash as:

* heightened price sensitivity from customers in egimgr markets

» our ability to establish local manufacturing, sugind service functions, and to form channel reteships with resellers in n-
U.S. markets

» localization of our systems and components, indgdianslation into foreign languages and the aasstexpense:
« compliance with multiple, conflicting and changiggvernmental laws and regulatiol

» foreign currency fluctuation:

» limited visibility into sales of our products by rodistributors;

» laws favoring local competitor
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» weaker legal protections of intellectual properghts and mechanisms for enforcing those rig
» market disruptions created by public health criseggions outside the U.S., such as Avian flu, SAdRd other disease

« difficulties in staffing and managing foreign opioas, including challenges presented by relatigsstvith worker’ councils anc
labor unions; an

» changing regional economic and political conditic

These factors could limit our future internatioeales or otherwise adversely impact our operations.

We have in the past entered into plea and settlemeagreements with the government relating to violdbns of export control and
economic sanctions laws that occurred during the 20 to 2003 timeframe; if we fail to comply with lavg and regulations restricting
dealings with sanctioned countries, we may be sulgjeto future civil or criminal penalties, which may have a material adverse effect on
our business or ability to do business outside thd.S.

In 2004, we received subpoenas from the Bureandfdtry and Security of the Department of Commesc&|S, with respect to our
relationship with a distributor and transactiongoiving the sale and resale of products to Iran dicaurred prior to 2004. After receiving the
first subpoena, we retained special export comimahsel, conducted an internal investigation ihese matters and terminated our relationship
with the distributor in question. We also instittii@ new export compliance program, which progranterdinue to develop and implement.
The U.S. Department of Justice and Office of Fardigsets Control of the Department of TreasurnfQBAC, also initiated investigations
regarding these matters.

In September 2006, we entered into an agreemehtthetU.S. Department of Justice pursuant to whietagreed to plead guilty to one
count of violating federal export regulations bypgling 300 motherboards to Dubai, UAE, with knowgedhat they would be transshipped to
Iran. We agreed to pay a $150,000 fine. The pleaemgent has been approved by the U.S. DistrictiC@ig have also entered into a settler
agreement with BIS with respect to alleged violagiof the Export Administration Regulations purgutanwhich we agreed to pay a fine of
approximately $125,000. We were charged by BIS wiglve violations of the Export Administration Regtions. Six of these violations
involved the shipment of rackmount server systents@mponents without required government authtidzahrough a distributor to end
customers in Iran. Three of these violations inedhallegations that shipments took place when vesvkor had reason to know that the
transactions would constitute a violation of thelagable regulations. Three involved claims thatmade false declarations on shipping
documents, stating that no license was requirethiexport of the products when in fact a govemrlieense was required. Finally, we have
entered into a settlement agreement with OFACingdb 21 alleged violations of U.S. sanctions laRsrsuant to this agreement, we have
a fine of $179,000. We believe that all issues wétbpect to the matters under investigation haea besolved.

We believe we are currently in compliance in altenal respects with applicable export related lawd regulations. However, if our
export compliance program is not effective, or & are subject to any future claims regarding viotabf export control and economic
sanctions laws, we could be subject to civil omgnial penalties, which could lead to a materiaéfor other sanctions, including loss of export
privileges, that may have a material adverse effiaatur business, financial condition, results pémtion and future prospects. In addition,
these plea and settlement agreements and any futlations could have an adverse impact on oditald sell our products to U.S. federal,
state and local government and related entities.

Any failure to protect our intellectual property ri ghts, trade secrets and technical know-how could ipair our brand and our
competitiveness.

Our ability to prevent competitors from gaining @ss to our technology is essential to our sucties® fail to protect our intellectual
property rights adequately, we may lose an impoddmantage in the markets in which we competedd@maark, patent, copyright and trade
secret laws in the United States and other
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jurisdictions as well as our internal confidentialprocedures and contractual provisions are the cbour efforts to protect our propriete
technology and our brand. Our patents and othelléatual property rights may be challenged by e invalidated through administrative
process or litigation, and we may initiate clainnditigation against third parties for infringemewftour proprietary rights. Such administrative
proceedings and litigation are inherently uncertaid divert resources that could be put towardsrdibsiness priorities. We may not be ab
obtain a favorable outcome and may spend consilderagources in our efforts to defend and protacimtellectual property.

Furthermore, legal standards relating to the vigljdinforceability and scope of protection of iteetual property rights are uncertain.
Effective patent, trademark, copyright and tradeeteprotection may not be available to us in ewsyntry in which our products are availa
The laws of some foreign countries may not be ateptive of intellectual property rights as thasé¢he United States, and mechanisms for
enforcement of intellectual property rights mayitedequate.

Accordingly, despite our efforts, we may be undblerevent third parties from infringing upon orsappropriating our intellectual
property and using our technology for their conmtpeatiadvantage. Any such infringement or misapgedjgm could have a material adverse
effect on our business, results of operations arah€ial condition.

Resolution of claims that we have violated or mayiwlate the intellectual property rights of others ©uld require us to indemnify our
customers, resellers or vendors, redesign our prodts, or pay significant royalties to third parties,and materially harm our business.

Our industry is marked by a large number of patesdpyrights, trade secrets and trademarks andelgyént litigation based on
allegations of infringement or other violation afellectual property rights. Third-parties havehie past sent us correspondence regarding thei
intellectual property and in the future we may reeelaims that our products infringe or violat&rdhparties’ intellectual property rights. For
example, we were subject to a lawsuit filed on Segtiter 2, 2005 by Rackable Systems, Inc. On Map@7 2we settled the claims on terms
which had no adverse effect on our business, fiahnondition and result of operations. Successihdllectual property claims against us from
others could result in significant financial liahjlor prevent us from operating our business atipos of our business as we currently conduct
it or as we may later conduct it. In addition, Heson of claims may require us to redesign ouhtexogy, to obtain licenses to use intellectual
property belonging to third parties, which we may be able to obtain on reasonable terms, to aesing the technology covered by those
rights, and to indemnify our customers, resellergemdors. Any claim, regardless of its merits,|ddae expensive and time consuming to
defend against, and divert the attention of ounnéxal and management resources.

If we lose Charles Liang, our President, Chief Exadive Officer and Chairman, or any other key employe or are unable to attract
additional key employees, we may not be able to ifgment our business strategy in a timely manner.

Our future success depends in large part uponahentied service of our executive management teahother key employees. In
particular, Charles Liang, our President, Chiefdive Officer and Chairman of the Board, is catito the overall management of our
company as well as to the development of our ceiléund our strategic direction. Mr. Liang co-founded company and has been our Chief
Executive Officer since our inception. His expedern running our business and his personal invoér in key relationships with suppliers,
customers and strategic partners are extremelybbduo our company. Additionally, we are particlyl@ependent on the continued service of
our existing research and development personnalusecof the complexity of our products and techgie Our employment arrangements
with our executives and employees do not requigentto provide services to us for any specific larafttime, and they can terminate their
employment with us at any time, with or withoutinet without penalty. The loss of services of afithese executives or of one or more other
key members of our team could seriously harm osirass.
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To execute our growth plan, we must attract adad#tidnighly qualified personnel, including additibeagineers and executive staff.
Competition for qualified personnel is intense,exsally in San Jose, where we are headquarterechale experienced in the past and may
continue to experience difficulty in hiring andaiting highly skilled employees with appropriatetjications. In particular, we are currently
working to add personnel in our finance, accounéing general administration departments, which ésterically had limited budgets and
staffing. If we are unable to attract and integeadditional key employees in a manner that enaldes scale our business and operations
effectively, or if we do not maintain competitivernpensation policies to retain our employees, bilityato operate effectively and efficiently
could be limited.

Our board and management team have a limited histgrof working together and may not be able to execatour business plan.

Two members of our Board joined our Board in Fely@®07. We have also recently filled a numberadipions in our finance and
accounting staff. Accordingly, key personnel in §bance and accounting team have only recentlyrassl the duties and responsibilities they
are now performing. Our Board members and key eyagl® have worked together for only a limited penbtime and have a limited track
record of executing our business plan as a teaaddiition, our executives have limited experienmedticting business as a public company
and fulfilling the increased legal, administratesed accounting obligations associated with beipgldic company. Accordingly, it is difficult
to predict whether our directors and senior exgestiindividually and collectively, will be effeed in managing our operations.

Any failure to adequately expand our sales force Wiimpede our growth.

Though we expect to continue to rely primarily bird party distributors to sell our server soluspwe expect that, over time, our direct
sales force will grow. Competition for direct safgersonnel with the advanced sales skills and teahknowledge we need is intense. Our
ability to grow our revenue in the future will dewk in large part, on our success in recruitingining, retaining and successfully managing
sufficient qualified direct sales personnel. Neveirequire significant training and may take sonitihs or longer before they reach full
productivity. Our recent hires and planned hirey mat become as productive as we would like, andnag be unable to hire sufficient
numbers of qualified individuals in the future iretmarkets where we do business. If we are unabiied¢ and develop sufficient numbers of
productive sales personnel, sales of our servetienk will suffer.

Our direct sales efforts may create confusion forar end customers and harm our relationships with oudistributors and OEMs.

Though our direct sales efforts have historicatte limited and focused on customers who typiaidiyot buy from distributors or
OEMs, we expect our direct sales force to growwasbasiness grows. As our direct sales force besdarger, our direct sales efforts may lead
to conflicts with our distributors and OEMs, whoynaew our direct sales efforts as underminingtledforts to sell our products. If a
distributor or OEM deems our direct sales effootbé inappropriate, the distributor or OEM may eifbéctively market our products, may
emphasize alternative products from competitorsnay seek to terminate our business relationshgruptions in our distribution channels
could cause our revenues to decrease or fail to ggoexpected. Our failure to implement an effectiirect sales strategy that maintains and
expands our relationships with our distributors @#Ms could lead to a decline in sales and adweeféct our results of operations.

Backlog does not provide a substantial portion of ur net sales in any quarter.

Our net sales are difficult to forecast becaus@@aot have sufficient backlog of unfilled ordepstieet our quarterly net sales targets at
the beginning of a quarter. Rather, a majority wf met sales in any quarter depend upon custorder®that we receive and fulfill in that
guarter. Because our expense levels are basedtiarpaur expectations as to future net sales amdiarge extent are fixed in the short term,
we might be unable to adjust spending in time tmpensate for any shortfall in net sales. Accordinghy significant shortfall of revenues in
relation to our expectations would harm our opartatesults.
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If the market for modular, open standard-based prodicts does not continue to grow, opportunities to eour products will be scarcer
and our ability to grow would suffer.

The success of our business requires companiesnmit to a modular, open standard-based serveitectire instead of traditional
proprietary and RISC/UNIX based servers. If entegs do not adopt this open standard-based apprtbecarket for our products may not
grow as we anticipate and our revenues would beradly affected. Many prospective customers hawested significant financial and human
resources in their existing systems, many of whihcritical to their operations, and they maydt&ent to overhaul their systems. Moreover,
many of the server systems that we sell currentiyan the Linux operating system, and are subjettte GNU General Public License.
Pending litigation involving Linux and the GNU GeakPublic License could be resolved in a mannat &ldversely affects Linux adoption in
our industry and could materially harm our abititysell our products based on the Linux operatiyggesn and the GNU General Public
License. If the market for open standard-based taodecchnologies does not continue to develop figrr@ason, our ability to grow our
business will be adversely affected.

Our business and operations are especially subjett the risks of earthquakes other natural catastropic events.

Our corporate headquarters, including our mostifsogimt research and development and manufactunrggations, are located in the
Silicon Valley area of Northern California, a regiknown for seismic activity. We do not currentive a comprehensive disaster recovery
program and as a result, a significant naturalstiésasuch as an earthquake, could have a mageralse impact on our business, operating
results, and financial condition.

Market demand for our products may decrease as a gellt of changes in general economic conditions, all as incidents of terrorism,
war and other social and political instability.

Our net sales and gross profit depend largely oieige economic conditions and, in particular, ttnergyth of demand for our server
solutions in the markets in which we are doing bess. From time to time, customers and potentistocoers have elected not to make
purchases of our products due to reduced budgdtarazertainty about the future, and, in the casdigifibutors, declining demand from their
customers for their solutions in which they intégraur products. Similarly, from time to time, aofgerrorism, in particular in the United
States, have had a negative impact on informaéiohrtology spending. High fuel prices and turmothie Middle East and elsewhere have
increased uncertainty in the United States andther markets. Should the current conflicts inMiddle East and in other parts of the world
suppress economic activity in the United Stateglaally, our customers may delay or reduce theichases on information technology,
which would result in lower demand for our produaisl adversely affect our results of operations.

If we acquire any companies or technologies in thieiture, they could prove difficult to integrate, disrupt our business, dilute
stockholder value and adversely affect our operatig results.

In the future, we may acquire or make investmemtimpanies, assets or technologies that we believeomplementary or strategic.
We have not made any acquisitions or investmentiate, and therefore our ability as an organizatiomake acquisitions or investments is
unproven. If we decide to make an acquisition gegtment, we face numerous risks, including:

« difficulties in integrating operations, technologji@roducts and personn
« diversion of financial and managerial resourcemfexisting operation:
» risk of overpaying for or misjudging the stratefjimf an acquired company, asset or technol

» problems or liabilities stemming from defects ofaaquired product or intellectual property litigatithat may result from offerir
the acquired product in our marke
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» challenges in retaining employees key to maximieevalue of the acquisition or investme
» inability to generate sufficient return on investty

* incurrence of significant o-time write-offs; and

» delays in customer purchases due to uncerte

If we proceed with an acquisition or investment,may be required to use a considerable amountrodash, including proceeds from
this offering, or to finance the transaction thrbwgbt or equity securities offerings, which magréase our financial liquidity or dilute our
stockholders and affect the market price of ouclstéds a result, if we fail to properly evaluatedaaxecute acquisitions or investments, our
business and prospects may be harmed.

We invest in auction rate securities that are subje to market risk and the recent problems in the financial markets could adversely
affect the value and liquidity of our assets.

As of June 30, 2008, we held approximately $16 Hianiof long-term auction-rate securities, netuofealized losses, representing our
interest in auction rate preferred shares in aed@nd mutual fund invested in municipal securitied auction rate student loans guaranteed by
the Federal Family Education Loan Program; suchi@ucate securities were rated AAA at June 30,80Mese auction rate preferred shares
have no stated maturity date and stated maturtgsdar these auction rate student loans range 2@h0 to 2040.

During February 2008, the auctions for these anatide securities began to fail to obtain suffitieids to establish a clearing rate and
were not saleable in the auction, thereby losimgstiort-term liquidity previously provided by thaction process. As a result, the auction rate
securities have been classified as non-currensinvents available-fosale as of June 30, 2008 and we recorded an wzreddbiss of $744,00

Although, we have the financial ability and intémthold our investments in auction rate securitietll successful auctions occur, a buyer
is found outside of the auction process or theegprefl shares are redeemed, these investmentstarerremtly liquid and in the event we need
to access these funds, we will not be able to deigwut a loss of principal. There can be no amsces that these investments will be settle
the short term or that they will not become othemrt-temporarily impaired subsequent to June 308 280the market for these investments is
presently uncertain. In any event, we do not hapeeaent need to access these funds for operapionabses. We will continue to monitor and
evaluate these investments as there is no assumanoavhen the market for these investments Wilhaus to liquidate them. We may be
required to record impairment charges in periodssquent to June 30, 2008 with respect to thesgites and, if a liquid market does not
develop for these investments, we could be requadwmld them to maturity.

If we are unable to favorably assess the effectivess of our internal control over financial reporting, or if our independent auditors are
unable to provide an unqualified attestation reporton our internal control over financial reporting, our stock price could be adversely
affected.

Pursuant to Section 404 of the Sarbanes-Oxley A2002, or Section 404, commencing with the figedr ending June 30, 2008, our
management is now required to report on the effengss of our internal control over financial repagrin our annual reports. In addition, our
independent auditors must attest to and reporhemrffectiveness of our internal control over ficiahreporting. The rules governing the
standards that must be met for management to assessernal control over financial reporting a@mplex, and require significant
documentation, testing and possible remediatiora Aesult, our efforts to comply with Section 4@4é required the commitment of signific
managerial and financial resources. As we are cttadnio maintaining high standards of public disale, our efforts to comply with
Section 404 are ongoing, and we are continuoudligaérprocess of reviewing, documenting and testimginternal control over financial
reporting, which will result in continued commitmeaf significant financial and managerial resources
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During fiscal year 2008, as part of its evaluatdmur internal control over financial reportingyrananagement determined that we had a
material weakness in the operation of controlsgiesd to ensure that changes in classification afuants, or classifications of amounts
associated with new transactions, between casts ffoyn operating activities, investing activitiesddinancing activities in the consolidated
statement of cash flows are appropriate. We hawueladed that the material weakness had been reteddia of June 30, 2008. As defined in
Public Company Accounting Oversight Board AuditBigndard No. 5, a material weakness is a deficienrcg combination of deficiencies, in
internal control over financial reporting, suchtttieere is a reasonable possibility that a mateniaktatement of the company’s annual or
interim financial statements will not be preventedletected on a timely basis. We strive to mamngdiective internal controls over financial
reporting in order to prevent and detect materigktatements in our annual and quarterly finarsteiements and prevent fraud. We cannot
assure, however, that such efforts will be effextié we fail to maintain effective internal consan future periods, our operating results,
financial position and stock price could be advigra&fected.

Our operations involve the use of hazardous and téxmaterials, and we must comply with environmentalaws and regulations, which
can be expensive, and may affect our business angesating results.

We are subject to federal, state and local reguiatielating to the use, handling, storage, didmoshhuman exposure to hazardous and
toxic materials. If we were to violate or beconable under environmental laws in the future assalt@f our inability to obtain permits, hurr
error, accident, equipment failure or other causescould be subject to fines, costs, or civil iminal sanctions, face third party property
damage or personal injury claims or be requireiddar substantial investigation or remediation spsthich could be material, or experience
disruptions in our operations, any of which couttyé a material adverse effect on our businesdditian, environmental laws could become
more stringent over time imposing greater compkaomsts and increasing risks and penalties asedoidth violations, which could harm our
business.

We also face increasing complexity in our prodwetign as we adjust to new and future requiremetasimg to the materials composit
of our products, including the restrictions on leaudl other hazardous substances applicable tdfiggleglectronic products placed on the
market in the European Union (Restriction on the bsHazardous Substances Directive 2002/95/EG kadewn as the RoHS Directive). We
are also subject to laws and regulations such &f@éa’s “Proposition 65” which requires that eleand reasonable warnings be given to
consumers who are exposed to certain chemicalsetbbgnthe State of California to be dangerous, sisclead. In June 2007, we entered ir
settlement agreement regarding this claim, andeimes thereof had no adverse effect on our busifieasicial condition and result of
operations. We expect that our operations will fiecéed by other new environmental laws and regaaton an ongoing basis. Although we
cannot predict the ultimate impact of any such tems and regulations, they will likely result inditional costs, and could require that we
change the design and/or manufacturing of our ptsdany of which could have a material adversecefn our business.

Risks Related to Owning Our Stock

We are currently not in compliance with certain Naslag independent director requirements and failure ® gain compliance could
jeopardize our continued Nasdaq listing

As a result of the unexpected death of one of mdependent directors, the Company no longer fudipglies with Nasdaq's independent
director and audit committee requirements. We hageived notice that we must regain full compliabgeadding a new outside director bef
the earlier of our next annual stockholders’ megtinMarch 25, 2009 or, if the next annual stocleod’ meeting is held before September 22,
2008, no later than September 22, 2008. If wetdaibgain compliance within such time period, oem@non Stock may be subject to de-listing
from Nasdag.
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The trading price of our common stock is likely tobe volatile, and you might not be able to sell youshares at or above the price at
which you purchased the shares.

Our stock has been publicly traded for a relativaklgrt period of time, having first begun tradingMarch 2007. The trading prices of
technology company securities in general have béaghly volatile. Accordingly, the trading price ofir common stock is likely to be subjec
wide fluctuations. Factors, in addition to thosdlioed elsewhere in this prospectus, that may &ffextrading price of our common stock
include:

» actual or anticipated variations in our operatieguts;

« announcements of technological innovations, newlyets or product enhancements, strategic alliaocsgnificant agreements by
us or by our competitor:

» changes in recommendations by any securities asdlyat elect to follow our common stot

» the financial projections we may provide to thelpykany changes in these projections or our failarmeet these projectior
» the loss of a key custome

» theloss of key personne

» technological advancements rendering our prodestsValuable

* lawsuits filed against u

» changes in operating performance and stock magteations of other companies that sell similar pias;

e price and volume fluctuations in the overall stocérket;

» market conditions in our industry, the industrié®or customers and the economy as a whole;

» other events or factors, including those resulfingh war, incidents of terrorism or responses &sthevents

Future sales of shares by existing stockholders cloluicause our stock price to decline.

Attempts by existing stockholders to sell substr@mounts of our common stock in the public madcetld cause the trading price of
our common stock to decline significantly. As ohdu0, 2008, we had approximately 32.7 million skaf common stock outstanding. All of
these shares are eligible for sale in the publidketaincluding approximately 10.1 million shareddby directors, executive officers and other
affiliates, which are subject to volume limitatiomsder Rule 144 under the Securities Act. In addjtapproximately 13.3 million shares
subject to outstanding options and reserved farréuissuance under our stock option plans arebédidgor sale in the public market to the ex
permitted by the provisions of various vesting agnents and Rules 144 and 701 under the SecuritiesODAthese, options for the purchase of
approximately 2.9 million shares expire and areceigd to be exercised during the second half 08 20@hese additional shares are sold, or if
it is perceived that they will be sold in the pebiarket, the trading price of our common stockdalecline.

If securities analysts do not publish research oraports about our business or if they downgrade oustock, the price of our stock could
decline.

The research and reports that industry or finaramalysts publish about us or our business likalyehan effect on the trading price of |
common stock. If an industry analyst decides natoieer our company, or if an industry analyst desitb cease covering our company at some
point in the future, we could lose visibility inghmarket, which in turn could cause our stock piiceecline. If an industry analyst downgrades
our stock, our stock price would likely decline idip in response.
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The concentration of our capital stock ownership vith insiders will likely limit your ability to influ ence corporate matters.

As of August 18, 2008, we anticipate that our etigewfficers, directors, current five percent oeater stockholders and affiliated
entities will together beneficially owned approxiiy 39.9 percent of our common stock outstandikgja result, these stockholders, acting
together, will have significant influence over miatters that require approval by our stockholdeduding the election of directors and
approval of significant corporate transactions.g@oate action might be taken even if other stodadéis, including those who purchase shares
in this offering, oppose them. This concentratibownership might also have the effect of delayangreventing a change of control of our
company that other stockholders may view as beiaéfic

Provisions of our certificate of incorporation andbylaws and Delaware law might discourage, delay ggrevent a change of control of
our company or changes in our management and, asrasult, depress the trading price of our common sitk.

Our certificate of incorporation and bylaws contaiovisions that could discourage, delay or prewecitange in control of our company
or changes in our management that the stockhotdexsr company may deem advantageous. These osisi

» establish a classified board of directors so tloatii members of our board are elected at one;1
* require supemajority voting to amend some provisions in outiieate of incorporation and bylaw

» authorize the issuance “blank chec” preferred stock that our board could issue to emeehe number of outstanding shares a
discourage a takeover attem

« limit the ability of our stockholders to call spatmeetings of stockholdet

» prohibit stockholder action by written consent, gthrequires all stockholder actions to be takemmeeting of our stockholdel

» provide that the board of directors is expresshhautized to adopt, or to alter or repeal our bylaard

» establish advance notice requirements for nominatior election to our board or for proposing mattbat can be acted upon
stockholders at stockholder meetin

In addition, we are subject to Section 203 of tletalvare General Corporation Law, which, subjecame exceptions, prohibits
“business combinations” between a Delaware corporand an “interested stockholder,” which is gafigrdefined as a stockholder who
becomes a beneficial owner of 15% or more of a Wata corporation’s voting stock for a three-yeaiquefollowing the date that the
stockholder became an interested stockholder.@e203 could have the effect of delaying, deferongreventing a change in control that our
stockholders might consider to be in their bestriests. See “Description of Capital Stock.”

These anti-takeover defenses could discouragey delprevent a transaction involving a change intc@ of our company. These
provisions could also discourage proxy contestsraakle it more difficult for you and other stockhetd to elect directors of your choosing and
cause us to take corporate actions other than mséesire.

We do not expect to pay any cash dividends for tHereseeable future.

We do not anticipate that we will pay any cashavids to holders of our common stock in the foralsiefuture. Accordingly, investors
must rely on sales of their common stock afterepappreciation, which may never occur, as the waly to realize any future gains on their
investment. Investors seeking cash dividends irfdreseeable future should not purchase our constomk.

Iltem 1B. Unresolved Staff Commen
Not applicable.
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ltem 2. Properties

Our principal executive offices, research and dgwelent center and production operations are lodat8an Jose, California where we
own approximately 352,000 square feet of office arahufacturing space subject to existing mortgagdsapproximately $10.3 million
remaining outstanding as of June 30, 2008. Additignin fiscal year 2008, we lease approximated 200 square feet of warehouse in
Fremont, California under a lease that expireib52 Our European headquarters for sales and castupport is located in Denbosch,
Netherlands where we lease approximately 32,008redeet of office space under three leases whiohof the leases expire in 2011 and
of the lease expires in 2016. In Asia, our researchdevelopment operations are located in an appately 28,000 square feet facility in
Taipei County, Taiwan under a lease that expireX0D.

Item 3. Legal Proceeding:

We are subject to a suit brought by Digitechnié,.Svhich was filed in the Bobigny Commercial CourtParis, France in 1999. The
claims involve allegations of damages stemming fedlegedly defective products. In September 2008 Bobigny Commercial Court awarc
damages of approximately $1.2 million against ng=ébruary 2005, the Paris Court of Appeals revktise trial court’s ruling, dismissed all of
Digitechnic’s claims and awarded costs to us. Biihic appealed the decision to the French Sup€one and asked for $2,416,000 for
damages. On February 13, 2007, the French Suprenne @versed the decision of the Paris Court gi&gds, ordering a new hearing before a
different panel of the Paris Court of Appeals. Regé new hearing, the trial court ruling is reatetl. In March 2008, we posted a bond in the
amount of $3,040,000 required by the court. Thedbeas collateralized by an irrevocable standbteif credit totaling $1,540,000. Althou
we cannot predict with certainty the final outcoaf¢his litigation, we believe the claim to be wott merit and intend to continue to defend it
vigorously.

In addition to the above, from time to time, we ni@yinvolved in various legal proceedings arisirugrf the normal course of business
activities. In our opinion, resolution of the abawatters is not expected to have a material adversact on our consolidated results of
operations, cash flows or our financial positioowéver, depending on the amount and timing, anvanédle resolution of a matter could
materially affect our future results of operatiocash flows or financial position in a particulariod.

ltem 4. Submission of Matters to a Vote of Security Hold¢
No matters were submitted to a vote of our sectitglers during the quarter ended June 30, 2008.
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PART Il

ltem 5. Market for Registran’s Common Equity, Related Stockholder Matters andusr Purchases of Equity Securiti¢
Market Information

Our common stock is traded on The Nasdaq Globak&tamder the symbol “SMCI” since our initial pubbffering on March 28, 2007.
The following table sets forth the high and lowlisgl prices of our common stock for the period Ma&9, 2007 through June 30, 2008, as
reported by The Nasdaq Global Market.

High Low
Fiscal Year 2007:
Third Quartel $ 8.9¢ $ 8.7¢
Fourth Quarte $11.4¢ $ 9.5¢
High Low
Fiscal Year 2008:
First Quartel $10.4: $ 8.3t
Second Quarte $10.1C $ 7.61
Third Quartel $ 9.5¢ $ 8.0¢
Fourth Quarte $ 9.52 $ 6.7¢

Dividend Policy
We have never declared or paid cash dividends ocapital stock and do not expect to pay any divitiein the foreseeable future.

Holders

There were approximately 95 registered stockholdérscord of our common stock on August 18, 2@&cause most of our shares are
held by brokers and other institutions on behaltotkholders, we are unable to estimate the totaber of beneficial stockholders
represented by these record holders.

Equity Compensation Plan
Please see Part lll, Item 12 of this report focldisure relating to our equity compensation plans.
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Stock Performance Graph

The following graph compares our cumulative totatkholder return on our common stock between M2&H007 (the date of our
initial public offering) and June 30, 2008 with tbemulative return of the Nasdaq Computer IndextaedNasdaq Composite Index, which
both include our common stock, for the comparaleléogl.

The graph reflects an investment of $100 in ourmmom stock, the Nasdaq Computer Index and the NaSdatposite Index, on
March 29, 2007, and a reinvestment of dividendanif. The stockholder return shown on the grapbvioéd not necessarily indicative of future
performance, and we do not make or endorse anycpitets as to future stockholder returns.

Comparison of March 29, 2007 to June 30, 2008 Cunailve Total Return Among Super Micro Computer, Nasé&q Computer Index and
Nasdaqg Composite
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03/29/07 06/29/07 09/28/07 12/31/07 03/31/08 06/30/08
Super Micro Computer, In 100.0C 113.1: 110.2¢ 86.67 94.3t 83.3¢
Nasdag Composite Indt 100.0C 107.0: 111.0¢ 109.0¢ 93.6¢ 94.2¢
Nasdag Computer Inde 100.0C 110.2: 116.0¢ 122.6¢ 97.9¢ 102.7¢

Recent Sales of Unregistered Securities
None.

Issuer Purchases of Equity Securities
None.
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ltem 6. Selected Financial Dat:

The following selected consolidated financial datgqualified by reference to, and should be reacbimunction with, our Consolidated
Financial Statements and notes thereto in Pdiet) 8 and “Management’s Discussion and AnalysiBin&ncial Condition and Results of
Operations” in Part Il, Item 7, of this report oarf 10-K. Our historical results are not necesganitlicative of the results to be expected in

any future period.

Consolidated Statements of Operations Data: (]
Net sales
Cost of sale:
Gross profil
Operating expense
Research and developmt
Sales and marketir
General and administrati
Provision for (reversal of) litigation lo¢
Total operating expens:
Income from operation
Interest incomt
Interest expens
Other income, ne
Interest and other income, r
Income before income tax provisi
Income tax provisiol
Net income

Net income per shal
Basic
Diluted
Shares used in per share calcula
Basic
Diluted

(1) Includes charges for stc-based compensatio
Cost of sale:
Research and developmt
Sales and marketir
General and administrati\

Consolidated Balance Sheet Dat

Cash and cash equivalel

Working capital

Total asset

Long-term obligations, net of current portion:
Total stockholder equity

Fiscal Years Ended June 30,

2008 2007 2006 2005 2004
(in thousands, except per share data)

$540,50: $420,39: $302,54: $211,76: $167,06!
436,95( 345,38 242,23! 178,29: 138,23:
103,55: 75,00¢ 60,30¢ 33,47( 28,83
30,53: 21,17: 15,81« 10,60¢ 8,51:
18,19: 12,58¢ 9,36: 7,191 8,43¢
14,55¢ 11,467 6,931 5,38( 5,07¢

- (120) 57t (1,179 o
63,28: 45,104 32,68: 22,00¢ 22,02¢
40,27: 29,90¢ 27,62 11,46: 6,801
1,55¢ 765 254 117 27
(1,025) (1,337) (1,257 (867) (772
— — 2 17 20
53¢ (567) (1,007 (732) (724)
40,80 29,33¢ 26,62: 10,72¢ 6,08:
15,38¢ 9,99¢ 9,67¢ 3,63¢ 1,22¢€
$ 25,41¢ $ 19,33¢ $ 16,94° $ 7,09 $ 4,85¢
$ 0.81 $ 0.8C $ 0.7 $ 0.32 $ 0.2Z
$ 0.6F $ 0.5 $ 0.5: $ 024 $ 0.17
31,35¢ 24,15 22,01( 21,914 21,89¢
38,84: 33,94¢ 31,84¢ 29,44 28,06:
$ 52: $ 30C $ 10z $ 40 $ 17
1,81 1,05¢ 441 18C 81
641 362 23¢€ 63 48
1,183 71C 317 142 56

As of June 30.
2008 2007 2006 2005 2004
(in thousands)

$ 51,48 $ 50,86¢ $ 16,50¢ $ 11,17( $ 7,35¢
102,39: 95,08¢ 37,02¢ 22,92: 14,04(
264,38! 205,58: 131,00: 89,66: 72,34,
15,02 11,29: 18,68¢ 12,57 13,06:
151,87: 115,87 47,76° 29,127 21,56¢

(2) $10.0 million, $11.3 million, $18.6 million, 215 million and $12.9 million of our long-term oféitions, net of current portion were
building loans at June 30, 2008, 2007, 2006, 20062004, respectivel
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ltem 7. Managemen’s Discussion and Analysis of Financial Condition drkResults of Operation

The following discussion should be read in conjiomctvith the consolidated financial statements egldted notes which appear
elsewhere in this Annual Report on Form 10-K. Tgsussion contains forward-looking statements tinablve risks and uncertainties. Our
actual results could differ materially from thosetigipated in these forward-looking statements assalt of various factors, including those
discussed below and elsewhere in this Annual RepoRorm 10-K, particularly under the heading “RiBkctors.”

Overview

We design, develop, manufacture and sell applicaiftimized, high performance server solutions éasean innovative, modular and
open-standard x86 architecture. Our solutions bhela range of complete rackmount and blade seygéeras, as well as components which
can be used by distributors, OEMs and end custotoessemble server systems. To date, we haveajedehe majority of our net sales from
components. Since 2000, we have gradually shiftedazus and resources to designing, developingufieaturing and selling application
optimized server systems. In recent years our dgrawhet sales has been driven by the growth imtheket for application optimized server
systems. For fiscal years 2008, 2007 and 2006sales of optimized servers were $209.1 million,Z%5nillion, and $104.5 million,
respectively.

We commenced operations in 1993 and have beenghiafievery year since inception. For fiscal y&a38, 2007 and 2006, our net s.
were $540.5 million, $420.4 million and $302.5 imoifl, respectively, and our net income was $25.4ionil $19.3 million and $16.9 million,
respectively.

We sell our server systems and components primigugh distributors and to a lesser extent to GERIwell as through our direct
sales force. For fiscal years 2008, 2007 and 2@@6]erived approximately 59.9%, 66.8% and 73.4%peetively, of our net sales from
products sold to distributors, and we derived apipnately 40.1%, 33.2% and 26.6%, respectively, feates to OEMs and to end
customers. None of our customers accounted for dOftore of our net sales in fiscal years 2008, 2802006. For fiscal years 2008, 2007
and 2006, we derived approximately 60.4%, 59.2%%$8%, respectively, of our net sales from custsnrethe United States. For fiscal
years 2008, 2007 and 2006, we derived approxima&@§%, 40.8% and 41.5%, respectively, of our akssfrom customers outside the Un
States.

We perform the majority of our research and develept efforts in-house. For fiscal years 2008, 280d 2006, research and
development expenses represented approximately, 5.8% and 5.2% of our net sales, respectively.

We use several suppliers and contract manufacttoetssign and manufacture components in accordaitceur specifications, with
most final assembly and testing performed at ounufecturing facility in San Jose, California. Thisangement enables us to maintain our
structure and to benefit from our suppliers’ andtcact manufacturers’ research and developmeneaodomies of scale.

One of our key suppliers is Ablecom, which supplisswith contract design and manufacturing supgpan.fiscal years 2008, 2007 and
2006, our purchases from Ablecom represented appeately 24.3%, 27.7% and 31.3% of our cost of satespectively. The decrease in
percentage of cost of sales was primarily due tchaher product mix of serverboards and other comepts to our server systems which are
purchased from other sources. Ablecom’s sales tmnstitute a substantial majority of Ablecom’s sefes. We continue to expand our
warehousing capacity and our manufacturing relatigmnwith Ablecom in Asia in an effort to reducer guoduct costs. In addition to providing
a larger volume of contract manufacturing servioesis, Ablecom continues to warehouse for us aregsing number of components and
subassemblies manufactured by multiple suppliéos fr shipment to our facilities in the U.S. andr&pe. We typically negotiate the price of
products that we purchase from Ablecom on a qugrbasis; however, either party may re-negotiategtice of products with each order. As a
result of our relationship with Ablecom, it is pise that Ablecom may in the future sell
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products to us at a price higher or lower than add obtain from an unrelated third party suppligtis may result in our reporting for one or
more periods gross profit as a percentage of hes $&ss than or in excess of what we might haveioéd absent our relationship with
Ablecom.

In order to continue to increase our net salespaofits, we believe that we must continue to depdlexible and customizable server
solutions and be among the first to market with festures and products. We measure our financtaless based on various indicators,
including growth in net sales, gross profit as ecpetage of net sales, operating income as a pagef net sales, levels of inventory, and
days sales outstanding, or DSOs. In connection tiviéke efforts, we monitor daily and weekly saled shipment reports. Among the key non-
financial indicators of our success is our abilayrapidly introduce new products and deliver #tes$t application optimized server solutions
this regard, we work closely with microprocessad ather component vendors to take advantage ofteelmnologies as they are introduced.
We also solicit input from our customers to undamsttheir future needs as we design and developroducts.

Fiscal Year
Our fiscal year ends on June 30. References talfigar 2008, for example, refer to the fiscal yaaided June 30, 2008.

Revenues and Expenses

Net sales.Net sales consist of sales of our server solutimeyding server systems and components. The faators which impact our
net sales are unit volumes shipped and averagegsplices. The prices for server systems rangelywidepending upon the configuration, and
the prices for our components vary based on the ¢yggomponent. As with most electronizased products, average selling prices typica#
highest at the time of introduction of new produstsich utilize the latest technology and tend tordase over time as such products mature in
the market and are replaced by next generationugpted

Cost of salesCost of sales primarily consists of the costs toufiacture our products, including the costs of mal® contract
manufacturing, shipping, personnel and related ms@® equipment and facility expenses, warrantis@w inventory write-offs. The primary
factors that impact our cost of sales are the rhproducts sold and cost of materials, which inelugw material costs, shipping costs and
salary and benefits related to production. We expest of sales to increase in absolute dollathénfuture from an expected increase in net
sales. Cost of sales as a percentage of net salegorease over time if decreases in averaganggilices are not offset by corresponding
decreases in our costs. Our cost of sales, axargage of net sales, is generally lower on sesystems than on components. Because we do
not have long-term fixed supply agreements, out absales is subject to change based on markelitomms.

Research and development expens&ssearch and development expenses consist of tbenpel and related expenses of our research
and development teams, and materials and suppbasulting services, third party testing serviced equipment and facility expenses related
to our research and development activities. Akaesh and development costs are expensed as idcWeeoccasionally receive non-recurring
engineering, or NRE funding from certain suppliansl customers towards our development efforts. Utidse programs, we are reimbursed
for certain research and development costs thateue as part of the joint development of our pradwand those of our suppliers and
customers. These amounts offset a portion of ate research and development expenses and haeéelt of reducing our reported
research and development expenses. We expeceteatrch and development expenses will continugctease in absolute dollars in the fu
as we increase our investment in developing newymis and adding new features in current prodbatissuch expenditures may fluctuate as a
percentage of net sales.

Sales and marketing expens&ales and marketing expenses consist primarilglafies and commissions for our sales and marketing
personnel, costs for tradeshows, independent egpessentative fees and marketing programs. Fnoi ttb time, we receive cooperative
marketing funding from certain suppliers. Understne
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programs, we are reimbursed for certain marketogjscthat we incur as part of the joint promotiéowar products and those of our suppliers.
These amounts offset a portion of the related esggerand have the effect of reducing our reportkxs send marketing expenses. Similarly, we
from time to time offer our distributors cooperatimarketing funding which has the effect of incireg®ur expenses. The timing, magnitude
and estimated usage of our programs and thosersugpliers can result in significant variationgéported sales and marketing expenses
period to period. Spending on cooperative marketitger by us or our suppliers, typically increaseconnection with significant product
releases by us or our suppliers. We expect sabtsnanketing expenses to continue to increase ialatesdollars, but that such expenditures
will decline as a percentage of net sales.

General and administrative expensé&3eneral and administrative expenses consist priynafrgeneral corporate costs, including
personnel expenses, financial reporting, corpagaternance and compliance and outside legal, anditax fees. We expect general and
administrative expenses to have no significant gkaron an absolute dollar basis to support oucigated growth, but such expenses may
fluctuate as a percentage of net sales. Althougbxpect such items to increase to support theipated growth, such items will be largely
offset due to the expected reduction of compliasusts related to Section 404 of the Sarbanes-Oxtey

Provision for (reversal of) litigation loss.oss from litigation relates to an action filedRrance by Digitechnic, S.A., a former customer,
alleging that certain products purchased from uewlefective. In September 2003, the court fourfdwor of Digitechnic and awarded
damages totaling $1.2 million. In February 200%, ¢burt of appeals dismissed the claims. Digitechppealed the decision to the French
supreme court and asked for $2,416,000 for dam&ye&ebruary 13, 2007, the French Supreme Couetrsed the decision of the Paris Court
of Appeals, ordering a new hearing before a diffepanel of the Paris Court of Appeals. Pendingwa hearing, the trial court ruling is
reinstated. Although we cannot predict with cetiathe final outcome of this litigation, we belietree claims to be without merit and intend to
continue to defend against them vigorously. Wedwelithat the ultimate resolution of this matted wilt result in a material adverse impact on
our results of operations, cash flows or finanpiadition.

We accrued $575,000 in fiscal year 2006 for thenpeyt of estimated fines related to export contratters arising in prior years. In
August, September and November 2006, we enteredéattiement agreements regarding certain claifatirg to the sale of its products in
violation of export control laws. In August 2006e wntered into a plea agreement with the U.S. Deyeaut of Justice, the principal terms of
which included entering a guilty plea to one chasfjeiolating federal export regulations and paytmarapproximately $150,000 in fines. The
plea agreement has been approved by the U.S.d@iSourt. We have also entered into a settlememtesgent with the Bureau of Industry and
Security of the Department of Commerce pursuamthizch we have acknowledged violations of the Expatinistration Regulations and
agreed to pay a fine of approximately $125,000aliymon November 10, 2006, we entered into aessiint agreement with the Office of
Foreign Assets Control of the Department of thea$uey (“OFAC”), pursuant to which we made a paynuofrat fine of $179,000. We believe
that all issues with respect to the matters unuezstigation have been resolved as to the Company.

Interest and other income, ndhterest and other income, net represents thefrmtranterest income on investments or interepease
on the building loans for our owned facilities an@mall Business Administration loan offset by iast earned on our cash balances.

Income tax provisionOur income tax provision is based on our taxabtemme generated in the jurisdictions in which weraje
currently primarily the United States and the Nd#rels and to a lesser extent, Taiwan. Our effedtix rate differs from the statutory rate
primarily due to the tax benefit of tax exempt et income, research and development tax creditshee extraterritorial income exclusion. A
reconciliation of the federal statutory income tate to our effective tax rate is set forth in Nabfeof Notes to Consolidated Financial
Statements. In future years, we anticipate ourcétfe tax rate will increase due to the phase 6th® extraterritorial income exclusion.
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Critical Accounting Policies

Our discussion and analysis of our financial cdoditind results of operations are based upon panfial statements, which have been
prepared in accordance with accounting principkrsegally accepted in the United States. The préiparaf these financial statements requires
us to make estimates and judgments that affeceferted amount of assets, allowances for doubtfobunts and sales returns, liabilities,
revenues and expenses. We evaluate our estimawsamgoing basis, including those related to eoajive marketing accruals, investment
valuations, inventory valuations, income taxes,reuatyy obligations and stock-based compensationb¥ge our estimates on historical
experience and on various other assumptions théieleve to be reasonable under the circumstatioesesults of which form the basis for
making the judgments we make about the carryingesbf assets and liabilities that are not reafilyarent from other sources. Because these
estimates can vary depending on the situationahotsults may differ from the estimates.

We believe the following are our most critical agoting policies as they require our more signifigadgments in the preparation of our
financial statements.

Revenue recognitioM/e account for revenue under the provisions off &tafounting Bulletin (SAB) No. 104Revenue Recognition in
Financial Statemeni. Under the provisions of SAB No. 104, we recogmaeenue from sales of products, when persuasideeree of an
arrangement exists, shipment has occurred andh&tidransferred, the sales price is fixed or d@teble, collection of the resulting receivable
is reasonably assured, and all significant oblayetihave been met. Generally this occurs at the dihshipment when risk of loss and title has
passed to the customer. Our standard arrangem#mburn customers includes a signed purchase ordmntract, free-on-board shipping point
terms, except for a few customers who have frebaard destination terms and revenue is recognizeshwhe products arrive at the
destination, 30 to 60 days payment terms, and stomer acceptance provisions. We generally do rasigle for non-warranty rights of return
except for products which have “Out-of-box” failumhere customers could return these productsréafittwithin 30 days of receiving the
items. Certain distributors and OEMs are also pgechito return products in unopened boxes, limitepurchases over a specified period of
time, generally within 60 to 90 days of the purehaw to products in the distributor’s or OEM’s émtory at certain times (such as the
termination of the agreement or product obsoleseeihie addition, we have a sale arrangement witbBM that has limited product return
rights. To estimate reserves for future sales nstuwe regularly review our history of actual resfor each major product line. We also
communicate regularly with our distributors to gatinformation about end customer satisfaction, targdetermine the volume of inventory in
the channel. Reserves for future returns are ajust necessary, based on returns experienceygeixpectations and communication with
distributors.

Probability of collection is assessed on a custelyetustomer basis. Customers are subjected to a cexittv process that evaluates
customers’ financial position and ability to pafitlis determined from the outset of an arrangettieat collection is not probable based upon
the review process, the customers are requiredytacash in advance of shipment. We provide foreppiotection to certain distributors. We
assess the market competition and product techypabgolescence, and make price adjustments basedrgndgment. Upon each
announcement of price reductions, the accrual ficeprotection is calculated based on our distdtsi inventory on hand. Such reserves are
recorded as a reduction to revenue at the timesahece the product prices in accordance with Emgrigisues Task Force Issue No. 01-9,
Accounting for Consideration Given by a Vendor ©Gustomer (including a Reseller of the Ver's Products). Credits that we issued pursu
to these provisions were $283,000, $182,000 an¢gd$@For fiscal years 2008, 2007 and 2006, respelgtiWe do not commit to future price
reductions with any of our customers.

We have an immaterial amount of service revenusingl to non-warranty repairs, which is recognimedn shipment of the repaired
units to customers. Service revenue has beenharsl0% of net sales for all periods presentedsndt separately disclosed.
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Cooperative marketing accrualdVe follow Emerging Issues Task Force (“EITF”) Issde. 01-9,Accounting for Consideration Given
a Vendor to a Customer (including a Reseller of\fleador’s Products).

We have arrangements with resellers of our prodwatsimburse the resellers for cooperative manketiosts meeting specified criteria.
In accordance with EITF Issue No. 01-9, we recalekatising costs meeting such specified criterithimisales and marketing expenses in the
accompanying consolidated statements of operatieorsthose advertising costs that do not meettiteria set forth in EITF Issue No. 01-9,
the amounts are recorded as a reduction to sates imccompanying consolidated statements of dpegat

Prior to fiscal year 2007, we had recognized th&imam potential amount of the reimbursement forahhthe resellers were entitled as
we lacked sufficient historical experience to makeasonably reliable estimate of the amount thglhhexpire unclaimed. Beginning in fiscal
year 2007, we determined that we had sufficiertbhysof unclaimed cooperative marketing funds tdkeneeasonably reliable estimat
Accordingly, beginning in fiscal year 2007 we begaducing our accrual for cooperative marketingifufor our estimate of amounts that will
not be claimed. This change in accounting estirhatea favorable impact on income before incomestéoxethe fiscal year ended June 30,
2007 of approximately $755,000. The effect on nebme for fiscal year 2007 was an increase of aqmately $498,000 and the effect on
earnings per common share was an increase of $@rd2asic share and $0.01 per fully diluted share.

Impairment of long-term investmeniispairment of long-term investments relates toutheealized loss on the carrying value of our
investments in auction-rate securities; such stesnvere rated AAA at the date of purchase. Tipaidiity and fair value of these securities has
been negatively impacted by the uncertainty inctieelit markets and the exposure of these secutitifee financial condition of bond
insurance companies. We have received all intpeagnents due on these instruments on a timely Haach of these securities had been
subject to auction processes for which there hat besufficient bidders on the scheduled rollovated and the auctions have subsequently
failed. When these securities lost the short-teguidity previously provided by the auction processwe reclassified these securities as long-
term investments. We have used a discounted casimflodel to estimate the fair value of these inwesits as of June 30, 2008. The factors
used in such models are subject to judgement byageanent. Changes in these estimates or in the tr@kditions for these investments may
affect the fair value of these long-term investrsent

Product warrantiesWe offer product warranties ranging from 15 to 38ntins against any defective product. We accruegtmated
returns of defective products at the time revesuedognized, based on historical warranty expeeiemd recent trends. We monitor warranty
obligations and may make revisions to our warraegerve if actual costs of product repair and gtaent are significantly higher or lower
than estimated. Accruals for anticipated futurerasatly costs are charged to cost of sales and iadlidaccrued liabilities.

Inventory valuationlnventory is valued at the lower of cost or mark@e evaluate inventory on a quarterly basis foreegand
obsolescence and write-down the valuation of uhis are unlikely to be sold based upon estimagsdashd for the following twelve months.
This evaluation may take into account matters iticlg expected demand, anticipated sales price ugtaibsolescence and other factors. If
actual future demand for our products is less tharently forecasted, additional inventory adjustisemay be required. Once a reserve is
established, it is maintained until the producivtach it relates is sold or scrapped. If a unit thas been written down is subsequently sold, the
cost associated with the revenue from this umédsiced to the extent of the write down, resultingn increase in gross profit.

Accounting for income taxed/e account for income taxes under an asset anititliadpproach. Deferred income taxes reflect th@act
of temporary differences between assets and lisiliecognized for financial reporting purposed sinch amounts recognized for income tax
reporting purposes, net operating loss carry- fotlwand other tax credits measured by applyingeatlyr enacted tax laws. Valuation
allowances are provided when necessary to redUeerel@ tax assets to an amount that is more litedy not to be realized.
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Effective July 1, 2007, we adopted FASB InterpietatNo. 48,Accounting for Uncertainties in Income Taxesainterpretation of FAS
Statement No. 100FIN 48”). FIN 48 prescribes a recognition threkhand measurement attribute for the financialestegnt recognition and
measurement of a tax position taken or expectée taken in a tax return. FIN 48 also provides goit on derecognition of tax benefits,
classification on the balance sheet, interest amalties, accounting in interim periods, disclosarel transition. See Note 11 of Notes to
Consolidated Financial Statements for the impa¢tibf48 on our consolidated financial statements.

Stock-based compensatidtffective July 1, 2006, we adopted the fair valeeognition provisions of SFAS No. 123(Fhare-Based
Paymen, using the prospective transition method, whidal@shes standards for the accounting for trammagin which an entity exchanges
its equity instruments for goods or services, pritpdocusing on accounting for transactions whaneentity obtains employee services in
share-based payment transactions. Prior to JW@0d6, we accounted for stock-based compensatiordavissued to our employees using the
intrinsic value measurement provisions of Accouptirinciples Board Opinion No. 2Bccounting for Stock Issued to EmployeesOpinion
25. Accordingly, we have recorded compensation es@éor stock options granted with exercise priess than the fair value of the underly
common stock at the option grant date. Amortizatibdeferred stock compensation, resulting fromhsstock options granted to employees
and directors, when the exercise price of our sttions was less than the deemed market prideeafimderlying stock on the date of the
grant, for the years ended June 30, 2008, 2002@06, was $0.8 million, $0.9 million and $0.9 nahi, respectively. Compensation expense
under SFAS No. 123(R) for options granted to emgésyafter July 1, 2006, was $3.4 million and $1il6an for the years ended June 30, 2
and 2007, respectively. SFAS No. 123(R) requirdsrerises to measure the cost of employee serwoesved in exchange for an award of
equity instruments, including stock options, basedhe grant-date fair value of the award. That wdl be recognized over the period during
which an employee is required to provide servioesxichange for the award, known as the requisigcgeperiod (usually the vesting period).
SFAS No. 123(R) supersedes our previous accountidgr APB No. 25 for periods beginning in fiscahy2007.

As of June 30, 2008, the total unrecognized conmgté@nscost, adjusted for estimated forfeituresatesl to unvested stock options grar
since July 1, 2006 to employees and non-employeetdrs, was $9.0 million, which is expected tadepgnized as an expense over a
weighted-average period of approximately 3.8 yedeg Note 2 to our consolidated financial statemfamtadditional information.

We estimated the fair value of stock options graniging a Black-Scholes option-pricing formula ansingle option award approach.
This model requires us to make estimates and aggumapvith respect to the expected term of theasptihe expected volatility of the price of
our common stock and the expected forfeiture Ete. fair value is then amortized on a straight-tiasis over the requisite service periods of
the awards, which is generally the vesting period.

The expected term represents the period that ook4iased awards are expected to be outstandingasndetermined based on an
analysis of the relevant peer companies’ pestt termination rates and the exercise factors.edpected volatility is based on a combinatio
the implied and historical volatility of our compaand the relevant peer group. In addition, wenestied the forfeiture rate based on our
historical experience.

Variable interest entitiedVe have analyzed our relationship with Ablecom gmdubsidiaries and we have concluded that Ableisoan
variable interest entity as defined by FIN No. 46Byever, we are not the primary beneficiary ofédam and, therefore, we do not
consolidate Ablecom. In performing our analysis,asasidered our explicit arrangements with Abledoatuding the supplier and distributor
arrangements. Also, as a result of the substaelizted party relationship between the two compmnie considered whether any implicit
arrangements exist that would cause us to prdiesetrelated parties’ interests in Ablecom fronfesirig losses. We determined that no
implicit arrangements exist with Ablecom or its s#@olders. Such an arrangement would be inconsiatiéimthe fiduciary duty that we have
towards our stockholders who do not own shareshiegom.
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Results of Operations
The following table sets forth our financial results a percentage of net sales for the periodisated:

Years Ended June 30,

2008 2007 2006
Net sales 100.(% 100.(% 100.(%
Cost of sale: 80.¢ 82.2 80.1
Gross profi 19.2 17.¢ 19.€
Operating expense
Research and developmt 5.6 5.C 5.2
Sales and marketir 34 3.C 3.1
General and administrati\ 2.7 2.7 2.3
Provision for (reversal of) litigation lo: 0.C 0.C 0.2
Total operating expens: 11.7 10.7 10.¢
Income from operation 7.5 7.1 9.1
Interest incom 0.2 0.2 0.1
Interest expens (0.2 (0.3 (0.9
Other income, ne 0.C 0.C 0.C
Income before income taxes provis 7.5 7.C 8.8
Income tax provisiol 2.8 2.4 3.2
Net income 4.7% 4.6% 5.€%

Comparison of Fiscal Years Ended June 30, 2008 ar2d07

Net sales.Net sales increased by $120.1 million, or 28.6%$540.5 million from $420.4 million, for fiscal yea2008 and 2007,
respectively. This was due primarily to an increiasenit volumes and average selling prices. Feryar ended June 30, 2008, the approxi
number of units sold increased 23.8% to 2.6 miltompared to 2.1 million for the year ended June2807. Growth in unit volumes was
primarily due to the growth of X7 and PD series Inesboards and an increase in sales of chassiscaedsmries such as memory and disk
drives offset in part by lower sales of X6 mothextuts. For the year ended June 30, 2008, the appatxinumber of server system units sold
increased 27.1% to 169,000 compared to 133,00héoyear ended June 30, 2007. The average seliitgy @ server system units sold
increased 9.1% to approximately $1,200 in fiscary@08 compared to approximately $1,100 in figear 2007. Growth in the average sel
prices of our server systems was principally dribgran increase in sales of our 5000 Series oksexystems, offset in part by declines in
average selling prices of more mature productesSafl server systems increased by $56.7 millioBi7a2% from fiscal year 2007 to fiscal year
2008, primarily due to increase in shipments of@68@ries configurations of servers and shipmen®HEM and end customers. Sales of server
systems represented 38.7% of our net sales fal fjgar 2008 as compared to 36.3% of our net $atdiscal year 2007. For fiscal years 2008
and 2007, we derived approximately 59.9% and 66r&@%fectively, of our net sales from products soldistributors and we derived
approximately 40.1% and 33.2%, respectively, framesto OEMs and to end customers. For fiscal 2688, customers in the United States,
Asia, Germany and rest of Europe accounted foraqprately 60.4%, 15.2%, 5.5% and 17.0%, of oursad¢s, respectively, as compared to
59.2%, 15.4%, 6.9% and 16.4%, respectively, faaiyear 2007.

Cost of salesCost of sales increased by $91.6 million, or 26.&%6437.0 million from $345.4 million, for fiscgkears 2008 and 2007,
respectively. Cost of sales as a percentage ofates was 80.8% and 82.2% for fiscal years 2008804, respectively. The increase in
absolute dollars of cost of sales was primarilyilaitable to the increase in net sales and highamtory write down of $1.2 million. The low
cost of sales as a percentage of net sales waaniyirdue to higher revenue mix of server systentewer products. In

45



Table of Contents

fiscal year 2008, we recorded a $6.9 million expens 1.3% of net sales, related to the write doivexcess and obsolete inventory net of
benefit from sales of previously written off inveng as compared to $5.6 million, or 1.3% of neesain fiscal year 2007. The increase in the
inventory write down was primarily for our oldergplucts including AMD DDRI products.

Research and development expenstssearch and development expenses increased by, or 44.2%, to $30.5 million from
$21.2 million for fiscal years 2008 and 2007, re$pely. Research and development expenses webe &ffet sales for fiscal year 2008 and
5.0% of net sales for fiscal year 2007. The inadasabsolute dollars was primarily due to an iaseeof $7.5 million in compensation and
benefits resulting from growth in research and ttgu@ent personnel, including higher stock-basedpmmation expense, and an increase of
$0.9 million in development costs associated wétv products and SuperBlades offset in part by arease of $0.8 million in non-recurring
engineering funding from certain suppliers and @ungrs. The increase in personnel was primarilytedito expanded product development
initiatives.

Research and development expenses include stoekli-baspensation expense of $1.8 million and $1llomifor fiscal year 2008 and
2007, respectively. The increase in absolute dollas primarily due to the growth in research agvketbpment personnel.

Sales and marketing expens&ales and marketing expenses increased by $5i6midr 44.5%, to $18.2 million from $12.6 milliofgr
fiscal years 2008 and 2007, respectively. Saleseentteting expenses were 3.4% and 3.0% of net &aléiscal years 2008 and 2007,
respectively. The increase in absolute dollars pvasarily due to an increase of $3.0 million in qoemsation and benefits resulting from
growth in sales and marketing personnel, includiiginer stock-based compensation expense and aasenf $0.8 million in marketing ap
funding to customers, an increase of $0.2 millimadvertising and promotion expenses, an incre$@.® million in freight out costs and a
decrease of $0.4 million in marketing co-op fundiragm vendors.

Sales and marketing expenses include stock-basegessation expense of $0.6 million and $0.4 milfonfiscal year 2008 and 2007,
respectively. The increase in absolute dollars pvamarily due to the growth in sales and markefiegsonnel.

General and administrative expensé&eneral and administrative expenses increased Byrfilion, or 26.9%, to $14.6 million from
$11.5 million, for fiscal years 2008 and 2007, exgtjvely. General and administrative expenses ®ef# of net sales for both fiscal years
2008 and 2007. The increase in absolute dollarspnasarily due to an increase of $1.9 million imgoensation and benefits, including higher
stock-based compensation expense, an increase(irfifion in consulting fees related to complianih the Sarbanes-Oxley Act of 2002
and $0.9 million in professional fees to suppoihge public company, $0.7 million for accrued nlaioffset in part by a decrease of $1.9
million in legal expenses primarily associated wtlr defense of certain litigation matters incunreéiscal year 2007.

General and administrative expenses include stasked compensation expense of $1.2 million and ®dlion for fiscal year 2008 and
2007, respectively. The increase in absolute dollaas primarily due to the growth in general anchiadstrative personnel.

Reversal of litigation lossLoss from litigation decreased by $0.1 million &ra for fiscal years 2008 compare to same peri@Dov.
The decrease was primarily due to the final settleinof export control matter at less than the esttdh loss amount. See “Notes to
Consolidated Financial Statements—Note 12.”

Interest and other expense, néiterest and other expense, decreased by $1.bmibi ($0.5) million from $0.6 million, for fiscglears
2008 and 2007, respectively, of which $1.0 and $iilBon was interest expenses for fiscal year 2808 2007, respectively. The decrease was
due to higher interest income of $0.8 million frbigher cash, cash equivalent and investment badgmimarily as a result of our initial public
offering in April 2007.
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Provision for income taxesProvision for income taxes increased by $5.4 mmillior 53.9%, to $15.4 million from $10.0 milliorgrffiscal
years 2008 and 2007, respectively. The effectivedate was 37.7% and 34.1% for fiscal years 20@B2807, respectively. The increase in
effective tax rate was the result of decrease litenfefiederal research and development tax cregtitsforeign income deductions relative to our
higher taxable income.

Comparison of Fiscal Years Ended June 30, 2007 ar2®06

Net sales.Net sales increased by $117.9 million, or 39.09%420.4 million from $302.5 million, for fiscal ye2007 and 2006,
respectively. This was due primarily to an increiasenit volumes and average selling prices. Feryar ended June 30, 2007, the approxi
number of units sold increased 23.5% to 2.1 miltompared to 1.7 million for the year ended June2806. Growth in unit volumes was
primarily due to the introduction and growth of XT8 and PD series motherboards and an increasdeis sf chassis and accessories such as
memory and disk drives offset in part by lower sal&€X5 and X6 motherboards. For the year ended 30n2007, the approximate number of
server system units sold increased 15.7% to 133;60(pared to 115,000 for the year ended June 3I&. Zthe average selling price of server
system units sold increased 22.2% to approxim&®]J$00 in fiscal year 2007 compared to approxinge$8D0 in fiscal year 2006. Growth in
the average selling prices of our server systensspsiacipally driven by an increase in sales ofG8@ries and AMD series of server systems,
offset in part by declines in average selling pioEmore mature products. Sales of server sysigensased by $48.0 million or 46.0% from
fiscal year 2006 to fiscal year 2007, primarily daencrease in shipments of 6000 Series configumatof servers, OEM servers and AMD
series of server systems. Sales of server sysepnssented 36.3% of our net sales for fiscal y8r s compared to 34.5% of our net sales
for fiscal year 2006. For fiscal years 2007 and&0@e derived approximately 66.8% and 73.4%, respayg, of our net sales from products
sold to distributors and we derived approximatedy2%6 and 26.6%, respectively, from sales to OEMktarend customers. For fiscal year
2007, customers in the United States, Asia, Gernaadyrest of Europe accounted for approximatel2%9.15.4%, 6.9% and 16.4%, of our
sales, respectively, as compared to 58.5%, 11.084¢ &nd 19.3%, respectively, for fiscal year 2006.

Cost of salesCost of sales increased by $103.1 million, or 42.6%6345.4 million from $242.2 million, for fiscgears 2007 and 2006,
respectively. Cost of sales as a percentage ofates was 82.2% and 80.1% for fiscal years 20072808, respectively. The increase in
absolute dollars of cost of sales was primarilyilaitable to the increase in net sales and highamtory valuation charges of $2.8 million. 1
higher cost of sales as a percentage of net saleslsiven by an increase in our sales of X7 anég&i2s motherboards which have higher than
average cost of sales as a percentage of netssales decrease in average selling prices of moterenproducts. In fiscal year 2007, we
recorded a $5.6 million expense, or 1.3% of netssaklated to the write down of excess and obsateentory as compared to $2.9 million, or
0.9% of net sales, in fiscal year 2006. The in@eéaghe inventory write down was primarily for tée@mpany’s AMD DDRI inventory.

Research and development expengtssearch and development expenses increased byniios, or 33.9%, to $21.2 million from
$15.8 million for fiscal years 2007 and 2006, redpely. Research and development expenses webe &fMet sales for fiscal year 2007 and
5.2% of net sales for fiscal year 2006. The inadasabsolute dollars was primarily due to an iaseeof $4.0 million in compensation and
benefits resulting from growth in research and ttgwaent personnel, including higher stock-basedpmmsation expense resulting from the
adoption of FAS 123R, and an increase of $1.4 anilin development costs associated with new predaféset in part by an increase of $0.7
million in non-recurring engineering funding frorartain suppliers and customers. The increase Bopeel was primarily related to expanded
product development initiatives.

Research and development expenses include stoeki-baspensation expense of $1.1 million and $0lHomin fiscal year 2007 and
2006, respectively. The increase in absolute dollas primarily due to the growth in research agnetbpment personnel.
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Sales and marketing expens&ales and marketing expenses increased by $3i2mitir 34.4%, to $12.6 million from $9.4 milliofor
fiscal years 2007 and 2006, respectively. Saleswaatteting expenses were 3.0% and 3.1% of net &aldiscal years 2007 and 2006,
respectively. The increase in absolute dollars pvamarily due to an increase of $2.4 million in qoemsation and benefits resulting from
growth in sales and marketing personnel, includhiiggner stock-based compensation expense resuitingthe adoption of FAS 123R and an
increase of $0.5 million in trade show and traethted expenses.

Sales and marketing expenses include stock-basagassation expense of $0.3 million and $0.2 milliofiscal year 2007 and 2006,
respectively. The increase in absolute dollars pvamarily due to the growth in sales and markefiegsonnel.

General and administrative expenséaeneral and administrative expenses increased Byrlion, or 65.4%, to $11.5 million from
$6.9 million, for fiscal years 2007 and 2006, regpely. General and administrative expenses wefé2and 2.3% of net sales for fiscal years
2007 and 2006, respectively. The increase in abesdlllars was primarily due to an increase of $iilion in compensation and benefits,
including higher stock-based compensation expesmdting from the adoption of FAS 123R, an increafs®1.2 million in legal expenses
primarily associated with our defense of certdigdition matters and an increase of $0.6 milliopriafessional fees to support being a public
company.

General and administrative expenses include stasked compensation expense of $0.7 million and ®dli®n in fiscal year 2007 and
2006, respectively. The increase in absolute dollaas primarily due to the growth in general anchiagstrative personnel.

Provision for (reversal of) litigation lossLoss from litigation decreased by $0.7 million {®4) million from $0.6 million for fiscal
years 2007 and 2006, respectively. The decreas@rvaarily due to the final settlement in fiscabye®007 of import/export litigation at le
than the estimated loss amount. See “Notes to didaged Financial Statements—Note 12.”

Interest and other expense, nétterest and other expense, decreased by $0.4mibr 43.4%, to $0.6 million from $1.0 million,rfo
fiscal years 2007 and 2006, respectively, of wiit8 million was interest expenses in both fisesng. The decrease was due to higher in
income of $0.5 million from higher cash, cash eglént and shorterm investment balances primarily as a resultuficitial public offering ir
April 2007.

Provision for income taxesProvision for income taxes increased by $0.3 mmillior 3.3%, to $10.0 million from $9.7 million, féiscal
years 2007 and 2006, respectively. The effectixedte was 34.1% and 36.3% for fiscal years 20@72006, respectively. The decrease of
effective tax rate was the result of increased fieokresearch and development tax credits famdign income deductions relative to our hig
taxable income.

Liquidity and Capital Resources

Since our inception, we have financed our growtmarily with funds generated from operations arahfrthe proceeds of our initial
public offering. Our cash and cash equivalentssrdt term investments were $51.5 million and $66ilion as of June 30, 2008 and 2007,
respectively.

Operating ActivitiesNet cash provided by operating activities was $18ilion, $15.0 million and $8.2 million for fiscalears 2008,
2007 and 2006, respectively. Net cash provideduryoperating activities for fiscal year 2008 wasrarily due to our net income of $25.4
million, an increase in accounts payable of $18l6an, an increase in the provision for inventary$6.9 million, an increase in the allowance
for sales returns of $5.6 million and an increasstdock-based compensation expense of $4.2 milioioh was substantially offset by an
increase in inventory of $25.8 million and an irage in accounts receivable of $22.0 million. Nethcprovided by our operating activities for
fiscal year 2007 was primarily due to our net ineoof $19.3 million, an
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increase in accounts payable of $9.5 million, ameéase in provision for inventory of $5.6 millicam increase in accrued liabilities of $5.2
million and an increase in the allowance for sadggrns of $4.4 million which was substantiallyseft by an increase in accounts receivable of
$15.8 million and an increase in inventory of $1diflion. Net cash provided by our operating adi@s for fiscal year 2006 was primarily due
to our net income of $16.9 million, an increasgiavision for inventory of $2.9 million, an incream the allowance for sales returns of

$2.5 million and an increase in accounts payablgldi2 million which was substantially offset byianrease in accounts receivable of $11.2
million and an increase in inventory of $20.0 noifli The increases for fiscal years 2008, 2007 &6 1 accounts receivable, sales returns,
inventory and accounts payable were primarily dugrowth in net sales during the periods as a resulew product introductions, increased
sales of existing rackmount and blade server systrd components and increased purchases fronuppiliess. We anticipate that accounts
receivable, sales returns, inventory and accouapalge will continue to increase to the extent wetinue to grow our product lines and our
business.

Investing activities Net cash used in our investing activities was.@h8illion, $18.1 million and $9.8 million for fist years 2008, 2007
and 2006, respectively. In fiscal year 2008, $2R2ilion was mainly related to the purchase of irtwgants in auction rate securities, $16.1
million due to purchase of property, plant and pmqents which includes $11.3 million related to pechased land and an office building to
support our growth and $1.7 million was mainly tethto certificates of deposits secured for twevacable letters of credit for the bonds
related to Digitechnic case and a leased buildffget in part by the proceeds from investment$2f.6 million. In fiscal year 2007, $15.0
million was related to the purchase of investmémtsuction rate securities. In fiscal year 20068%8illion was related to the purchase of new
building to support the Company’s growth in waretmand assembly capacity. We have historically omme manufacturing facilities and
have leased off-shore offices. The expansion ohwamufacturing capability has to date not beentahjpitensive as our internal manufacturing
is limited to assembly and test. We expect to cnmtito make significant capital investments inftltare as we expand our assembly and test
capabilities and invest in our infrastructure iderto improve our controls and procedures in gton of growing our business.

Financing activities Net cash provided by our financing activities as7 million, $37.5 million and $6.9 million foistal years 2008,
2007 and 2006, respectively. In fiscal year 20@39 $nillion was related to the proceeds from exseraf stock options partially offset by the
repayment of long-term debt of $1.3 million. Incld year 2007, $43.4 million was related to thecpaals from an initial public offering of our
common stock, net of offering costs. In fiscal y2@06, $8.9 million was related to proceeds fronfdng loans associated with the purchase
of land and building for assembly and warehouseespa support our growth. We repaid $1.3 milliod, million and $2.7 million in loans for
fiscal years 2008, 2007 and 2006, respectively.

We have historically generated cash from our opggaictivities as we have grown. We expect to e@gpee continued growth in our
working capital requirements as we continue to adpaur business. We intend to fund this continugzhasion though cash generated by
operations. We anticipate that working capital wihstitute a material use of our cash resourcesh&Ve sufficient cash on hand to contint
operate in the next 12 months.

Other factors affecting liquidity and capital resoas

We have entered into four building loans to purehthsee facilities located in San Jose, Califori@al balance outstanding on these
loans was $10.3 million as of June 30, 2008. Tist ban was entered into in March 2001 under wiiehborrowed $8.7 million. The second
loan was entered into in April 2004 under whichlveerowed $4.3 million. The third and fourth loanere entered into in September 2005
under which we borrowed a total of $7.9 million.eTlirst loan was paid off on May 15, 2007 for $mlion including a pre-payment penalty
of $69,000 and the fourth loan was paid off on ®etal7, 2007 for $1.0 million including a pre-payrhpenalty of $46,000. The two
remaining loans require us to comply with custorm@ryenants related to business and financial cemdiThey also have customary
restrictions on business and financial activityinich we cannot engage without the prior writtensent of the bank. For example, under the
terms
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of the building loans, we generally may not, withthe lenders’ prior written consent, incur certaidebtedness and liens, engage in business
activities substantially different from our presénsiness, liquidate or dissolve our businesseleaslispose of all or a substantial part of our
business or assets, sell assets for less tham#alket price, enter into any consolidation, megesther business combination, or make certain
loans, acquisitions and guaranties.

As of June 30, 2008, we have an unused revolvirgdr credit totaling $5,000,000 that matures oneétiober 1, 2008 and the interest
on this credit line is 7.50% per annum.

In addition, we have historically paid our contre@nufacturers within 35 to 81 days of invoice atdecom between 45 and 132 day:
invoice. Ablecom, a Taiwan corporation, is one of major contract manufacturers and a related pAsyof June 30, 2008 and 2007 amounts
owed to Ablecom by us were approximately $27.7ionilland $26.1 million, respectively.

Our long-term future capital requirements will dege®n many factors, including our level of revenuhke timing and extent of spending
to support our product development efforts, theaesiion of sales and marketing activities, the tgrahour introductions of new products, the
costs to ensure access to adequate manufactupagitaand the continuing market acceptance ofpooducts. We could be required, or could
elect, to seek additional funding through publigpdwate equity or debt financing and additionalds may not be available on terms accept
to us or at all.

In February 2008, we leased an office buildingmfraximately 246,000 square feet in Fremont, Califowith total payment obligation
of approximately $11.2 million over the next 7.Jayeas of June 30, 2008. We also obtained an icedte standby letter of credit required by
the landlord of its office lease totaling $121,@Bat expires on September 1, 2009.

In March 2008, we posted a bond in the amount ¢d&B000 required by the Paris Court of Appealateel to the Digitechnic lawsuit
(see Note 12). The bond was collateralized by mvacable standby letter of credit totaling $1,840, This amount has been classified as
restricted assets as of June 30, 2008.

As of June 30, 2008, we held approximately $16 Hianiof long-term auction-rate securities (“auctimate securities”), net of unrealized
losses, representing our interest in auction regfepred shares in a closed end mutual fund indestenunicipal securities and auction rate
student loans guaranteed by the Federal Family &aucLoan Program (“FFELP”); such auction rateusiies were rated AAA at June 30,
2008. These auction rate preferred shares haveatezisnaturity date and stated maturity dateshfese auction rate student loans range from
2010 to 2040.

During February 2008, the auctions for these anatibe securities began to fail to obtain suffitieids to establish a clearing rate and
were not saleable in the auction, thereby losimgsthort-term liquidity previously provided by theciion process. As a result, the auction rate
securities have been classified as non-currenstnvents available-for-sale as of June 30, 2008arwided an unrealized loss of $744,000.

Although we have the financial ability and intemthiold these investments in auction rate secutitigs successful auctions occur, a
buyer is found outside of the auction process emtteferred shares are redeemed, these investarentst currently liquid and in the event we
need to access these funds, we will not be abie o without a loss of principal. There can bessurances that these investments will be
settled in the short term or that will not becontleeo-than-temporarily impaired subsequent to JUhe€808, as the market for these
investments is presently uncertain. In any evestdw not have a present need to access thesefeurgserational purposes. We will continue
to monitor and evaluate these investments as them@ assurance as to when the market for thesstiments will allow us to liquidate them.
We may be required to record impairment charggmitods subsequent to June 30, 2008 with respebeste securities and, if a liquid market
does not develop for these investments, we coulgdpgired to hold them to maturity.
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Contractual Obligations
The following table describes our contractual odigns as of June 30, 2008:

Payments Due by Period

Less Thar More Than
1to3 3to5
1 Year Years Years 5 Years Total
(in thousands)
Operating lease $ 2,11¢  $ 3,69¢ $ 349 $ 3,96( $13,27°
Capital leases, including intere 63 77 40 — 18C
Building loans, including intere: 952 1,90¢ 1,90¢ 13,16¢ 17,93:
License arrangeme 45€ 911 911 684 2,962
Purchase commitmen 49,42¢ — — — 49,42¢
Total $53,01f  $ 6,59 $6,35¢ $17,81( $83,77¢

The table above excludes $4.9 million of liabiktiender FASB Interpretation No. 48, Accounting fcertainty in Income Taxes
(“FIN48"). As discussed in Note 11 to the Consdi@thFinancial Statements, we adopted the provigdR$N 48 as of July 1, 2007. At
June 30, 2008, we had a liability for unrecogniteedbenefits and an accrual for the related intdotaling $4.9 million. The Company has not
provided a detailed estimate of the payment tinting to the uncertainty of when the related taxesatints are due.

In February 2008, we leased a warehouse facilideuan operating lease that expires in August 204 warehouse facility currently
occupies approximately 246,000 square feet of @fjgace in Fremont, California with total paymdsligation of approximately $11.2 million
over the next 7.1 years as of June 30, 2008.

We expect to fund these obligations from our ongaiperations and existing cash and cash equivadentsnd.

Recent Accounting Pronouncements
SFAS No. 157

In September 2006, the FASB issued SFAS No. E&if,Value Measurementsvhich defines fair value, establishes a framework
measuring fair value in generally accepted accagrrinciples, and expands disclosures about #irermeasurements. This statement applies
under other accounting pronouncements that reguipermit fair value measurements, the FASB hapimyiously concluded in those
accounting pronouncements that fair value is thevemt measurement attribute. Accordingly, thig&tent does not require any new fair vi
measurements. SFAS No. 157 is effective for finalrgtiatements issued for fiscal years beginningr &fbovember 15, 2007. However, on
February 12, 2008, the FASB issued SFAS No. 15hizZlwdelays the effective date of SFAS No. 157albnonfinancial assets and
nonfinancial liabilities, except those that areogrtized or disclosed at fair value in the finansiatements on a recurring basis (at least
annually). SFAS No. 157-2 partially defers the effifee date of SFAS No. 157 to fiscal years begigrafter November 15, 2008, and interim
periods within those fiscal years for items wittlie scope of this FASB Staff Position. We beligve adoption of SFAS No. 157 will not have
a material impact on our financial position, resuf operations or cash flows.

SFAS No. 159

In February 2007, the FASB issued SFAS No. 15Bh¢é Fair Value Option for Financial Assets and Fingl Liabilities” . SFAS
No. 159 allows entities to choose, at specifiedt@a dates, to measure eligible financial assetsliabilities at fair value in situations in whi
they are not otherwise required to be measuregiratdlue. If a company elects the fair value apfior an eligible item, changes in that item’s
fair value in subsequent reporting periods museleegnized in current earnings. SFAS No. 159 adsabtishes presentation
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and disclosure requirements designed to draw casgrabetween entities that elect different measergrattributes for similar assets and
liabilities. SFAS No. 159 is effective for fiscaégrs beginning after November 15, 2007. We belibgeadoption of SFAS No. 159 will not
have a material impact on our financial positi@sults of operations or cash flows.

EITF 07-3

Emerging Issues Task Force Issue No. 07A8¢counting for Nonrefundable Advance Paymentsdonds or Services to Be Used in
Future Research and Development Activ’ (“EITF No. 07-3") was issued in June 2007. The El€guires nonrefundable advance payments
for goods or services that will be used or rendéoeduture research and development activitiesikhbe deferred and capitalized. Such
amounts should be recognized as an expense asldbedrgoods are delivered or the related serapzperformed. EITF No. 07-3 is effective
for financial statements issued for fiscal yeargitueing after December 15, 2007, and interim pexieithin those fiscal years. We believe the
adoption of EITF No. 07-3 will not have a mateirapact on our financial position, results of op&nas or cash flows.

Off-Balance Sheet Arrangements
We do not have any off-balance sheet arrangements.

ltem 7A.  Qualitative and Quantitative Disclosure About Mark®isks
Interest Rate Risk

The primary objectives of our investment activitg & preserve principal, provide liquidity and rimaize income without significantly
increasing the risk. Some of the securities weshireare subject to market risk. This means ttatange in prevailing interest rates may cause
the principal amount of the investment to fluctudte minimize this risk, we maintain our portfolidé cash equivalents and short-term
investments in money market funds and certificafedeposit. Since our results of operations aredependent on investments, the risk
associated with fluctuating interest rates is lgdito our investment portfolio, and we believe #hd0% change in interest rates would not have
a significant impact on our results of operatiohs.of June 30, 2008, our investments were in manasket funds, certificates of deposit and
auction rate securities.

We had $10.3 million of indebtedness under ouritfadilities as of June 30, 2008, $11.6 millionieflebtedness under our credit
facilities as of June 30, 2007 and $19.2 millionmafebtedness under our credit facilities as o8 2006. The annual interest rate on our
credit facilities is based on various indexes d8dd in the loan agreements. At June 30, 2008intseest rates ranged from 5.77% to 7.23%.
An immediate 10% increase in the index rates waoolchave a material effect on our interest expense.

Liquidity Risk

As of June 30, 2008, we held approximately $16 llianiof long-term auction-rate securities (“auctitate securities”), net of unrealized
losses, representing our interest in auction regfepred shares in a closed end mutual fund inddstenunicipal securities and auction rate
student loans guaranteed by the Federal Family &aucLoan Program (“FFELP”); such auction rateusiies were rated AAA at June 30,

2008. These auction rate preferred shares haveatezsnmaturity date and stated maturity dateshfese auction rate student loans range from
2010 to 2040.

During February 2008, the auctions for these anatide securities began to fail to obtain suffitieids to establish a clearing rate and
were not saleable in the auction, thereby losimgstiort-term liquidity previously provided by thaction process. As a result, the auction rate
securities have been classified as non-currenstnvents available-fogsale as of June 30, 2008 and we recorded an wreddtiss of $744,00
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Although we have the financial ability and intemttold our investments in auction rate securitie successful auctions occur, a buyer
is found outside of the auction process or thegorefl shares are redeemed, these investmentstarerremtly liquid and in the event we need
to access these funds, we will not be able to deigwut a loss of principal. There can be no amsces that these investments will be settle
the short term or that they will not become othemt-temporarily impaired subsequent to June 308 280the market for these investments is
presently uncertain. In any event, we do not hapeeaent need to access these funds for operapanabses. We will continue to monitor and
evaluate these investments as there is no assuaarioevhen the market for these investments HWathaus to liquidate them. We may be
required to record impairment charges in periodssquent to June 30, 2008 with respect to thesgises and, if a liquid market does not
develop for these investments, we could be requadubld them to maturity.

Foreign Currency Risk

To date, our international customer agreements haga denominated solely in U.S. dollars, and atiegly, we have not been exposed
to foreign currency exchange rate fluctuations fimratomer agreements, and do not currently engefgegign currency hedging transactions.
However, the functional currency of our operationdletherlands and Taiwan is the U.S. dollar andlocal accounts are maintained in the
local currency in the Netherlands and Taiwan, rehpely, and thus we are subject to foreign curyeexchange rate fluctuations associated
with re-measurement to U.S. dollars. Such flucaretihave not been significant historically. Forragée, foreign exchange gain or (loss) for
fiscal years 2008, 2007 and 2006 were 76,000, (®),8nd ($190,000), respectively.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Super Micro Computer, Inc.:

We have audited the accompanying consolidated balgineets of Super Micro Computer, Inc. and suosédi (the “Company”) as of
June 30, 2008 and 2007, and the related consdlidgéatements of operations, stockholderlity, and cash flows for each of the three y&e
the period ended June 30, 2008. These financi@mnstnts are the responsibility of the Companmganagement. Our responsibility is to exp
an opinion on the financial statements based oraodits.

We conducted our audits in accordance with thedstais of the Public Company Accounting OversighamliogUnited States). Those
standards require that we plan and perform thet émdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managemeniglhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, tinarficial position of Super Micro
Computer, Inc. and subsidiaries as of June 30, 2008007, and the results of their operationstheil cash flows for each of the three years
in the period ended June 30, 2008, in conformitynaccounting principles generally accepted inUnéed States of America.

As discussed in Note 2 and Note 11, respectivelthé consolidated financial statements, the Compaopted Statement of Financial
Accounting Standards No. 123 (revised 208Hare-Based Paymemfective July 1, 2006 and Financial Accountingrigi@rds Board
Interpretation No. 48Accounting for Uncertainty in Income Taxes—an iptetation of Statement of Financial Accounting 8mds No. 109,
effective July 1, 2007.

As discussed in Note 9 to the consolidated findrste&ements, the Company has significant purchiagesand sales to a related party.

We have also audited, in accordance with the stdsdz the Public Company Accounting Oversight Bo@snited States), the
Company'’s internal control over financial reportiag of June 30, 2008, based on the criteria estadgliininternal Control—Integrated
Frameworkissued by the Committee of Sponsoring Organizatidrike Treadway Commission and our report dategusti29, 2008 express
an unqualified opinion on the Company’s internatteol over financial reporting.

/s/ Deloitte & Touche, LLP
San Jose, California
August 29, 2008
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SUPER MICRO COMPUTER, INC.

CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amounts)

ASSETS
Current assett
Cash and cash equivalel
Shor-term investment
Accounts receivable, net of allowances of $1,178 %70 at June 30, 2008 and 2007, respectiveljufiimg
amounts receivable from a related party of $792%8%8 at June 30, 2008 and 2007, respectiy
Inventories, ne
Deferred income tax-current
Prepaid income taxe
Prepaid expenses and other current a:
Total current asse
Long-term investment
Property, plant and equipment, |
Deferred income tax-noncurren
Restricted asse
Other asset

Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payable (including amounts due to a rdlpsety of $27,717 and $26,094 at June 30, 200¢
2007, respectively
Accrued liabilities
Income taxes payab
Advances from receivable financing arrangem
Current portion of capital lease obligatic
Current portion of lon-term deb
Total current liabilities
Long-term capital lease obligatic-net of current portiol
Long-term dek-net of current portiol
Other lon¢-term liabilities
Total liabilities
Commitments and contingencies (Note
Stockholder’ equity:
Common stock and additional p-in capital, $0.001 par valt
Authorized shares: 100,000,0
Issued and outstanding shares: 32,668,731 and®@&@Dat June 30, 2008 and 2007, respect
Deferred stoc-based compensatic
Accumulated other comprehensive |
Retained earning
Total stockholder equity
Total liabilities and stockholde’ equity

See accompanying notes to consolidated finanassients.
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June 30, June 30,
2008 2007
$ 51,48! $ 50,86¢

57 15,05¢
49,501 33,42¢
85,68 66,772

8,661 5,63(
2,661 2
1,837 1,757
199,88: 173,50¢
16,10¢ —
45,60: 31,08¢
93¢ 624
1,72¢ 57
127 307
$264,38¢ $205,58:
$ 80,96: $ 61,45:
14,79( 14,07¢
18¢ 1,48¢
1,17¢ 982
57 11¢€
32C 304
97,491 78,42(
10¢ 40
9,981 11,25!
4,93¢ —
112,51« 89,71!
69,43¢ 58,23¢
(675) (1,500)
(451) —
83,56! 59,13:
151,87: 115,87:
$264,38¢  $205,58:
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Net sales (including related party sales of $6,%33320 and $3,881 in fisc

SUPER MICRO COMPUTER, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except share and per share amounts)

years 2008, 2007 and 2006, respectiv

Cost of sales (including related party purchase®l6b,981, $95,673 and $75,718

in fiscal years 2008, 2007 and 2006, respectiv

Gross profi

Operating expense
Research and developmt
Sales and marketir
General and administrati\

Provision for (reversal of ) litigation lo:

Total operating expens

Income from operatior

Interest incom

Interest expens

Other income, ne

Income before income tax provisi
Income tax provisiol

Net income

Net income per shar
Basic
Diluted
Shares used in per share calculat
Basic
Diluted

Years Ended June 30,

$

$
$

2008 2007
540,50 $ 420,39
436,95( 345,38
103,55: 75,00¢
30,53 21,17
18,19: 12,58¢
14,55¢ 11,467
— (120)
63,28: 45,10+
40,27 29,90¢
1,55¢ 765
(1,02) (1,332
40,80« 29,33¢
15,38¢ 9,99¢
25,41¢ $ 19,33
0.81 $ 0.8¢
0.65 $ 0.57
31,354,95 24,152,76
38,843,15 33,946,07.

See accompanying notes to consolidated financigstents.

57

2006
$ 302,54

242,23!
60,30¢

15,81«
9,36¢
6,931
57t
32,68
27,62
254
(1,257)
2

26,62
9,67¢
$ 16,94

$ 0.77
$ 0.5¢

22,010,58
31,846,86
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SUPER MICRO COMPUTER, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(in thousands, except share amounts)

Accumulated

Common Stock Other Total
Deferred Comprehensive Stockholders’
Stock-based Retained
Shares Amount Compensatior Income (Loss) Earnings Equity
Balance at July 1, 20C 2193864 $ 746z $ (1,18) $ — $ 2284 $ 29,121
Exercise of stock optior 235,61¢ 377 — — — 377
Non-employee stoc-based compensatic — 20¢ — — — 20¢
Deferred stoc-based compensatic — 2,34 (2,345 — — —
Amortization of deferred compensati — — 887 — — 887
Forfeitures of stoc-based compensatic — (77) 77 — — —
Tax benefit resulting from stock optis
transaction: — 22C — — — 22C
Net income — — — — 16,94° 16,947
Balance at June 30, 20 22,174,26. 10,53¢ (2,569) 39,79« 47,765
Exercise of stock optior 1,631,001 1,82: — — — 1,82t
Issuance of common stock in connection w
initial public offering, net of issuance cos
of $4,635 6,400,00! 42,98 — — — 42,98!
Stock-based compensatic — 1,531 — — — 1,531
Amortization of deferred compensati — — 89¢ — — 89¢
Forfeitures of stoc-based compensatic — (164) 164 — — —
Tax benefit resulting from stock option
transaction: — 1,532 — — — 1,532
Net income — — — — 19,33¢ 19,33¢
Balance at June 30, 20 30,205,26. 58,23¢ (1,500 — 59,13 115,87:
Cumulative effect upon adoption of FIN — — — — (98¢ (989
Exercise of stock optior 2,463,46 2,932 — — — 2,932
Stoclk-based compensatic — 3,36 — — — 3,367
Amortization of deferred compensati — — 801 — — 801
Forfeitures of stoc-based compensatic — (24) 24 — — —
Tax benefit resulting from stock option
transaction: — 4,92( — — — 4,92(
Unrealized loss on investmet — — — (451) — (451)
Net income — — — — 25,41¢ 25,41¢
Balance at June 30, 20 32,668,73 $6943: $ (675 $ (451) $ 8356¢ $ 151,87:

See accompanying notes to consolidated financisstents.
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SUPER MICRO COMPUTER, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

OPERATING ACTIVITIES:
Net income
Reconciliation of net income to net cash providgaperating activities
Depreciation and amortizatic
Stoclk-based compensation expel
Allowance for doubtful accoun
Allowance for sales returr
Provision for inventon
Loss on disposal of property, plant and equipn
Gain on sho-term investment
Deferred income taxe
Changes in operating assets and liabilit
Accounts receivable, net (including changes inteelgarty balances of $(61), $(543) and
$(109) in fiscal years 2008, 2007 and 2006, respelg)
Inventories
Prepaid expenses and other current a
Other asset
Accounts payable (including changes in relatedypaatances of $1,623, $2,602, and $1,
in fiscal years 2008, 2007 and 2006, respectiv
Income taxes payable, r
Accrued litigation los!
Accrued liabilities
Other lon¢-term liabilities
Net cash provided by operating activit
INVESTING ACTIVITIES:
Restricted asse
Proceeds from investmer
Purchases of property, plant and equipn
Purchases of investmer
Net cash used in investing activiti
FINANCING ACTIVITIES:
Proceeds from lor-term debt
Proceeds from exercise of stock opti
Repayment of lor-term debt
Payment of obligations under capital lea
Advances under receivable financing arrangem
Payment of deferred offering co:
Proceeds from initial offering of common stock, nébffering costs
Net cash provided by financing activiti
Net increase in cash and cash equival
Cash and cash equivalents at beginning of
Cash and cash equivalents at end of

Supplemental disclosure of cash flow informati
Cash paid for intere:
Cash paid for taxe
Non-cash investing and financing activitit
Equipment purchased under capital le:
Deferred stoc-based compensation related to stock option g
Reversal of deferred stc-based compensation for cancellation of stock opt
Accrued costs for property, plant and equipmentipase:
Accrued offering cost
Changes in fair values of investme

See accompanying notes to consolidated financitdsents.
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Years Ended June 30,

2008 2007 2006
$2541¢ $19,33¢ $16,94]
2,66¢ 1,64( 1,21¢
4,16¢ 2,43( 1,09€
334 24C 18
5,631 4,40¢ 2,497
6,85( 5,62¢ 2,867
17 16 13
— (939 9)
(3,047 (3,219 (816)
(22,040 (15,82 (11,249
(25,76) (14,789 (19,95
(80) (86€) (522)

89 — —
18,62+ 9,487 14,22
1,23¢ 1,93¢ (1,019
— (575) 57t
73€ 5,221 2,32:
3,65¢ — —
18,50:  14,98¢ 8,20¢
(1,67) (157) (63)
20,62¢ 145 1,82¢
(16,08 (3,047 (11,457
(22,480 (15,05 (109)
(19,609 (18,109 (9,792
— — 8,93¢
2,93: 1,82¢ 377
(1,25 (7,687 (2,669
(126) (210) (97)
191 187 437
(20 — (63

— 43,36 —
172: 37,47 6,92¢
617 34,35t 5,33¢
50,86¢  16,50¢ 11,17
$51,48° $50,86¢ $ 16,50¢
$ 1,028 $ 1,33 $ 1,25¢
$13,258 $11,27F $11,51(
$ 132 $ 13¢ $ 21€
$ — $ — % 234
$ 24 $ 164 $ 77
$ 8E $ 78 $ 131
$ — $ 317 $ 35F
$ (749 $ — $ —
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SUPER MICRO COMPUTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1.  Organization

Super Micro Computer, Inc. was incorporated in f0atia on September 28, 1993 and reincorporat&kiaware on March 19, 2007.
Super Micro Computer develops and provides higfop@ance server solutions based upon an innovatieelular and open-standard
architecture. Super Micro Computer has wholly owsebsidiaries in the Netherlands, Taiwan, Caymkmdis and California, United States.

Note 2.  Summary of Significant Accounting Policies
Principles of Consolidatior

The consolidated financial statements reflect thesolidated balance sheets, results of operatiotheash flows of Super Micro
Computer, Inc. and its wholly owned subsidiariedléctively, the “Company”). All intercompany acaus and transactions have been
eliminated.

Use of Estimate

The preparation of financial statements in confoymiith accounting principles generally acceptethi@ United States of America
requires management to make estimates and assasiiat affect the reported amounts of assetsiabitities and disclosure of contingent
assets and liabilities at the date of the finanstialements and the reported amounts of revenukesxqenses during the reporting periods. Such
estimates include, but are not limited to: allowestor doubtful accounts and sales returns, cotipenmarketing accruals, inventory valuati
product warranty accruals, stock-based compensatigrairment of long-term investments and incomxesa Actual results could differ from
those estimates.

Reclassifications

The balance for prepaid income taxes which was aoeabwith prepaid expense and other current assetise consolidated balance
sheets in the prior year has been reclassifiedsgparate line item to conform with the currentrymasentation. In addition, the balances for
restricted assets and other assets on the consalidalance sheets were combined in a singletime in the prior year and have been
reclassified to separate line items to conform whih current year presentation. The provisiontioentory had been combined with the change
in inventory in the prior year consolidated statatwf cash flows and has been reclassified to arag¢pline item to conform with the current
year presentatiol

Cash and Cash Equivalents

The Company considers all highly liquid instrumentth an original maturity of three months or |éssn the date of purchase to be cash
equivalents. Cash equivalents consist primarilgnohey market funds and certificate of deposits wititurities of less than three months.

Short-term Investments

Short-term investments consist of certificate giakéts with maturities of more than three monthisless than a year and auction rate
securities. See Note 5 related to auction raterdgiesu The certificates of deposits are carriedrabrtized cost which approximates fair value.

Inventory

Inventory is stated at the lower of cost (firstfinst-out method) or market. Inventory consistsaf materials (principally components),
work in process (principally products being assedphnd finished goods. Market value representsaadizable value for finished goods and
work in process and replacement value of raw
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SUPER MICRO COMPUTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
materials and parts. The Company’s products argesuto rapid technological obsolescence and squéte competition. Should the Company
experience a substantial unanticipated declinkerselling price or demand of its products, a $igat charge to operations could result.

During 2008, 2007 and 2006, the Company recordeehitory write-downs charged to cost of sales 08%6,000, $5,629,000 and $2,867,000,
respectively, for excess and obsolete inventory.

Property and Equipmen

Property and equipment are recorded at cost anedafed using the straight-line method over theneded useful lives of the related
assets as follows:

Machinery and equipmel 1.5to 7 year:

Furniture and fixture 5 years

Software 3 years

Building 39 years

Building improvement: 20 years

Leasehold improvemen shorter of lease term or estimated useful

For assets acquired and financed under capitadesise present value of the future minimum leasengnts is recorded at the date of
acquisition as property and equipment with theesponding amount recorded as a capital lease tibligand the amortization is computed
a straight-line basis over the shorter of leas®m t&@r estimated useful life.

Restricted Assel

The restricted assets primarily consist of cewdifés of deposits that secure two irrevocable etiécredit of $121,000 and $1,540,000 as
of June 30, 2008. In February 2008, the Compangioétl an irrevocable standby letter of credit regiby the landlord of its office lease
totaling $121,000. In March 2008, the Company pbstéond in the amount of $3,080,000 required byRtaris Court of Appeals related to the
Digitechnic lawsuit (see Note 12). The bond wasatetalized by an irrevocable standby letter ofltrtotaling $1,540,000.

Long-Lived Assets

The Company evaluates its long-lived assets foaimpent whenever events or changes in circumstandeste that the carrying
amount of an asset may not be recoverable. Whesutineof the undiscounted future net cash flows ebtgueto result from the use of the asset
and its eventual disposition is less than its ¢gagyamount, an impairment loss would be measureddan the fair value of the asset compi
to the carrying amount. No impairment charge hanlyecorded in any of the periods presented.

Revenue Recognitio

The Company accounts for its revenue under theigioms of Staff Accounting Bulletin (SAB) No. 10Revenue Recognition in
Financial Statemeni. Under the provisions of SAB No. 104, the Compeggognizes revenue from sales of products, whesupsive
evidence of an arrangement exists, shipment hagmectand title has transferred, the sales prifizésl or determinable, collection of the
resulting receivable is reasonably assured, arglglificant obligations have been met. Generdilly dccurs at the time of shipment when risk
of loss and title has passed to the customer. Tmepany’s standard arrangement with its custometadies a
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SUPER MICRO COMPUTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

signed purchase order or contract, free-on-bodppsty point terms, 30 to 60 days payment termd,ramcustomer acceptance provisions.
Certain customers have free-on-board destinationst@nd revenue is recognized when the produdteat the destination. The Company
generally does not provide for non-warranty rigbftseturn except for products which have “Out-ofb#ailure, in which case customers may
return these products for credit within 30 dayseafiving the items. Certain distributors and OEs also permitted to return products in
unopened boxes, limited to purchases over a spdgqieriod of time, generally within 60 to 90 dayshe purchase, or to products in the
distributor’'s or OEM’s inventory at certain timesith as the termination of the agreement or proohstlescence). In addition, the Company
has a sales arrangement with an original equipmanufacturer (“OEM”) under which the Company s&#products with the OEM’brand t
the OEM. The OEM has limited product return rigfits.estimate reserves for future sales returnsCtmapany regularly reviews its history of
actual returns for each major product line. The @any also communicates regularly with the relewstributors to gather information about
end customer satisfaction, and to determine themelof inventory in the channel. Estimated resefeefuture returns, which are recorded at
the time the related revenue is recognized, atgstelj as necessary, based on returns experiehg@srexpectations and communication with
distributors.

In addition, certain customers have acceptanceigioms and revenue is deferred until the custorpergide the necessary acceptance. At
June 30, 2008 and 2007, the Company had defervedue of $2,961,000 and $175,000 and related @ef@moduct costs of $2,184,000 and
$147,000, respectively, related to shipments tootners pending acceptances.

Probability of collection is assessed on a custelyetustomer basis. Customers are subjected to a cexittv process that evaluates
customers’ financial position and ultimately thelnility to pay. If it is determined from the outsd#tan arrangement that collection is not
probable based upon the review process, the custaane required to pay cash in advance of shipniéret.Company provides for price
protection to certain distributors. Management ssse the market competition and product technabbgplescence, and makes price
adjustments based on their judgment. Upon eachusimeonent of price reductions, the accrual for ppicgection is calculated based on the
distributors’ inventory on hand. Such reservesracerded as a reduction to revenue at the time geanent reduces the product prices in
accordance with Emerging Issues Task Force Issu®N8,Accounting for Consideration Given by a Vendor Gwstomer (including a
Reseller of the Vend's Products). Credits issued by the Company pursuant to themasions were $283,000, $182,000 and $75,00¢hfr
years ended June 30, 2008, 2007 and 2006, resplgctihe Company does not commit to future pricuntions with any of its custome

Cost of Sales

Cost of sales primarily consists of the costs ofamals, contract manufacturing, in-bound shippiogrsonnel and related expenses,
equipment and facility expenses, warranty costsimvehtory write-offs.
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SUPER MICRO COMPUTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Product Warranties

The Company'’s product warranties range from 15ton®nths. At the time product revenue is recognitteel Company provides for
estimated warranty costs. The Company has estelblisbcruals for anticipated future warranty codigware included in accrued liabilities in
the accompanying consolidated balance sheets.dllogving table presents for the years ended Jun@@@8, 2007 and 2006, the reconcilia
of the changes in accrued warranty costs (in thulsa

June 30,
2008 2007 2006
Balance as of beginning of peri $ 2,24z $ 1,46 $ 1,59¢
Provision for warrant 6,47¢ 4,20z 1,59(
Costs charged to accrt (5,79¢) (3,427) (1,729)
Balance as of end of perit $ 2,92( $ 2,24z $ 1,462

Software Development Cos

Software development costs are included in researdidevelopment and are expensed as incurredva@eftievelopment costs are
capitalized beginning when technological feasipitibs been established and ending when a prodactikble for general release to
customers. To date, the period between achievicttntdogical feasibility and the issuing of suchtaafre has been short and software
development costs qualifying for capitalization éd@een insignificant.

Research and Developme

Research and development costs are expensed athend consists primarily of salaries, consulegvices, other direct expenses and
other engineering expenses. The Company occasiaeakives funding from certain suppliers and cmets towards its development efforts.
Such amounts recorded as a reduction of reseatteuelopment expenses were $1,860,000, $1,10409$403,000 for the years ended
June 30, 2008, 2007 and 2006, respectively.

Cooperative Marketing Arrangements

The Company follows Emerging Issues Task ForceTFE) Issue No. 01-9Accounting for Consideration Given by a Vendor to a
Customer (including a Reseller of the Vendor's Riadd). The Company has arrangements with resellers gir@dducts to reimburse the
resellers for cooperative marketing costs meetpagi§ied criteria. In accordance with EITF Issue Rb-9, the Company records advertising
costs meeting such specified criteria within saled marketing expenses in the accompanying comgeticsstatements of operations. For those
advertising costs that do not meet the criteridanh in EITF Issue No. 01-9, the amounts are réed as a reduction to sales in the
accompanying consolidated statements of operations.

Prior to fiscal year 2007, the Company had recaghihe maximum potential amount of the reimburserfagrwhich the resellers were
entitled as the Company lacked sufficient histdréogerience to make a reasonably reliable estimfatiee amount that might expire
unclaimed. Beginning in fiscal year 2007, the Compdetermined that it had sufficient history of laimed cooperative marketing funds to
make reasonably reliable estimates. Accordinglgjriogng in fiscal year 2007 the Company began reduits accrual for cooperative
marketing funds for its estimate of amounts thdtmdgt be claimed. This change in accounting estinead a
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SUPER MICRO COMPUTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

favorable impact on income before income taxesheffiscal year ended June 30, 2007 of approxim&eb5,000. The effect on net income
for fiscal year 2007 was an increase of approxiim&t498,000 and the effect on earnings per comrhaneswas an increase of $0.02 per basic
share and $0.01 per fully diluted share.

Total cooperative marketing costs charged to satdsmarketing expenses for the years ended Jurg988, 2007 and 2006, were
$2,489,000, $1,699,000 and $1,326,000, respectiVelal amounts recorded as reductions to salethéoyears ended June 30, 2008, 2007 anc
2006, were $643,000, $622,000and $665,000, respécti

Advertising Cost:

Advertising costs are expensed as incurred. Totzdriising and promotional expenses, including evafive marketing payments, were
$3,290,000, $2,426,000 and $2,050,000 for the yeaded June 30, 2008, 2007 and 2006, respectively.

Stock-Based Compensation

Effective July 1, 2006, the Company adopted thevalue recognition provisions of SFAS No. 123(Bhare-Based Paymentising the
prospective transition method, which establishasddrds for the accounting for transactions in Wiaig entity exchanges its equity instrum:
for goods or services, primarily focusing on acammfor transactions where an entity obtains erygéoservices in share-based payment
transactions. SFAS No. 123(R) requires enterptis@seasure the cost of employee services receivegdhange for an award of equity
instruments, including stock options, based orgtlaat-date fair value of the award. That cost dlrecognized over the period during which
an employee is required to provide services in argp for the award, known as the requisite sepgciod (usually the vesting period). SFAS
No. 123(R) supersedes the Com[’s previous accounting under APB No. 25 for peribdginning in fiscal 2007.

Prior to July 1, 2006, the Company elected to fellsccounting Principles Board Opinion No. 2Z&;counting for Stock Issued to
Employee(APB 25), and related interpretations in accounforgts employee stock options rather than theraltive fair value accounting
provided for under Statement of Financial Accougt8tandards (“SFAS”) No. 123ccounting for Stock-Based Compensati8RAS
No. 123), as amended by SFAS No. 148. Under APBvREN the exercise price of the Comf’s employee and director stock options is e
to or greater than the market price of the unded\dtock on the date of grant, no compensationreseis recognized. The Company
recognized deferred stock-based compensation lmastte excess of the deemed fair value of the lyidgrstock over the stock option
exercise price at the date of grant. From Septe@d@4s through December 2005, the Company grantedngpwith exercise prices equal to
fair value of the common stock determined by tharbdmf directors at the time of the grants. The Gany subsequently obtained valuations
from an unrelated valuation specialist that wersdu® establish retroactively the fair value oftitenmon stock. This retroactive fair value
exceeded the fair value established by the boadireftors at the time of the grants. As a reslét, Company recorded deferred stock-based
compensation for stock option granted from Septerb84 to December 2005. The intrinsic value paralis being recognized as
compensation expense over the applicable vestingdp@vhich equals the service period).

The Company accounts for equity instruments grattewnemployees under SFAS No. 123, EITF IssueQ8el8,Accounting for
Equity Instruments That Are Issued to Other Thampléyees for Acquiring, or IConjunction with Selling Goods or Servigew Financial
Accounting Standards Board Interpretation No. (“BIRB, Accounting for Stock Appreciation Rights and Ottiariable Stock Option or
Award Plans. The options are recorded at fair value under SRAS123 and are measured and recognized in acomedaith EITF Issue
No. 9€-18 and FIN 28.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Shipping and Handling Fee:

In accordance with EITF Issue No. 00-A@counting for Shipping and Handling Fees and Cp#te Company incurred shipping cost:
$689,000, $458,000 and $513,000 for the years ehaeel 30, 2008, 2007 and 2006, respectively, teat wmcluded in sales and marketing
expenses.

Income Taxes

The Company accounts for income taxes under am asddiability approach. Deferred income taxesefthe impact of temporary
differences between assets and liabilities recaghfar financial reporting purposes and such anmoretognized for income tax reporting
purposes, net operating loss carryforwards and ¢éixecredits measured by applying currently erchtae laws. Valuation allowances are
provided when necessary to reduce deferred tatsassan amount that is more likely than not tadedized.

Foreign Currency Translation

The functional currency of the Company’s foreigbsidiaries is the U.S. dollar. Accordingly, remaasoent of foreign currency
accounts and foreign exchange transaction gaintogsds, which have not been material, are refldot¢he consolidated statements of
operations.

Net Income Per Shar
Basic net income per share is computed by dividietgincome by the weighted average number of conshares outstanding for the
period.

Diluted net income per share is computed by digdhre net income for the period by the weightedaye number of common and
common equivalent shares outstanding during thieghePotentially dilutive securities, comprisedinéremental common shares, issuable t
the exercise of stock options are included in ddutet income per share, using the treasury st@thad, to the extent such shares are dilutive.

A reconciliation of shares used in the calculatibbasic and diluted net income per share is dgvisl (in thousands, except for per share
amounts):

Years Ended June 30

2008 2007 2006
Numerator:
Net income $25,41¢  $19,33¢  $16,94°
Denominator
Basic weighte-average number of common and common equivalenéstoartstandin 31,35¢ 24,15 22,01(
Dilutive common stock optior 7,48¢ 9,79: 9,83¢
Diluted weighte-average number of common shares outstar 38,84 33,94¢ 31,84¢
Basic net income per she $ 081 $ 08 $ 0.7i
Diluted net income per sha $ 06t $ 057 $ 0.5:

For the years ended June 30, 2008, 2007 and 289&dmpany had stock options outstanding that qootientially dilute basic earnings
per share in the future, but were excluded fromctiraputation of diluted net income per share inpgods presented, as their effect would
have been anti-dilutive. The shares of common siggikable upon exercise of such outstanding stptikres were 2,610,000, 644,000 and
162,000 for the years ended June 30, 2008, 2002@0@|, respectively.

65



Table of Contents

SUPER MICRO COMPUTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Comprehensive Income (Loss)

The Company accounts for comprehensive income)(logder the provisions SFAS No. 1&eporting Comprehensive Income (LosS),
which establishes standards for reporting and ajgpl) comprehensive income (loss) and its compariarthe financial statements.
Comprehensive income (loss), as defined, includehanges in equity during a period from non-owseurces. The components of
comprehensive income, net of taxes, are as fol{@whousands):

Years Ended June 30

2008 2007 2006
Net income $25,41¢ $19,33¢ $16,94"
Unrealized loss on investment, net of ta (45) — —
Total comprehensive incon $24,96¢ $19,33¢ $16,94"

Certain Significant Risks and Uncertainties

The Company operates in the high technology inglesid is subject to a number of risks, some of thie beyond the Company’s
control, that could have a material adverse efiedhe Company’s business, operating results, iaaddial condition. These risks include
variability and uncertainty of revenues and operatesults; product obsolescence; geographic coratem; international operations;
dependence on key personnel; competition; intelldgiroperty/litigation; management of growth; dintited sources of supply.

Concentration of Supplier Risk

Certain of the raw materials used by the Compariiérmanufacture of its products are available feolimited number of suppliers.
Shortages could occur in these essential matehisgo an interruption of supply or increased dedriarthe industry. Two suppliers accounted
for 24.8% and 23.9%, 30.8% and 20.2%, and 32.29%28rkPo, of total purchases for years ended Jun2@®i8, 2007 and 2006, respectively.
(See Note 9)

Fair Value of Financial Instruments

Cash equivalents, accounts receivable and accpagéble are carried at cost, which approximates/édue due to the short maturity of
these instruments. Long-term debt is carried atrmeal cost, which approximates its fair value lobge borrowing rates currently available to
the Company for loans with similar terms.

Concentration of Credit Risk

Financial instruments which potentially subject @@mpany to concentration of credit risk consigtarily of cash and cash equivalents,
short-term and long-term investments and accoeutsivable. Deposits may exceed the amount of inserprovided on such deposits. No
single customer accounted for 10% or more of nletsda fiscal years 2008, 2007 and 2006. No singi&tomer accounted for 10% or more of
accounts receivable as of June 30, 2008. Accoentsvable from one customer accounted for 12.0%taf accounts receivable at June 30,
2007.
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Recent Accounting Pronouncemen
SFAS No. 157

In September 2006, the FASB issued SFAS No. E&if,Value Measurementsvhich defines fair value, establishes a framework
measuring fair value in generally accepted accagrrinciples, and expands disclosures about Birermeasurements. This statement applies
under other accounting pronouncements that reguipermit fair value measurements, the FASB hapimyiously concluded in those
accounting pronouncements that fair value is thevemt measurement attribute. Accordingly, thig&tent does not require any new fair vi
measurements. SFAS No. 157 is effective for finalrsiatements issued for fiscal years beginningy &fbvember 15, 2007. However, on
February 12, 2008, the FASB issued SFAS No. 15hizZlwdelays the effective date of SFAS No. 157albnonfinancial assets and
nonfinancial liabilities, except those that areogrized or disclosed at fair value in the finansiatements on a recurring basis (at least
annually). SFAS No. 157-2 partially defers the efifiee date of SFAS No. 157 to fiscal years begigrafter November 15, 2008, and interim
periods within those fiscal years for items withiie scope of this FASB Staff Position. The Complbeljeves the adoption of SFAS No. 157
will not have a material impact on its financiakgion, results of operations or cash flows.

SFAS No. 159

In February 2007, the FASB issued SFAS No. 15Bhé€ Fair Value Option for Financial Assets and Fiogl Liabilities” . SFAS
No. 159 allows entities to choose, at specifiedt@a dates, to measure eligible financial assetsliabilities at fair value in situations in whi
they are not otherwise required to be measuregiratdlue. If a company elects the fair value apfior an eligible item, changes in that item’s
fair value in subsequent reporting periods muselegnized in current earnings. SFAS No. 159 adsabdishes presentation and disclosure
requirements designed to draw comparison betwetitiesrihat elect different measurement attribdéesimilar assets and liabilities. SFAS
No. 159 is effective for fiscal years beginningeaflovember 15, 2007. The Company believes thetamopf SFAS No. 159 will not have
material impact on its financial position, reswfsoperations or cash flows.

EITF 07-3

Emerging Issues Task Force Issue No. 07A8counting for Nonrefundable Advance Payments3oonds or Services to Be Used in
Future Research and Development Activ’ (“EITF No. 07-3") was issued in June 2007. The El€guires nonrefundable advance payments
for goods or services that will be used or rendéoeduture research and development activitiesughbe deferred and capitalized. Such
amounts should be recognized as an expense asldbedrgoods are delivered or the related seraceperformed. EITF No. 07-3 is effective
for financial statements issued for fiscal yeargitueing after December 15, 2007, and interim pexieithin those fiscal years. The Company
believes the adoption of EITF No. 07-3 will not kaw material impact on its financial position, fesof operations or cash flows.
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Note 3. Accounts Receivable Allowance

The Company establishes an allowance for doubtitdants and an allowance for sales returns. Thavalice for doubtful accounts is
based upon the credit risk of specific customeasdptical trends related to past losses and o#devant factors. The Company also provides its
customers with product return rights. A provisian $uch returns is provided for in the same petfiad the related sales are recorded based
upon contractual return rights and historical teeniiccounts receivable allowances as of June 3B,22007 and 2006, consisted of the
following (in thousands):

Charged tc
Beginning
Cost and Ending
Balance Expenses Deductions Balance
Allowance for doubtful account
Year ended June 30, 20 $ 237 18 47 $ 20¢
Year ended June 30, 20 $ 20¢ 24C (149) $ 30C
Year ended June 30, 20 $ 30C 334 (33) $ 601
Allowance for sales returr
Year ended June 30, 20 $ 1,152 2,49, (3,326 $ 328
Year ended June 30, 20 $ 32¢ 4,40¢ (4,26)) $ 47C
Year ended June 30, 20 $ 47C 5,631 (5,529 $ 572
Note 4.  Inventories
Inventories as of June 30, 2008 and 2007 considtdwe following (in thousands):
June 30,
2008 2007
Finished good $54,38¢  $44,80:
Work in proces! 64¢ 441
Purchased parts and raw mater 30,65( 21,527
Total inventories, ne $85,68:  $66,77.

Note 5.  Short-term and Long-term Investments

As of June 30, 2008, the Company held approxima&&6,1 million of long-term auction-rate securit{ésuction rate securities”), net of
unrealized losses, representing its interest iti@ucate preferred shares in a closed end mutunal fnvested in municipal securities and
student loans guaranteed by the Federal Family &aucLoan Program (“FFELP”); such auction rateusiies were rated AAA at June 30,
2008. These auction rate preferred shares haveatezsmaturity date and stated maturity dateshfese auction rate student loans range from
2010 to 2040.

The auction rate securities contain variable irgierates that periodically reset to prevailing neamrates every 7 to 35 days through the
auction process. Due to the liquidity provided by interest rate reset mechanism and the shortrtatune of the Company’s investment, the
auction rate securities had previously been cliassds short-term investments available-for-saliuat 30, 2007. The Company held
approximately $15.0 million in auction rate sedestas of June 30, 2007 for which cost approximé&dnarket value.

Typically, the fair value of auction-rate secust&pproximates par value due to the frequent megeif interest rates. During February
2008, the auctions for these auction rate secsititgggan to fail to obtain

68



Table of Contents

SUPER MICRO COMPUTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

sufficient bids to establish a clearing rate arelgbcurities were not saleable in the auctionethelosing the short-term liquidity previously
provided by the auction process. As a result, trati@n rate securities have been classified as-teng investments available-for-sale as of
June 30, 2008.

The Company has used a discounted cash flow moasitimate the fair value of the auction rate déear The assumptions used in
preparing the discounted cash flow model includemeges for interest rates which among other thingerporate, as applicable,
creditworthiness of the associated insurers, tinofigash flows and expected holding periods ofahetion-rate securities. Based on this
assessment of fair value, for the year ended Jan2(®8 the Company determined there was a dedlifeér value of its auction rate securities
of $744,000 which was deemed temporary. That amioasmbeen recorded net of tax, as a componenhef oomprehensive income.

Additionally, the Company has the financial abiktyd intent to hold these investments in auctioe sacurities until successful auctions
occur, a buyer is found outside of the auction esswr the preferred shares are redeemed. The @grplaens to continue to monitor the
liquidity situation in the marketplace and the étedrthiness of its holdings and will perform petio impairment analysis.

Note 6.  Property, Plant and Equipment
Property, plant and equipment as of June 30, 2668807 consisted of the following (in thousands):

June 30,

2008 2007
Land $19,22( $13,85¢
Buildings 19,10¢ 13,16:
Building and leasehold improvemel 3,06: 2,947
Machinery and equipme! 8,42¢ 4,06z
Furniture and fixture 2,21 1,39(
Software 1,20¢ 941
53,23( 36,36
Accumulated depreciatic (7,62¢) (5,272
Property, plant and equipment, | $45,60: $31,08¢

On October 16, 2007, the Company purchased lanédmdding to support the Company’s growth. Thsts®f land and building were
$5,360,000 and $5,947,000, respectively, as of 30n2008.

The costs of assets under capital leases were@Land $294,000 as of June 30, 2008 and 200 &athaply, and accumulated
amortization was $115,000 and $57,000, respectively

Note 7.  Advances from Receivable Financing Arrangement

The Company has accounts receivable financing agrets with certain financing companies wherebyfithencing companies pay the
Company for sales transactions that have beengpeeed by these financing companies. The financorgpany then collects the receivable
from the customer. For the years ended June 3@, 2007 and 2006, such sales transactions totalgde@mately $23,245,000, $15,595,000
and $15,286,000, respectively. At June 30, 200828407, approximately $1,173,000 and $982,000 reis@dy, remained
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uncollected from customers subject to these arrarges. Such amounts have been recorded as advemoeeceivable financing
arrangements as the Company has obligations toaegse inventories seized by the financing compaingen defaulting customers.
Historically, the Company has not been requiregeturchase inventories from the financing compariiese financing arrangements bear

interest at rates ranging from 11.70% to 21.48%X$685% to 21.48% per annum, depending on the cwes® credit ratings, at June 30, 2008
and 2007, respectively.

Note 8. Long-term Obligations
Long-term obligations as of June 30, 2008 and 2@Mi&isted of the following (in thousands):

June 30,
2008 2007
Building loans $10,30: $10,58¢
Small Business Administration loi — 97C
Capital leases (Note 1 165 15¢
Total 10,46¢ 11,71¢
Current portior (377) (422)
Long-term portion $10,08¢ $11,29!

In April 2004, the Company borrowed $4,275,000 fratmank to purchase a building in San Jose, CaldoiThe loan is secured by the
property purchased and principal and interest ayalple monthly through May 1, 2029. As of JuneZiM8 and June 30, 2007, the total
outstanding borrowings were $3,912,000 and $3,98) @spectively, with interest at 7.23% per anitiaraugh July 2012 and then it is
adjusted every five years to equal the index oféafyUnited States Treasury Notes as publish inthk Street Journal plus 2.75% per annum.

In September 2005, the Company obtained two loatating $7,920,000 from a bank to purchase a mgldth San Jose, California. Both
loans are secured by the property purchased aras#ignment of all rent on the property purcha%ed.first loan of $6,930,000 is repayabls
equal monthly installments through September 28500f June 30, 2008 and June 30, 2007, the totatamding borrowings were $6,389,000
and $6,595,000, respectively, with interest at % per annum through September 2010, and theradjissted every five years to equal the
index of 5-Year United States Treasury Notes pl65% per annum. The second loan of $990,000 wakqgfausing a Small Business
Administration loan of $1,019,000 on November 1@)%2. In October 2007, the Company paid off the ffwar$1,011,000 including a pre-
payment penalty of $46,000.

As of June 30, 2008, the gross cost and net bolole s the land, building and related improvemertitateralizing the borrowings were
approximately $17,111,000 and $16,375,000, resgeygtiAs of June 30, 2007, the gross cost and oek walue of the land, building and
related improvements collateralizing the borrowingse approximately $17,079,000 and $16,578,0Gpewtively.
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The following table as of June 30, 2008, summariaige minimum principal payments on the Compamgbts excluding capital leases
(in thousands):

Fiscal Years Ending June 30

2009 $ 32C
2010 297
2011 33¢
2012 361
2013 384
Thereaftel 8,60(
Total $10,30:

In February 2008, the Company obtained an irreviecstiandby letter of credit required by the landlof its office lease totaling
$121,000 that expires on September 1, 2009. Asraé 30, 2008, the Company had an unused revoliiegf credit totaling $5,000,000 that
matures on November 1, 2008 and the interest rathis credit line is 7.50% per annum. As of JuBe2D08, the Company was in compliance
with the financial covenants associated with the bf credit.

Note 9.  Relatec-party and Other Transactions

Ablecom Technology Inc—Ablecom, a Taiwan corporation, together with itbsidiaries (Ablecom”), is one of the Company’s onaj
contract manufacturers. Ablecom’s chief executiffeeer, Steve Liang, is the brother of Charles Igathe Company’s President, Chief
Executive Officer and Chairman of the Board of Bices, and owns approximately 2.4% of the Compaogiamon stock. Charles Liang
served as a Director of Ablecom during the Compsifigtal 2006, but is no longer serving in suchacéty. In addition, Charles Liang and his
wife, also an officer of the Company, collectivelyn approximately 30.7% of Ablecom and Y&tyan (Wally) Liaw, an officer and director
the Company, and his spouse collectively own agprately 5.2% of Ablecom, while Steve Liang and otfanily members own
approximately 49.3% of Ablecom at June 30, 2008.

The Company has product design and manufacturivices agreements (“product design and manufagagreements”) and a
distribution agreement (“distribution agreementijhwAblecom.

Under the product design and manufacturing agretandgre Company outsources a portion of its deadivities and a significant part
its manufacturing of components such as serversth&s Ablecom. Ablecom agrees to design produatsraing to the Company’s
specifications. Additionally, Ablecom agrees toltduhe tools needed to manufacture the productdetthe product design and manufactu
agreements, the Company commits to purchase a mniniquantity over a set period. The purchase pffiteeoproducts manufactured by
Ablecom is negotiated on a purchase order by psebader basis at each purchase date. Howeveeddharge is added to the price of each
unit purchased until the agreed minimum numbemitsus purchased. In August 2007, the Companyredt@to a new product development,
manufacturing and service agreement with Ablecondeay the new agreement, the Company has agreey tmipthe cost of blade server
tooling and engineering services and will pay farge items when the work has been completed. srcttge no fixed charge is added to future
purchases for reimbursement of tooling costs. Thm@any purchased tooling assets for $2,135,00@&agiheering services for $785,000 fr
Ablecom during the year ended June 30, 2008.

Under the distribution agreement, Ablecom purchaseger products from the Company for distribuiioTaiwan. The Company
believes that the pricing and terms under theitigfion agreement are similar to the pricing andhteof distribution arrangements the
Company has with similar, third party distributors.
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Ablecom’s net sales to the Company and its ness#léhe Company’s products to others comprisebatamtial majority of Ablecom’s
net sales. The Company purchased products fromcAbleotaling approximately $105,981,000, $95,673,80d $75,718,000, and sold
products to Ablecom totaling approximately $6,5@8,067,320,000 and $3,881,000, for the years eddee 30, 2008, 2007 and 2006,
respectively.

Amounts owed to the Company by Ablecom as of JUn&2308 and 2007, were approximately $792,000 &33$00, respectively.
Amounts owed to Ablecom by the Company as of JUne808 and 2007, were approximately $27,717,000526,094,000, respectively.
Historically, the Company has paid Ablecom the migjaf invoiced dollars between 45 and 132 dayswabice. For the years ended June 30,
2008, 2007 and 2006, the Company received $147&83000 and $90,000, respectively, from Ableconpinalty charges. For the year
ended June 30, 2008, the Company paid approxim$teh63,000 in tooling assets and miscellaneous ¢o#blecom which included the
$2,135,000 of tooling and $785,000 of engineerenyises for the blade servers referred to abovetheyears ended June 30, 2007 and 2006,
the Company paid approximately $412,000 and $1®4 @3pectively, in tooling assets and miscellapammsts to Ablecom. Penalty charges
are assessments relating to delayed deliveriegalitygissues.

The Company’s exposure to loss as a result ofiitslvement with Ablecom is limited to (a) potentiasses on its purchase orders in the
event of an unforeseen decline in the market @ia¥or demand of the Company’s products such tisa€ompany incurs a loss on the sale or
cannot sell the products and (b) potential lossesutstanding accounts receivable from Ableconhédvent of an unforeseen deterioration in
the financial condition of Ablecom such that Ablaetdefaults on its payable to the Company. Outstapdurchase orders with Ablecom were
$28.0 million and $2.2 million at June 30, 2008 &987, respectively, representing the maximum exymo® loss relating to (a) above. The
Company does not have any direct or indirect guaemnof losses, if any, of Ablecom.

Tatung—Tatung was a significant contract manufactureitfier Company and owns approximately 1.8% of the @om's common
stock at June 30, 2008.

The Company had a product manufacturing agreemyemduct manufacturing agreement”) with Tatung. Fineduct manufacturing
agreement was terminated by Tatung in the quanigdeas December 31, 2007.

The Company purchased contract manufacturing sssdaad products from Tatung totaling approxima$élyp85,000, $23,312,000 and
$13,561,000 and sold products to Tatung totalipg@pmately $2,887,000, $5,739,000 and $6,000tHeryears ended June 30, 2008, 2007
and 2006, respectively. The amounts owed to thegaomby Tatung as of June 30, 2008 and 2007, vwgm®gimately $0 and $886,000,
respectively. The amounts owed to Tatung by the 2o as of June 30, 2008 and 2007, were approxiyrtbeand $5,616,000, respectively.
Historically, the Company has paid Tatung the nigj@f invoiced dollars between 50 and 130 dayswbice. For the years ended June 30,
2008, 2007 and 2006, the Company received no petiadirges from Tatung but received approximate§8$200 from Tatung for its
termination of the product manufacturing agreenietite year ended June 30, 2008.

Note 10. Stock-based Compensation and Stockholde’ Equity
Stock-Split

On January 10, 2007, the Company’s Board of Dirscapproved a two-for-one common stock split antharease in the number of
authorized common shares to 100,000,000, $0.00¢ghae per share. All share and per share infopnati the consolidated financial
statements has been adjusted to give retroactigeted the split.
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Initial Public Offering of Common Stock

On April 3, 2007, the Company completed the inipiablic offering of shares of its common stock. arch 28, 2007, the SEC declared
the Company’s Registration Statement on Form Silé (fo. 333-138370) effective. The Registrationt&teent registered the sale of an
aggregate of 9,200,000 shares of the Company’s @omstock, of which the Company sold 6,400,000 shamed the selling stockholders sold
2,800,000 shares (including 1,200,000 shares soklpnt to the underwriters’ over-allotment optioi)e underwriters exercised the over-
allotment option in full on April 3, 2007. At a pliboffering price of $8.00 per share, the aggregatice of the shares sold by the Company
was $51,200,000, and the aggregate price of threslsald by the selling stockholders was $22,4@,06e Company did not receive any
proceeds from the sale of shares by the sellingkbtiiders. However, the Company received $80,00@ ftertain members of the Company’s
management as payment of the exercise price afdpébns to purchase an aggregate of 400,000 slvhirmommon stock, which they sold in
the over-allotment. The aggregate underwritingalists and commissions for shares sold by both trepgany and the selling stockholders
were $5,152,000. The net proceeds to the Company tine offering, after deducting $3,584,000 in umdging discounts and commissions
and $4,635,000 of offering expenses payable by tmapany, were $42,981,000.

Stock Option Plan:

The 1998 Stock Option Plan (the “1998 Plaalithorizes the Board of Directors to grant optitmemployees, directors and consultan
purchase shares of the Company’s common stock.atM31, 2007, 13,000,000 shares of the Compaiysron stock have been reserved
for issuance under the 1998 Plan and 2,661,98&sluiicommon stock originally reserved for issuamuger the 1998 Plan were cancelled
upon the completion of the Company’s IPO. The dgerprice per share for options granted to empkyee consultants owning shares
representing more than 10% of the Company at the &f grant cannot be less than 110% of the fdirevdncentive and nonqualified stock
options granted to all other persons shall be grhat a price not less than 100% and 85%, resjégtiof the fair value. Options generally
expire ten years after the date of grant. The ngsif stock options is determined by the Board wé&ors and may not exceed five years.
Generally, options vest over four years; 25% atethe of one year and one sixteenth per quarteeafier.

In August 2006, the Board of Directors approved28@6 Equity Incentive Plan (the “2006 Plan”) aedarved for issuance 4,000,000
shares of common stock for the granting of stodioog, stock appreciation rights, restricted staalards, restricted stock units and other
equity-based awards. The number of shares resemlealitomatically increase on July 1, 2007 andhesgbsequent anniversary through 2016,
by an amount equal to the smaller of (a) threegugrof the number of shares of stock issued arstanding on the immediately preceding
June 30, or (b) a lesser amount determined by ti@@dBof Directors. The 2006 Plan was approved bystbckholders of the Company on
January 8, 2007. The exercise price per sharepliores granted to employees and consultants owstiages representing more than 10% o
Company at the time of grant cannot be less th@d4ldf the fair value. Incentive and nonqualifiedcst options granted to all other persons
shall be granted at a price not less than 100%eofdir value. Options generally expire ten yedter ahe date of grant and options vest over
four years; 25% at the end of one year and oneesith per quarter thereafter. In fiscal year 2808 Company granted 1,749,546 options
under the 2006 Plan. At June 30, 2008, 3,106,74resiof common stock are available for future grant

Outside the Stock Option Plans

In fiscal year 1999, the Company granted 5,944 @@iBstatutory stock options to key employees of the @amy and external consulta
outside of the 1998 Stock Option Plan. These optiamich the Company has reserved for separatelge granted at exercise prices ranging
from $0.08 to $0.63 per share (weighted averageceseeprice of $0.22), which were the estimatedvalues at the dates of grant and are now
fully vested.

73



Table of Contents

SUPER MICRO COMPUTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

In fiscal year 2001, the Company granted 1,480r@@®statutory stock options to key officers of @@mpany outside of the 1998 Stock
Option Plan. These options, which the Company &assrved for separately, were granted at an exegudise of $1.25 per share, which was the
estimated fair value at the date of grant and ave fally vested.

In fiscal year 2003, the Company granted 200,000statutory stock options to an officer of the Camy outside the 1998 Stock Option
Plan. This option, which the Company has resereeddparately, was granted at an exercise pri¢d @5 per share, which was the estimated
fair value at the date of grant and are now fuligted.

In fiscal year 2006, the Company granted 64,800statutory stock options to an officer of the Compautside the 1998 Stock Option
Plan. This option, which the Company has resereeddparately and vests ratably over four years,granted at an exercise price of $3.50
share, which was the estimated fair value at the dfagrant.

Options to Nonemployees

Prior to July 1, 2007, the Company issued optionson-employees. The options generally vest owar years and expire ten years from
the date of issuance. For the years ended Jur988, 2007 and 2006, the Company recorded compensatpense of $3,000, $(7,000) and
$209,000, respectively, associated with these nptidhe fair value of the options issued was daterdhbased on fair value of the
consideration received, where such amount washiglraeasurable, or the fair value of the equityrin®ents issued, in which case the fair
value was estimated at the vesting date using kaekEScholes model with the following assumptiansk-free interest rate, 3.51% to 5.00%
for 2008, 4.56% to 5.10% for 2007 and 4.16% to % 20r 2006, contractual life of ten years, expeatidend yield of zero, and expected
volatility of 43% to 48% for 2008, 43% to 81% fdd@ and 81% for 2006. Unrecognized compensationreteted to non-vested, non-
employee options was $300 and $4,000 at June 88, &d 2007, respectively. The fair value and coragion expense included in the
unvested portion of such award is subject to adjasts as the fair value of the Company’s commocksthanges over the vesting period.

Stock-Based Compensation

As discussed in Note 2 to the consolidated findrste&ements, the Company adopted SFAS 123(R)taféeguly 1, 2006 using the
prospective transition method. Prior to the adoptbSFAS 123(R), the Company accounted for itskstptions issued to employees in
accordance with Accounting Principles Board Opirfim 25,Accounting for Stock Issued to Employ@&BB 25), and related interpretations
in accounting for its employee stock options rathan the alternative fair value accounting prodifer under Statement of Financial
Accounting Standards (“SFAS”) No. 128¢counting for Stock-Based Compensal8RAS No. 123), as amended by SFAS No. 148. Under
APB 25, when the exercise price of the Company’pleyee and director stock options is equal to eatgr than the market price of the
underlying stock on the date of grant, no compemsatxpense is recognized.

Determining Fair Value

Valuation and amortization method—The Company estts the fair value of stock options granted usiegBlack-Scholes-option-
pricing formula and a single option award approddtis fair value is then amortized ratably over tbgquisite service periods of the awards,
which is generally the vesting period.

Expected Term—The Company’s expected term represkeatperiod that the Company’s stock-based avaslexpected to be
outstanding and was determined based on an analfyis relevant peer companies’ post-vest terrfanattes and the exercise factors.

74



Table of Contents

SUPER MICRO COMPUTER, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Expected Volatility—Expected volatility is based arombination of the implied and historical vdlatifor both the Company and its
peer group.

Expected Dividend—The Black-Scholes valuation maaddls for a single expected dividend yield asrgput and the Company has no
plans to pay dividends.

Risk-Free Interest Rate—The risk-free interest used in the Black-Scholes valuation method is thasethe U.S. Treasury zero coupon
issues in effect at the time of grant for periodsgesponding with the expected term of option.

Estimated Forfeitures—The estimated forfeiture rateased on the Company’s historical forfeitutesaand the estimate is revised in
subsequent periods if actual forfeitures diffenfrthe estimate.

The fair value of stock option grants for the yeamded June 30, 2008 and 2007 under SFAS 123(Rgstmsated on the date of grant
using the Black-Scholes option pricing model wtik following assumptions:

Years Ended June 30

2008 2007
Risk-free interest rat 2.64%-— 4.58% 4.50%— 4.60%
Expected life 4.32-4.39 year 4.04—-4.38 year
Dividend yield — —
Volatility 43.03-48.43% 42.65-50.51%
Estimated forfeiture 3.30%- 15.16¥% 3.30%-15.16%
Weightec-average fair valu $3.6( $4.8¢

The total intrinsic value of options exercised dgrthe years ended June 30, 2008, 2007 and 2006182586,000, $13,814,000 and
$1,739,000, respectively. The fair value of optiansounted for in accordance with SFAS No. 123R) eested for the years ended June 30,
2008 and 2007 was $3,364,000 and $1,538,000, resglgcAs of June 30, 2008, the Company'’s totaleaoegnized compensation cost related
to non-vested stock-based awards granted sincel Ja@ly06 to employees and non-employee directoss$8:022,000, which will be
recognized over a weighted-average vesting peffieghproximately 3.8 years.

The weighted-average fair value per share of optgmanted during fiscal year 2005 and 2006, andwated for using the intrinsic value
measurement provisions of APB 25, was $4.58. Thiasic value per share is being recognized as emsgtion expense over the applicable
vesting period (which equals the service periotle Tompany amortized $800,000, $900,000 and $88GDétockbased compensation in t
years ended June 30, 2008, 2007 and 2006, resplgctit June 30, 2008, the Company had deferretk-based compensation under APB 25
of $675,000, which is comprised primarily of empeyand director stock option grants prior to Jyl2a06 and is expected to be fully
amortized in 2010.

The following tables shows total stock-based corspgan expense included in the consolidated stattstoé operations for the years
ended June 30, 2008, 2007 and 2006 (in thousands).

Years Ended June 30,

2008 2007 2006
Cost of sale: $ 52: $ 30C $ 10z
Research and developmt 1,817 1,05¢ 441
Sales and marketir 641 362 23€
General and administrati\ 1,18 71C 317
Stoclk-based compensation expense before t 4,16¢ 2,43( 1,09¢
Income tax benef (445) (365) (399
Stocl-based compensation expense, $3,72¢ $2,06¢ $ 697
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SFAS No. 123(R) requires the cash flows resultimogifthe tax benefits for tax deductions resultironf the exercise of stock options in
excess of the compensation expense recorded fee thigtions (excess tax benefits) accounted forrtBBAS No. 123(R) to be classified as
cash from financing activities. The Company hadreess tax benefits in the year ended June 30, 2002007 for options accounted for

under SFAS No. 123(R). Excess tax benefits forkstgtions accounted for under APB 25 continue talbssified as cash from operating
activities.

Stock Option Activity

The following table summaries stock option activityder all stock option plans, including stock op$ granted outside the plans, during
the years ended June 30, 2008, 2007 and 2006q(isdinds, except share and per share amounts):

Weighted

Weighted Aggregate
Options Average Average
Available Options Exercise Contractual Intrinsic
for Grant QOutstanding Price Term (Years) Value
Balance as of July 1, 2005 (11,429,052 shares isabie al
weighted average exercise price of $0.96 per sl 745,16¢ 13,900,83 $ 1.2
Authorized 4,000,001 —
Granted (weighted average fair value of $3 (879,73¢) 944,53¢ 4.04
Exercisec — (235,619 1.8C
Forfeited 258,59« (258,59 1.9¢
Balance as of June 30, 2006 (12,133,060 sharesisxile at
weighted average exercise price of $1.07 per sl 4,124,02: 14,351,16 1.4C
Authorized 4,000,001 —
Granted (weighted average fair value of $4 (1,886,85) 1,886,85! 11.1¢
Exercisec — (1,631,001 1.12
Forfeited 199,18: (256,959 7.27
Canceled 1998 Plan shai (2,661,98) —
Balance as of June 30, 2007 (11,756,367 sharesisakle a
weighted average exercise price of $1.49 per st 3,774,36! 14,350,06 2.61
Authorized 906,15¢ —
Granted (weighted average fair value of $3 (1,749,541 1,749,54 8.6(C
Exercisec (2,463,46) 1.1¢
Forfeited 175,77! (335,169 9.84
Balance as of June 30, 2008 (10,639,860 sharesisxile at
weighted average exercise price of $2.23 per st 3,106,74 13,300,97 $ 3.4¢ 4.7C $59,99¢
Options vested and expected to vest at June 3@, 12,836,03 $ 3.2¢ 0.1¢ $59,87¢
Options vested at June 30, 2( 10,639,86 $ 2.2 3.6¢ $58,41:
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Additional information regarding options outstarglazs of June 30, 2008, is as follows:

Options Outstanding

Options Vested and Exercisable

Weighted-

Average

Remaining

Range of Number Contractual
Exercise Prices Outstanding Term (Years)
$0.08- $0.20 1,292,83 0.4t
0.38 1,500,001 0.4t
0.63 34,96: 0.4t
1.25 4,461,45; 3.1€
1.55-3.00 1,392,23. 5.8¢
2.80-3.50 1,342,07: 6.9
7.46-8.47 1,639,36 9.32
8.83-10.19 828,61 9.1Z
13.70 68,00( 7.7¢
13.89 741,43. 8.3¢
$0.08- $13.89 13,300,97 4.7C

Note 11. IncomTaxes
The components of income before income taxes af@law/s (in thousands):

United State:
Foreign

Income before income tax

Weighted- Weighted-
Average Average
Exercise Number Exercise

Price Exercisable Price
$ 0.14 1,292,83 $ 0.1¢
0.3¢ 1,500,001 0.3¢
0.6% 34,96: 0.65
1.2t 4,461,45; 1.2t
2.3¢ 1,335,05 2.37
3.21 1,020,06! 3.1¢
7.94 338,77¢ 8.0¢
9.7C 197,03t 9.61
13.7( 35,12¢ 13.7(
13.8¢ 424,54 13.8¢

$ 3.4¢ 10,639,86 $ 2.2:

Years Ended June 30,

2008 2007 2006
$39,21.  $27,91C  $25,61"
1,59( 1,42¢ 1,00¢

$40,80¢  $29,33¢  $26,62:

The income tax provision for the years ended Jin€308, 2007 and 2006, consists of the followingl{ousands):

Current:
Federal
State
Foreign

Deferred:
Federal
State
Foreign

Income tax provisiol

77

June 30,
2008 2007 2006

$15,46¢ $11,00: $ 8,82¢
2,49¢ 1,74¢ 1,19t
467 464 47€
18,43: 13,21 10,49

(2,676 (3,008 (682)
(372) (294) (47)
— 90 (90)
(3,047 (3,219 (81¢)

$15,38¢ $ 9,99¢ $ 9,67¢
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The Company’s net deferred tax assets as of Jun20B8 and 2007, consist of the following (in thauds):

June 30,
2008 2007

Warranty accrue $ 1,08t $ 841
Marketing fund accrue 951 62%
Inventory valuatior 5,37¢ 3,32¢
Amortization 1,16( 657
Others 2,34~ 1,237

Total deferred income tax ass 10,91¢ 6,68
Deferred tax liabilitie-depreciation and oth (1,317) (430
Deferred income tax ass-net $ 9,607 $ 6,254

Undistributed earnings of our foreign subsidianéapproximately $683,000 at June 30, 2008 areideredd to be indefinitely reinvested
and accordingly, no provisions for federal andestatome taxes have been provided thereon. Uparibdion of those earnings in the form of
dividends or otherwise, the Company would be suligeboth U.S. income taxes (subject to an adjustrfoe foreign tax credits) and
withholding taxes payable to various foreign coigstr

Income tax benefits resulting from stock optiomsactions accounted for under APB 25 of $4,920,80(532,000 and $220,000 were
credited to stockholders’ equity in the years endlate 30, 2008, 2007 and 2006, respectively.

The following is a reconciliation for the years eddJune 30, 2008, 2007 and 2006, of the statuateyto the Compang’effective federe
tax rate:

Years Ended June 30,

2008 2007 2006
Tax at statutory rat 35.(% 35.(% 35.(%
State income te-net of federal benef 2.9 2.8 3.4
Foreign losses not deductible and tax rate diffegs (0.3 (0.5 1.€
Change in valuation allowan: — — (1.8)
Foreign sales corporation tax ben — (1.2 (1.9
Research and development tax cr (1.5 (2.7 (2.0
Other 1.6 (0.0) 0.t
Effective tax rate 37.1% 34.1% 36.52%

Effective July 1, 2007, the Company adopted FASBrpgretation No. 48Accounting for Uncertainties in Income Taxes—An
Interpretation of FASB Statement No. {(“FIN 48”). FIN 48 prescribes a recognition threkhand measurement attribute for the financial
statement recognition and measurement of a tatiposaken or expected to be taken in a tax retaliN.48 also provides guidance on
derecognition of tax benefits, classification oe Halance sheet, interest and penalties, accountingerim periods, disclosure, and transition.
As a result of the implementation of FIN 48, then@any increased the liability for net unrecogniredbenefits by $989,000, and accounted
for the reduction as a cumulative effect of a ctegimgaccounting principle that resulted in a deseda retained earnings of $989,000. The total
amount of gross unrecognized tax
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benefits as of the date of adoption was $3,861,008.Company historically classified unrecognizaxd tenefits in current taxes payable. As a
result of adoption of FIN 48, $3,604,000 of theagugnized tax benefits were reclassified to lomgEIN 48 liabilities (included in “other
long-term liabilities” in the consolidated balarsteeet) and $257,000 of the unrecognized tax beneéte reclassified to current FIN 48
liabilities. Of the $3,861,000 total unrecognized benefits, $3,465,000 would affect the effectaserate if realized, and $396,000 would
affect the Company’s deferred tax assets if redlize

The Company’s policy to include interest and peesltelated to unrecognized tax benefits withinghavision for taxes on the
consolidated statements of operations did not ahasa result of implementing the provisions of BB As of June 30, 2008, the Company
had accrued $545,000 for the payment of interedsp@malties relating to unrecognized tax benefits.

A reconciliation of the change in the unrecognitadbenefits balance from July 1, 2007 to June2B08 is as follows (in thousands):

Gross*
Unrecognizec

Income Tax
Benefits

Balance at July 1, 20C $ 3,47¢
Additions for tax positions related to the currgesr: 1,13¢
Other additions for tax positions related to psiears: 30¢
Settlements and releases due to the lapse ofegaifitimitations (250
Balance at June 30, 20 4,66¢
Less: tax attributable to timing items included &b —
Less: unrecognized tax benefits included abovertiate to windfall tax benefits that would impacuity if recognizet —
Total gross unrecognized tax benefits that, if gedoed, would impact the effective income tax i@deof June 30, 20C $ 4,66¢

*excludes interest, penalties, federal benefittafesreserves

The total amount of unrecognized tax benefitsofiééderal benefit for the deduction of such iteamsnterest, that, if recognized would
affect the effective tax rate is approximately $4,900 as of June 30, 2008.

The Company files U.S. federal, U.S. state, andifprincome tax returns. The Company is generallionger subject to tax
examinations for years prior to the fiscal yearibeigng July 1, 2002.

In connection with the regular examination of tren@any’s California tax returns for the fiscal yeanded June 30, 2002 and 2003 the
Franchise tax board has presented certain adjutgrteethe amounts reflected by the Company on thetsens. Although the timing of the
resolution and/or closure on audits is highly utaiar the Company does not believe that its unmeizegl tax benefits would materially change
in the next 12 months.

Note 12. Commitmentand Contingencies

Litigation and Claims—The Company has been a defendant in a lawsuit@ighechnic, S.A., a former customer, before thabigny
Commercial Court in Paris, France, in which Diditeic alleged that certain products purchased filenQompany were defective. In
September 2003, the Bobigny Commercial Court faarfdvor of Digitechnic and awarded damages totp$ti,178,000. The Company
accrued for these damages in its
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consolidated financial statements as of June 34,285 the best estimate of its loss in this s@natn February 2005, the Paris Court of
Appeals reversed the trial court’s ruling, dismésa# of Digitechnic’s claims and awarded $11,00@hte Company for legal expenses.
Accordingly, the Company reversed the $1,178,0@0usl in fiscal 2005. Digitechnic has appealedRags Court of Appeals decision to the
French Supreme Court and asked for $2,416,000&foragdes. On February 13, 2007, the French Supremne @wersed the decision of the
Paris Court of Appeals, ordering a new hearing teefodifferent panel of the Paris Court of AppeBisnding a new hearing, the trial court
ruling is reinstated. In March 2008, the Compangted a bond in the amount of $3,040,000 requirethéyourt. The bond was collateralized
by an irrevocable standby letter of credit total#ig540,000. Although the Company cannot predith wertainty the final outcome of this
litigation, it believes the claim to be without ritend intends to continue to defend it vigorousfianagement believes that the ultimate
resolution of this matter will not result in a maat adverse impact on the Company’s results ofafens, cash flows or financial position.

In August, September and November 2006, the Compatered into settlement agreements regardingicedtgEms relating to the sale
its products in violation of export control laws. August 2006, the Company entered into a pleaeageat with the U.S. Department of Justice,
the principal terms of which included entering dltgwplea to one charge of violating federal exp@gulations and payment of approximately
$150,000 in fines. The plea agreement has beemegby the U.S. District Court. The Company has @intered into a settlement agreement
with the Bureau of Industry and Security of the Bement of Commerce pursuant to which the Compasyatknowledged violations of the
Export Administration Regulations and agreed to @dipe of approximately $125,000. Finally, on Nmkzer 10, 2006, the Company entered
into a settlement agreement with the Office of kpréAssets Control of the Department of the Treagt®FAC”), pursuant to which the
Company made a payment of a fine of $179,000.

On September 2, 2005, Rackable Systems, Inc.dilkesisuit against the Company in federal courttierNorthern District of California,
alleging causes of action for patent infringem@mt.May 3, 2007, the Company settled the claimsom$ which had no adverse effect on the
Company'’s business, financial condition and resitiperations.

In addition to the above, the Company is involwedarious legal proceedings arising from the norooairse of business activities. In
management’s opinion, resolution of these mattermt expected to have a material adverse impattteo@ompany’s consolidated results of
operations, cash flows or our financial positioowéver, depending on the amount and timing, anvanédle resolution of a matter could
materially affect the Company’s future results pémtions, cash flows or financial position in atigalar period.
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Lease Commitments-The Company leases equipment under noncancelpbhating leases which expire at various dates gir@016.
In addition, the Company leases certain of its gpapint under capital leases. The future minimumeleasnmitments under all leases are as
follows (in thousands):

As of June 30, 2008

Operating
Capital
Leases Leases
Year ending June 30, 20! $ 6« $ 2,11¢
Year ending June 30, 20. 45 1,84¢
Year ending June 30, 20. 31 1,85(
Year ending June 30, 20 22 1,72¢
Year ending June 30, 20. 18 1,77:
Thereaftel — 3,96(
Total minimum lease paymer 18C $13,27:
Less amounts representing intel 15
Present value of minimum lease payme 165
Less lon-term portion 10¢€
Current portior $ b5

Rent expense for the years ended June 30, 2008,£2@D2006, was approximately $1,468,000, $59820@0$468,000, respectively.

Note 13. RetiremerPlan
The Company sponsors a 401(k) savings plan foibédigmployees and their beneficiaries. Contrimgiby the Company are
discretionary, and no contributions have been nigdiae Company for the years ended June 30, 208, and 2006.

Beginning in March 2003, employees of Super Micomputer, B.V. have the option to deduct a portibtheir gross wages and invest
the amount in a pension plan. The Company has dgoematch 10% of the amount that is deducted mpifithm employees’ wages. For the
years ended June 30, 2008, 2007 and 2006, the Gy's matching contribution was approximately $17,088,000 and $3,300, respectively.

Note 14. SegmelReporting

The Company operates in one operating segmendévaiops and provides high performance serverisakibased upon an innovative,
modular and open-standard architecture. The Conpahjef operating decision maker is the Chief Exee Officer.
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International net sales are based on the countmhtich the products were shipped. The following summary for the years ended
June 30, 2008, 2007 and 2006, of net sales by gpbgrregion (in thousands):

Years Ended June 30

2008 2007 2006
Net sales

United State: $326,60: $248,85: $177,02:
United Kingdom 22,08: 20,09: 16,04
Germany 29,61« 28,82¢ 27,06:
China 20,13¢ 6,861 2,791
Rest of Europi 69,81 48,64¢ 42,22
Rest of Asie 62,30¢ 58,01« 30,42¢
Other 9,94¢ 9,107 6,97¢

$540,50: $420,39: $302,54:

The Company’s long-lived assets located outsiddJthieed States are not significant.
The following is a summary of net sales by prodype (in thousands):

Years Ended June 30

2008 2007 2006
Percent o Percent o Percent o
Amount Net Sales Amount Net Sales Amount Net Sales
Server system $209,13! 38.1% $152,47: 36.2% $104,46( 34.5%
Serverboards and other compon 331,36¢ 61.2% 267,92. 63.7% 198,08: 65.5%
Total $540,50: 100.(% $420,39: 100.(% $302,54: 100.(%

Serverboards and other components are comprissehedrboards, chassis and accessories. Servemsystastitute an assembly of
components done by the Company.

Note 15. SubsequeEvent

On August 5, 2008, the Compensation Committee@Bard of Directors of the Company (the “Committemproved the terms of an
agreement (the “Option Exercise Agreement”) wittaflds Liang, a director and President and ChietHtiee Officer of the Company,
pursuant to which Mr. Liang exercised an optionvjmesly granted to him for the purchase of 925,688res. He exercised the option using a
“net- exercise” procedure in which he will be isswenumber of shares representing the spread betive®ption exercise price and the then
current market value of the shares subject to e (898,205 shares based upon the market véldaegust 26, 2008). The shares issued
upon exercise of the option will be subject to wgsbver a five year vesting period. Vesting of #ares subject to the award may accelere
certain circumstances pursuant to the terms oOfbtion Exercise Agreement.

82



Table of Contents

ltem 9. Changes in and Disagreements with Accountants orcéanting and Financial Disclosure
None.

Item 9A.  Controls and Procedure
Conclusions Regarding Disclosure Controls and Prdcees

Our management, with the participation of our cleedécutive officer and chief financial officer, évated the effectiveness of our
disclosure controls and procedures pursuant to R2del5 under the Securities Exchange Act of 1@3dnaended (the “Exchange Act”). In
designing and evaluating the disclosure controtsmoncedures, management recognizes that any toatrd procedures, no matter how well
designed and operated, can provide only reasomableance of achieving the desired control objestiln addition, the design of disclosure
controls and procedures must reflect the factttherie are resource constraints and that managesnegjuired to apply its judgment in
evaluating the benefits of possible controls armtedures relative to their costs.

Based on our evaluation, our chief executive offanred chief financial officer concluded that, asJohe 30, 2008, our disclosure controls
and procedures are designed at a reasonable assleaal and are effective to provide reasonalderasice that information we are require
disclose in reports that we file or submit under Exchange Act is recorded, processed, summarimtdegorted within the time periods
specified in Securities and Exchange Commissioesrahd forms, and that such information is accuradland communicated to our
management, including our chief executive officed ahief financial officer, as appropriate, to alldmely decisions regarding required
disclosure.

Changes in Internal Control over Financial Reportmn

Other than the changes described below, relatdtkttevel of review of classification of amountdiie consolidated statement of cash
flows, there were no changes in our internal cdmver financial reporting that occurred during thearter ended June 30, 2008 that have
materially affected, or are reasonably likely totenilly affect, our internal control over finankiaporting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f) under the Securities ExgeanAct of 1934).

Subsequent to the quarterly report on Form 10-Qhferquarter ended December 31, 2007, our managedestified and disclosed a
material weakness in our internal control overfiitial reporting which related to the level of revief classification of amounts or
classification of amounts associated with new taatiens in the condensed consolidated statememissbf flows. During the quarter ended
June 30, 2008, management implemented the follovéngediation controls specifically designed to addrthat material weakness:

» Athorough and extensive review of classificatidrmamounts in the consolidated statements of castsflvas performed by the
Corporate Controller and Chief Financial Offic

» Provided the accounting personnel with extendeditrg on new accounting pronouncemel
» A detail review conducted by the disclosure comeitio ensure proper classification and presentaficonsolidated financit
statements and the related disclosure footn

As of June 30, 2008, management has determinethihatmediated controls discussed above weretiwgcdesigned and
demonstrated effective operation for a sufficieeriqpd of time to enable us to conclude that theipresly identified material weakness in the
Company'’s internal control over financial reportimad been remediated.
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Management’s Report on Internal Control over Finarad Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finah@gorting (as defined in
Rules 13a-15(f) and 15d-15(f) under the Securliieshange Act of 1934, as amended). Under the sigi@mand with the participation of our
management, including our chief executive offiaed ahief financial officer, we conducted an evahluabf the effectiveness of our internal
control over financial reporting based on the framek in Internal Control—Integrated Frameworissued by the Committee of Sponsoring
Organizations of the Treadway Commission, or COB&3ed on our evaluation, our management has coetlingt our internal control over
financial reporting was effective as of June 3M&0rhe effectiveness of our internal control dieancial reporting as of June 30, 2008 has
been audited by Deloitte & Touche LLP, an indep@ndegistered public accounting firm, as statethéir report which is included herein.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Super Micro Computer, Inc.:

We have audited the internal control over finansgplorting of Super Micro Computer, Inc. and sulasids (the “Company”) as of
June 30, 2008, based on criteria establishédt@mnal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizations
of the Treadway Commission. The Company’s manageiseasponsible for maintaining effective interpahtrol over financial reporting and
for its assessment of the effectiveness of intezoatrol over financial reporting, included in thecompanying Management’s Report on
Internal Control over Financial Reporting. Our resgibility is to express an opinion on the Comparigternal control over financial reporting
based on our audit.

We conducted our audit in accordance with the stededof the Public Company Accounting Oversighti@d@nited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whetheatigifenternal control over financial
reporting was maintained in all material respe®@tsr audit included obtaining an understanding tdrimal control over financial reporting,
assessing the risk that a material weakness etestsig and evaluating the design and operatifegtfeness of internal control based on that
assessed risk, and performing such other procedsreg considered necessary in the circumstanceseliéve that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial repogiis a process designed by, or under the supemnvidi the company’s principal
executive and principal financial officers, or gars performing similar functions, and effected g tompany’s board of directors,
management, and other personnel to provide reakoaaturance regarding the reliability of financégorting and the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles. A comgfsaimternal control over financial
reporting includes those policies and proceduras(tt) pertain to the maintenance of records thagasonable detail, accurately and fairly
reflect the transactions and dispositions of tree&sof the company; (2) provide reasonable asseriat transactions are recorded as
necessary to permit preparation of financial statetin accordance with generally accepted acaogiptinciples, and that receipts and
expenditures of the company are being made ordgdordance with authorizations of management amrdtirs of the company; and
(3) provide reasonable assurance regarding prereatitimely detection of unauthorized acquisitiosg, or disposition of the company’s
assets that could have a material effect on tlantial statements.

Because of the inherent limitations of internaltcolhover financial reporting, including the possti of collusion or improper
management override of controls, material misstatemdue to error or fraud may not be preventatbtected on a timely basis. Also,
projections of any evaluation of the effectivenesthe internal control over financial reportingftdure periods are subject to the risk that the
controls may become inadequate because of chamgesditions, or that the degree of compliance withpolicies or procedures may
deteriorate.

In our opinion, the Company maintained, in all mialerespects, effective internal control over figal reporting as of June 30, 2008,
based on the criteria establishedriternal Control—Integrated Framewoiksued by the Committee of Sponsoring Organizatidribe
Treadway Commission.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States)the
consolidated financial statements as of and foyda ended June 30, 2008 of the Company and partrdated August 29, 2008 expressed an
unqualified opinion on those financial statememd mcluded explanatory paragraphs relating tcatheption of Financial Accounting
Standards Board Interpretation No. A8counting for Uncertainty in Income Taxes—an iptetation of Statement of Financial Accounting
Standards No. 108ffective January 1, 2007 and significant relatedyppurchases and sales.

/s/ Deloitte & Touche, LLP
San Jose, California
August 29, 2008

Item 9B.  Other Information
None.
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PART IlI

Iltem 10. Directors and Executive Officers of the Registre
Executive Officers and Directors
Our executive officers and their ages and theiitjpos as of July 31, 2008, are as follows:

Name Age  Position(s)

Charles Liang 50 Chairman of the Board, President and Chief Exeeulificer
Howard Hideshimi 49 Chief Financial Officel

Alex Hsu 59 Chief Sales and Marketing Offic

Chiu-Chu (Sara) Liu Liang 46 Vice President of Operations, Treasurer and Dire
Yih-Shyan (Wally) Liaw 53 Vice President of International Sales, Secretag/@inector
Hwei-Ming (Fred) Tsai(1)(2)(3 52 Director

Edward J. Hayes, Jr.( 53 Director

Sherman Tuan(z 54 Director

(1) Member of the Audit Committe:
(2) Member of the Compensation Committ
(3) Member of the Nominating and Corporate Governanoa@ittee.

Executive Officers

Charles Liangounded Super Micro and has served as our Presi@argf Executive Officer and Chairman of the Bosinte our
inception in September 1993. Mr. Liang has beereldging server system architectures and technaldgiethe past two decades. From July
1991 to August 1993, Mr. Liang was President ane{Design Engineer of Micro Center Computer Irchigh-end motherboard design and
manufacturing company. From January 1988 to A@411, Mr. Liang was Senior Design Engineer and Rtdjeader for Chips &
Technologies, Inc., a chipset technology compang, 3untek Information International Group, a systemd software development company.
Mr. Liang has been granted many server technolaggmnts. Mr. Liang holds an M.S. in Electrical Eregning from the University of Texas at
Arlington and a B.S. in Electrical Engineering frodational Taiwan University of Science & TechnoldgyTaiwan.

Howard Hideshimdas served as our Chief Financial Officer since [ga§6. From November 2005 to May 2006, Mr. Hideshinas
Vice President of Finance at Forcel0 Networks, mcietwork equipment company, and from July 2@0Mdvember 2005, he served as
Director of Finance for that company. From April0A0to June 2004, Mr. Hideshima was Chief FinanOfdicer and Vice President of Finance
and Administration at Virtual Silicon Technologwgcl, a semiconductor intellectual property compdmgm January 2000 to March 2001, he
served as Chief Financial Officer at Internet Cogpion, an Internet services company. From Janl@®p to December 1999, he was Vice
President of Finance and from July 1997 to Decerib8® Chief Accounting Officer at ESS Technology.) a fabless semiconductor
company. Mr. Hideshima holds an M.B.A. from Sanri€iaco State University and a B.S. in Business Aidstriation from the University of
California at Berkeley.

Alex Hsuresigned as an officer and transitioned to paretitatus on August 19, 2008. Mr. Hsu served a£bief Sales and Marketing
Officer from July 2006 to August 2008 and Presid&friur subsidiary, Super Micro Computer B.V. fr@utober 2003 to August 2008. Prio
becoming our Chief Sales and Marketing Officer, Msu had served as our Senior Vice President @&sSahce October 2004. From January
2002 to September 2003, Mr. Hsu was President dnef Operating Officer of Bizlink Group, an IT sdilons company. From January 2001 to
January 2002, he was a private investor and cargulorking with startup companies in Silicon Vgll&rom August 1999 to December 2000,
he was President and Chief Operating Officer atr®pgCommunications, Inc., a networking solutionsngany. Mr. Hsu has over 25 years
experience in the IT industry
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and served in various managerial and executiveipnosiat Philips, Acer, Hewlett-Packard and Umax. Msu holds an M.B.A. and a B.S. in
Electrical Engineering from National Chao-Tung Usrisity in Taiwan.

Chiu-Chu (Sara) Liu Liango-founded Super Micro and has served as Vice dRyresdf Operations, Treasurer and a member of oarch
of directors since our inception in September 1$38m 1985 to 1993, Ms. Liang held finance and afienal positions for several companies,
including Micro Center Computer Inc. Ms. Liang el B.S. in Accounting from Providence UniversityTiaiwan. Ms. Liang is married to
Mr. Charles Liang.

Yih-Shyan (Wally) Liawo-founded Super Micro and has served as Vice deasbf International Sales, Corporate Secretadyaan
member of our board of directors since our inceptinSeptember 1993. From 1988 to 1991, Mr. Liavg Wace President of Engineering at
Great Tek, a computer company. Mr. Liaw holds aB Nh Computer Engineering from University of Anieg an M.S. in Electrical
Engineering from Tatung Institute of Technologylmiwan, and a B.S. degree from Taiwan Provincidlgge of Marine and Oceanic
Technology.

Non-Management Directors

Hwei-Ming (Fred) Tsahas been a member of our board of directors singugt 2006. Mr. Tsai has served as Executive Viesi@ent
of SinoPac Bancorp, a financial holding companyelas Los Angeles, California, since February 2@01d Chief Financial Officer of SinoF
Bancorp since August 2005. Since December 200Babealso served as Senior Executive Vice Presafdrar East National Bank, a
commercial bank that is held by SinoPac Bancorp.Tdai received an M.A. in Professional Accountiram the University of Texas at Aust
and a B.A. in Accounting from National Taiwan Unisity in Taiwan.

Edward J. Hayes, Jhas been a member of our board of directors siebeuary 2007. Mr. Hayes has served as Chief Finhxficer of
Pillar Data Systems, Inc., a privately-held dataage company, since August 2006. From July 200¥utpust 2006, he served as Executive
Vice President and Chief Financial Officer of QuantCorporation, a data storage company publiclyetdeon NYSE. From March 2003 to
July 2004, Mr. Hayes was an independent consutiadtprivate investor. From April 2001 to March 2088 was President and Chief
Executive Officer of DirecTV Broadband, Inc., atemet service provider. From January 2000 to A2001, he served as Executive Vice
President and Chief Financial Officer of Telocityc., an internet service provider which the mamaget team took public in March 2000.
Mr. Hayes is a director and member of the Audit @uttee of publicly-traded Alaska Communications 8yss Group, Inc., a
telecommunications provider. Mr. Hayes holds a Rlégree from Colgate University and conducted haslgate studies in Accounting and
Finance at the New York University Graduate Scludd@usiness.

Sherman Tuahas been a member of our board of directors siebeuary 2007. Mr. Tuan is founder of PurpleComng, (doing
business as TelTel), a provider of internet teleghand digital home services, where he has servé&thgef Executive Officer since January
2005 and Chairman of the Board since June 2003adeserved as Chief Executive Officer of Purple @omications Limited, an investment
holding company since April 2002. From Septemb&91® May 2002, he was director of Metromedia Fildetwork, Inc., a fiber optical
networking infrastructure provider. Mr. Tuan wasfoander of AboveNet Communications, Inc., an in&trconnectivity solutions provider,
where he served as President from March 1996 toadgri 998, Chief Executive Officer from March 198@May 2002 and director from
March 1996 to September 1999. Mr. Tuan receivedsa @egree in Electrical Engineering from Feng-Qhigversity in Taiwan.

Composition of the Board

The authorized number of directors of the Comparseiven. There are currently six directors. Ourrated and restated certificate of
incorporation provides for a classified board akdtors divided into three
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classes. The members of each class are electedvd @ three-year term with the term of officedach class ending in consecutive years.
Vacancies may be filled by a majority of the diggstthen in office, although less than a quorunpyoa sole remaining director. Alternatively,

the board of directors, at its option, may redimertumber of directors.

The current composition of the board is:

Class | Directori(terms expiring at the 2010 annual meeti

Class Il Director(terms expiring at the 2008 annual meeti

Class Il Directors(terms expiring at the 2009 annual meeti
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CORPORATE GOVERNANCE

Corporate Governance Guidelines

The Company has adopted “Corporate Governance (hadéto best ensure that the board of directeiadependent from management
and that the board of directors adequately perfatsrfsinction as the overseer of management ahelfwensure that the interests of the board
of directors and management align with the intsrefthe stockholders. The “Corporate Governancelé@ines” are available at
www.Supermicro.cofy first clicking on “About Us” and then “Invest&elations” and then “Corporate Governance,” ancaige available in
print to any stockholder who requests a copy.

Code of Ethics

The Company has adopted a “Code of Business ColhdcEthics” that is applicable to all directorsi@mployees and embodies the
Company'’s principles and practices relating todtiecal conduct of the Company’s business anaitg{standing commitment to honesty, fair
dealing and full compliance with all laws affectitige Company’s business. The “Code of Business Qaraehd Ethics” is available at
www.Supermicro.corby first clicking on “About Us” and then “Invest&elations” and then “Corporate Governance,” aralde available in
print to any stockholder who requests it.

Director Independence

The board affirmatively determines the independedasach director in accordance with guidelindsas adopted, which include all
elements of independence set forth in applicabledslq listing standards. The Company’s directorpedeence standards are set forth in the
Company’s “Corporate Governance Guidelines” avédla the website noted above.

Based on these standards, the board determineathat than Charles Liang, Chiu-Chu (Sara) Liungiand Yih-Shyan (Wally) Liaw,
each of the members of the board is an indepertiesttor under the Nasdaq rules.

Executive Sessions

Non-management directors meet in executive sesgithiout management present each time the boardfisldegularly scheduled
meetings.

Communications with the Board

The board of directors welcomes the submissiomgfamments or concerns from stockholders or dtiterested parties. If you wish to
send any communications to the board of directas,may use one of the following methods:

*  Write to the board at the following addre

Board of Directors

Super Micro Computer, Inc.

c/o Robert Aeschiman, General Counsel
980 Rock Avenue

San Jose, California 95131

e E-mail the board of directors BODInquiries@supermicro.col
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MEETINGS AND COMMITTEES OF THE BOARD

The Board

Each director is expected to devote sufficient tiereergy and attention to ensure diligent performeasf his duties and to attend all board
and committee meetings. We encourage, but do gairee each board member to attend the Companyisadmeeting of stockholders. The
board of directors met five times during fiscal y2808, of which five were regularly scheduled. Tindependent directors met five times in
executive sessions without any officer of the Conyparesent. All directors attended at least 75%efmeetings of the board of directors and
of the committees on which they served during time they served as a director in fiscal year 2008.

Committees of the Board

The board has three standing committees to faeildad assist the board of directors in the exendf its responsibilities. The
committees are currently the Audit Committee, tlmenPensation Committee and the Nominating and Catpdeovernance Committee. In
accordance with applicable Nasdaq listing standaitisf the committees are comprised solely of-eamployee, independent directors.
Charters for each committee are available at thedtor Relations portion of the Company’s webditee charter of each committee also is
available in print to any stockholder who requéstShe following table shows the current membdrsarh of the standing board committees:

Nominating and

Audit Committee Compensation Committee Corporate Governance Committee
Edward J. Hayes, Jr.( Sherman Tuan(] Hwei-Ming (Fred) Tsai(l
Hwei-Ming (Fred) Tsa Hwei-Ming (Fred) Tsa

(1) Committee Chairpersc

Audit Committee

The Audit Committee had three members prior to M&@08 and currently has two members and met iiiwes in fiscal 2008 of which
four were regular meetings. In March 2008, Mr. Alasder passed away. On April 16, 2008, the NasdackStlarket staff sent us a deficiency
letter notifying us that we are not in compliandghwNational Association of Securities Dealers Antded Quotation System’s (Nasdaq) audit
committee requirement because we have only twetdire serving on our audit committee as a resubi@fpassing away of Mr. Alexander.
The staff informed us that we must demonstrate damge with the three independent member audit citteenrequirement before the earlier
of our next annual stockholders’ meeting or MarBh 2009 or, if the next annual stockholders’ magtinheld before September 22, 2008, no
later than September 22, 2008. We are currentiickizgy for a third member to serve on our audit ootree. Our board of directors has
determined that Mr. Hayes is our audit committearficial expert as currently defined under apple&#C rules.

As outlined more specifically in the Audit Comméteharter, the Audit Committee has, among othdesuthe following responsibilitie

» The appointment, compensation and retention ofralgpendent auditors and reviews and evaluategutigors’ qualifications,
independence and performan

» Oversees the audit¢ audit work and reviews and j-approves all audit and n-audit services that may be performed by th
* Reviews and approves the planned scope of our handd;
* Monitors the rotation of partners of the independerditors on our engagement team as requiredvizy
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* Reviews our financial statements and discussesmathagement and the independent auditors the sesfittie annual audit and t
review of our quarterly financial statemer

* Reviews our critical accounting policies and estasg

» Oversees the adequacy of our accounting and fiabomntrols;

* Reviews annually the audit committee charter aedcimmitte’s performance
» Reviews and approves all rela-party transactions; ar

» Establishes and oversees procedures for the repetphtion and treatment of complaints regardicgpanting, internal controls «
auditing matters and oversees enforcement, conggliand remedial measures under our code of cor

Compensation Committee

The Compensation Committee has two members andometimes in fiscal 2008. The Compensation Conemniis comprised solely of
non-employee directors. Our board has determinatdetiich member of our Compensation Committee ntieet®quirements for independence
under the current requirements of Nasdag.

As outlined more specifically in the Compensatian@nittee charter, the Compensation Committee lmsng other duties, the
following responsibilities:

* Reviews and approves corporate goals and objeat@egant to compensation of the chief executifieef and other executiv
officers;

» Evaluates the performance of the chief executifie@fand other executive officers in light of tieogoals and objective
» Sets compensation of the chief executive officel atther executive officer:
* Administers the issuance of stock options and adlaerds to executive officers and directors understock plans; an

* Reviews and evaluates, at least annually, the pedioce of the compensation committee and its mesnberiuding compliance ¢
the compensation committee with its char

Nominating and Corporate Governance Committ
The Governance Committee has one member and neettinmes in fiscal 2008. The Governance Commigaemmprised solely of non-
employee directors. Our board has determined thatéets the requirements for independence undeuthent requirements of Nasdag.
As outlined more specifically in the Governance @uttee charter, the Governance Committee has, arotirey duties, the following
responsibilities:
» Identifies individuals qualified to become direst
» Recommends to our board of directors director nessrfor each election of directo
» Develops and recommends to our board of directitexia for selecting qualified director candidat
» Considers committee member qualifications, appoémtnand remova
* Recommends corporate governance guidelines apfditalis;
* Provides oversight in the evaluation of our bodrdigectors and each committe

91



Table of Contents

* Review and monitor the Compée's Code of Business Conduct and Ethics and reviehapprove any waivers of the Comp’s
Code of Business Conduct and Ethics;

» Coordinate and review board and committee chafoersonsistency and adequacy under applicable ratas make
recommendations to the board for any proposed @sa

Section 16(a) Beneficial Ownership Reporting Compdince

The members of our board of directors, our exeeutificers of the Company and persons who hold rttaae 10% of our outstanding
common stock are subject to the reporting requirgeef Section 16(a) of the Exchange Act, whichuregithem to file reports with respect to
their ownership of our common stock and their teatisns in our common stock. Based upon (i) theesopf Section 16(a) reports that we
received from such persons for their fiscal yedi®fansactions in the common stock and their comstock holdings and (i) the written
representations received from one or more of secbgms that no annual Form 5 reports were requirée filed by them for fiscal year 2008,
we believe that all reporting requirements undeati8e 16(a) were met in a timely manner by the pessvho were executive officers,
members of the board of directors or greater ti# &tockholders during such fiscal year other filangs required in connection with
automatic stock option grants made to the indepanmdembers of our board of directors in Februaiy April 2008.

ltem 11.  Executive Compensatio
EXECUTIVE COMPENSATION

Compensation Discussion and Analysis
Process Overvie

The Compensation Committee (for purposes of thidyais, the “Committee”) of the board of directdischarges the board of directors’
responsibilities relating to compensation of altled Company’s executive officers. The Committeeoisiprised of two non-employee
directors, both of whom are independent pursuatttéaurrent rules of Nasdaq, Rule 16b-3 undeEttehange Act, and Section 162(m) of the
Internal Revenue Code (“Code”).

The agenda for meetings is determined by the Gifigive Committee with the assistance of Charlesd.i@ur President and Chief
Executive Officer, and Howard Hideshima, our Cliafancial Officer. Committee meetings are regulathgended by one or more of
Mr. Liang, Mr. Hideshima and Robert Aeschiman, Ga@neral Counsel. However, Messrs. Liang and Hidesldo not attend the portion of
meetings during which their own performance or cengation is being discussed. Mr. Liang, Mr. Hideshiand Mr. Aeschiman support the
Committee in its work by providing information réfeg to our financial plans, performance assessseibur executive officers and other
personnel-related data. In addition, the Commitieethe authority under its charter to hire, teatérand approve fees for advisors, consultants
and agents as it deems necessary to assist inlfilenent of its responsibilities. In August 200fhe Committee reviewed recommendations of
management as well as publicly available peer gomuppensation data in connection with structuringampensation programs for fiscal
2008.

The Committee has not delegated its authority &amgequity awards to any Company employee, inclythie executive officers.

Compensation Philosophy and Objectives

It is the Compensation Committee’s philosophy & the named executive officers’ compensation tpa@te performance. The base
salary, quarterly bonuses and stock option grantseonamed executive officers are determined mipathe Compensation Committee
reviewing data on prevailing compensation pract@fesomparable technology companies with whom tbhem@any competes for executive
talent, and evaluating such information in conrattvith the Company’s corporate goals and compansatactice.

92



Table of Contents

Our current compensation arrangements for sevémlroexecutive officers, including our Chief Ex¢ige Officer, are significantly
below average compensation levels for similar pmsstat comparable companies. This is principallg tb the high level of Company stock
ownership held by such persons. As we continuedwgwe may need to increase our recruiting of eeecutives from outside of the
Company. This in turn may require us to pay higlenpensation closer to or in excess of comparabigany averages.

Finally, we believe that creating stockholder valequires not only managerial talent but activeip@ation by all employees. In
recognition of this, we try to minimize the numloércompensation arrangements that are distinckdusive to all of our executive officers.
We currently provide base salary, quarterly bonaseslong-term equity incentive compensation tomsserable number of our domestic
employees and international employees beyond cesutive officers.

Role of Executive Officers in the Compensation Pess
See discussion of the role of the executive offigerthe compensation process in “Process Overview.

2008 Executive Officer Compensation Components
For the fiscal year ended June 30, 2008, the pahciomponents of compensation for our executifieet were:
» Base salary
* Quarterly bonus; an
» Equity-Based Incentive Compensatic
Base SalaryBase salaries for our executive officers other tin@nChief Executive Officer are determined by @wmmittee based upon
recommendations by our chief executive officerjrtgknto account such factors as salary norms mpgarable companies, a subjective

assessment of the nature of the position and theilbation and experience of the executive offi¢guring fiscal 2008, the Committee
approved increases in base salaries for our execofiicers as follows:

Base Salan
2007 2008
Name Principal Position Salary Salary % Change
Charles Liang President, Chief Executive Officer and Chairm $257,18t¢ $272,30¢ 6%
of the Boarc
Howard Hideshimi Chief Financial Office $226,32! $239,63( 6%
Alex Hsu Chief Sales and Marketing Offic $234,73! $248,72: 6%
Chiu-Chu (Sara) Liu Liang Vice President of Operations, Treasurer, and $123,68:! $158,49: 28%
Director
Yih-Shyan (Wally) Liaw Vice President, International Sales, Corporate $141,70:¢ $159,24! 12%

Secretary and Directt

Quarterly BonusOur cash bonus program seeks to motivate execofiieers to work effectively to achieve our finaatperformance
objectives and to reward them when such objectivesnet. Quarterly bonuses for executive officeessabject to approval by the Committee.
For fiscal year ended June 30, 2008, aggregataeglyalbonuses for executive officers averaged agprately 5% to 9% of base salary.

Equity-Based Incentive CompensatiStock options are an important component of thed timpensation of executive officers. We
believe that stock options align the interestsaafheexecutive with those of the shareholders. By provide executive officers a significant,
long-term interest in our success and help retajnekecutive officers in a competitive market fgeeutive talent. Our 2006 Equity Incentive
Plan authorizes the Compensation Committee to gtank options to executive officers. The numbestadres owned by, or
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subject to options held by, each executive offisgreriodically reviewed and additional awards @esidered based upon past performance of
the executive and the relative holdings of othexcexive officers. The option grants generally mélfour-year vesting periods to encourage
executive officers to continue contributing to asd they generally expire no later than ten years the date of grant.

Stock Ownership Guideline

We currently do not require our directors or exa@ubfficers to own a particular amount of our coomstock. The Committee is
satisfied that stock and option holdings amongdingctors and executive officers are sufficienthé time to provide motivation and to align
this group’s interests with those of our stockhadd®ur insider trading policy prohibits any of axecutive officers, employees or contractors
from engaging in any transactions in publicly-trdagptions, such as puts and calls, and other darmvaecurities, including any hedging or
similar transaction, with respect to our commortisto

Other Benefits
Health and Welfare Benefi

Our executive officers receive the same healthvesitare benefits offered to other employees inalgdinedical, dental, vision, life,
accidental death and dismemberment, disabilityjlfle spending accounts and holiday pay. The samg&ibution amounts, percentages and
plan design provisions are applicable to all empésy

Retirement Prograr

The executive officers may participate in the saaxequalified, employee-funded 401(k) plan offetedll other employees. We
currently have no Supplemental Executive Retirenfégm, or SERP, obligations. We do not have aninddfbenefit retirement plans.

Perquisites

We do not provide special benefits or other peitpgdo any of our executive officers, with the egtion of an automobile allowance
provided to our Chief Executive Officer, as detdile the “Summary Compensation Table.”

Employment Arrangements, Severance and Change afit@d Benefits

We have not entered into employment agreementsamigiof our named executive officers. Mr. Hideshiia. Hsu and Ms. Liang have
signed offer letters which provide for at-will erogient. The offer letters provide for salary, stogkions and right to participate in our
employee benefit plans. We do not have any wrigiaployment arrangements with Messrs. Liang and L& do not have any arrangements
with any of our executive officers that provide fory severance benefits in the event of terminattochange of control.

Tax and Accounting Treatment of Compensation

In our review and establishment of compensatiogmms and payments, we consider, but do not plees gmphasis on, the anticipated
accounting and tax treatment of our compensatiograms on us and our executive officers. While ves ©onsider accounting and tax
treatment, these factors alone are not dispositineong other factors that receive greater constaerare the net costs to us and our ability to
effectively administer executive compensation i short and long-term interests of stockholdersetuadproposed compensation arrangement.
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We monitor whether it might be in our best intetestomply with Section 162(m) of the Code, buteres the right to award future
compensation which would not comply with the Sattl®2(m) requirements for non-deductibility if tBemmittee concludes that it is in our
best interest to do so. We seek to maintain fléiglin compensating executive officers in a mandesigned to promote varying corporate
goals and therefore the Committee has not adoppetiey requiring all compensation to be deductifilee Committee will continue to assess
the impact of Section 162(m) on its compensati@tiices and determine what further action, if amappropriate.

We account for equity compensation paid to our eyges under the rules of Financial Accounting StathdNo. 123R (“FAS 123(R)"),
which requires us to estimate and record an explensach award of equity compensation over theiseperiod of the award. Accounting
rules also require us to record cash compensasi@m &xpense at the time the obligation is accrued.

We intend that our plans, arrangements and agrésmahbe structured and administered in a marnihat complies with the
requirements of Section 409A of the Code. Parttgpain, and compensation paid under our plangrg@ments and agreements may, in
certain instances, result in the deferral of corspéion that is subject to the requirements of 8actO9A. If our plans, arrangements and
agreements as administered fail to meet certaimn@gents under Section 409A, compensation eatrereétnder may be subject to immediate
taxation and tax penalties.

Summary

The Committee believes that our compensation pdyilbg and programs are designed to foster a perfurerariented culture that aligns
our executive officers’ interests with those of stockholders. The Committee also believes thattimepensation of our executive officers is
both appropriate and responsive to the goal of avipg stockholder value.

Compensation Committee Report

The Committee is responsible for setting the Comgfgatompensation principles that serve to guideddsign of compensation plans and
programs applicable to our executive officers. Tmenmittee charter establishes its duties and resipitities, and will be reviewed annually
the Committee. A copy of the charter is availabiglee Company’s website awtvw.Supermicro.conT.he Committee members annually revi
the performance of the executive officers and distaindividual compensation levels for each. Trwrnittee considered market and peer
group data, in determining whether the amountstgpels of compensation the Company pays its exexofificers are appropriate.

The Committee is composed of two independent, nopleyee members of the board of directors. The Citteenhas reviewed all
components of compensation for Mr. Liang and theoéexecutive officers of the Company. This cullseimcludes base salary, performance-
based incentive compensation and long-term incembmpensation.

The Committee has reviewed and discussed the Caapen Discussion and Analysis (“CD&A”) with the @pany’s management.
Based on this review and these discussions, then@iee recommended to the board of directors timD&A be included in this filing.

This report has been furnished by the Compens&@mmnmittee.

Sherman Tuan, Chair
Hwei-Ming (Fred) Tsai
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Summary Compensation Table

The following table summarizes the compensatiod pabur Chief Executive Officer and to our othesshhighly compensated execut
officers who were the only executive officers whts@l annual salary and bonus exceeded $100,608¢efvices rendered in all capacities to
us during fiscal year 2008. We refer to these efficas our “named executive officers.”

SUMMARY COMPENSATION TABLE

Change in
Pension Value
and
Non-Equity Nonqualified
Incentive Plan Deferred
Stock Compensatior All Other
Awards Option Compensatior Compensatior
Salary Bonus Awards Earnings Total

Name and Principal Position Year $) ($)(1) $)©2 [©]E) $) ($)(4) $) (&)
Charles Liang 200¢  $272,30¢ $ 23,17 — — — — $ 3,58%5)  $299,06:

President, Chief Executive Officer and

Chairman of the Boar:
Howard Hideshim: 200¢€  $239,63(  $ 15,90¢ — $274,17° — — — $529,71:

Chief Financial Office!
Alex Hsu 200¢  $248,72:  $ 16,50¢ — $ 65,27¢ — — — $330,50¢

Chief Sales and Marketing Offic
Chiu-Chu (Sara) Liu Liang 200¢  $158,49! $ 10,07: — — — — — $168,56¢

Vice President of Operations, Treasurer and

Director
Yih-Shyan (Wally) Liaw 200¢  $159,24! $ 7,69: — $ 8,581 — — — $175,51¢

Vice President, International Sales, Corpoi
Secretary and Directc

(1) Amounts disclosed und“Bonus” reflect the cash bonuses earned by the named @eofficers.

(2) Todate, no stock award has been granted to ouedaxecutive officers

(3) The amount reported in the Option Awards coluepresent the dollar amount recognized for fingnstiatement reporting purposes pursuant to FASR)28 our financial statements
for option grants made under the 1998 and 2006kStamn, unreduced by estimated service-based forési. Assumptions used in the calculation of éim®unt is included in Item 8,
Financial Statements and Supplementary Data, amnel Nbto the Consolidated Financial Stateme

(4) The Company does not have a defined benefit plana-qualified deferred compensation pli

(5) Amount reflects a monthly automobile allowance fradaty 1, 2007 to October 31, 20(
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Grants of Plan-Based Awards

The following table provides information concernimgtions granted during fiscal year 2008 to our edm@xecutive officers:

GRANTS OF PLAN-BASED AWARDS

All Other
. . Option
Estimated Possible Payout Awards:
Under Non-Equity Incentive Number of Grant
Plan Awards Exercise Date Fair
Securit!es or Base Value of
Threshold Target Maximum Underlying }g;;?ogf Sg;go?-.nd
Options Awards Awards
Name Grant Date ($) ($) ($) (#) ($/Sh) ($)(1)
Charles Lianc —
Howard Hideshimi —
Alex Hsu 1/28/200i 47,2242) $ 8.4  $169,53:
1/28/200: 112,77¢3) $ 8.4 $404,86¢
Chiu-Chu (Sara) Liu Liang —
Yih-Shyan (Wally) Liaw 4/28/200:i 30,63¢(4) $ 7.4 $ 96,50(
4/28/200! 30,27%5) $ 7.4¢ $ 95,36¢
(1) Represents the fair value of each stock optiorf #seodate it was granted, computed in accordarntemAS 123(R).
(2) These incentive stock options vest at the ratebf6 n October 24, 2008 and 1M fer quarter thereafter, such that the shares #ye fu

3)
(4)
(5)

vested on October 24, 2011.

These non-qualified stock options vest at the 0&5% on October 24, 2008 and 1MBer quarter thereafter, such that the shares are

fully vested on October 24, 2011.

These incentive stock options vest at the rate&s&6 dn March 30, 2009 and 1/T@er quarter thereafter, such that the shares Hye fu

vested on March 30, 2012.

These non-qualified stock options vest at the 0d#5% on March 30, 2009 and 1/ @er quarter thereafter, such that the shares Hye

vested on March 30, 2012.
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Outstanding Equity Awards

The following table provides information concerniexgrcisable and unexercisable stock options tetef dune 30, 2008, by each of our
named executive officers.

Number of
Securities Number of
Underlying Securities Option
Unexercisec Underlying Exercise
Unexercised Option
Options (#) Options (#) Price Expiration
Name Exercisable Unexercisable ($) Date
Charles Liang 350,00((1) — $ 0.2C 12/10/200:
1,500,001(2) — $ 0.3¢ 12/10/200:
1,000,00((3) — $ 1.2F 6/30/201:
525,00((4) 75,00( $ 3.0¢ 12/28/201.
Howard Hideshimi 9,59¢(5) 9,60( $13.8¢ 11/17/201
55,40((6) 55,40: $13.8¢ 11/17/201
8,1257) 24,37¢ $10.1¢ 4/26/201
Alex Hsu 60,79¢(8) — $ 1.92 8/31/201:
— 47,2249) $ 8.47 1/28/201!
— 112,77¢(10) $ 8.47 1/28/2011
Chiu-Chu (Sara) Liu Liang 320,00((11) — $ 0.0¢ 12/10/200:
240,00(12) — $ 1.2t 6/30/201:
200,00((13) — $ 1.2F 12/23/201.
40,50((14) 24,30( $ 3.5C 12/30/201!
Yih-Shyan (Wally) Liaw 150,00((1) — $ 0.2C 12/10/200:
240,00((15) — $ 1.2t 6/30/201:
90,00((16) — $ 2.5¢ 3/31/201.
— 30,63517) $ 7.4¢€ 4/28/201!
— 30,275(18) $ 7.4€ 4/28/201!

Q) These non-qualified stock options vest at gte of 50% on August 20, 1996 and 25% of the reimgishares annually thereafter, such
that the shares are fully vested on August 20, 1

(2) These no-qualified stock options vest at the rate of 50%Nmvember 1, 1998 and 25% of the remaining sharesally thereafter, su
that the shares are fully vested on November 102

(3) These non-qualified stock options vest at the 0d®5% on November 1, 2001 and 1Mper quarter thereafter, such that the shares are
fully vested on November 1, 2004.

(4) These non-qualified stock options vest at the 0d#5% on November 1, 2005 and 1Mper quarter thereafter, such that the shares are
fully vested on November 1, 2008.

(5) These incentive stock options vest at the rateb86 2n May 8, 2007 and 1/X6per quarter thereafter, such that the shares #ye fu
vested on May 8, 2010.

(6) These non-qualified stock options vest at the 0d#5% on May 8, 2007 and 1/¥er quarter thereafter, such that the shares #ye fu
vested on May 8, 2010.

(7)  These non-qualified stock options vest at the 0d85% on April 26, 2008 and 1/1&oer quarter thereafter, such that the shares Hye
vested on April 26, 2011.

(8) These non-qualified stock options vest at the 08#5% on October 24, 2004 and 1Mger quarter thereafter, such that the shares are
fully vested on October 24, 2007.

(9) These incentive stock options vest at the ratesf6 n October 24, 2008 and 1M per quarter thereafter, such that the shares #ye fu
vested on October 24, 2011.

(10) These non-qualified stock options vest at the 08#5% on October 24, 2008 and 1/8er quarter thereafter, such that the shares are
fully vested on October 24, 2011.

(11) These non-qualified stock options vest atrétie of 50% on December 11, 1995 and 25% of thairdng shares annually thereafter,
such that the shares are fully vested on Decenthet997.
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(12) These incentive stock options vest at the ratesf6 Bn December 11, 1998 and 1/Mer quarter thereafter, such that the shares are
fully vested on December 11, 2001.

(13) These non-qualified stock options vest at the 08#5% on December 11, 2002 and 1¥@er quarter thereafter, such that the shares ar
fully vested on December 11, 2005.

(14) These non-qualified stock options vest at the 08#5% on December 12, 2006 and 1@er quarter thereafter, such that the shares ar
fully vested on December 12, 2009.

(15) These non-qualified stock options vest at the 88#5% on March 30, 2001 and 1/2@er quarter thereafter, such that the shares are
fully vested on March 30, 2004.

(16) These incentive stock options vest at the rates8 &n March 30, 2005 and 1/%er quarter thereafter, such that the shares Hye fu
vested on March 30, 2008.

(17) These incentive stock options vest at the ratesg &n March 30, 2009 and 1/%¢er quarter thereafter, such that the shares Hye fu
vested on March 30, 2012.

(18) These non-qualified stock options vest at the 0d#5% on March 30, 2009 and 1/M@er quarter thereafter, such that the shares are
fully vested on March 30, 2012.

Option Exercises During Fiscal Year 2008

The following table sets forth certain informaticoncerning option exercises by our named execofiieers during fiscal year 2008.
The Company has not granted any stock awards.

OPTION EXERCISES

Option Awards

Number of Shares Value Realized ol
Acquired on Exercise

Name (#) Exercise($)(1)
Charles Liang — $ —
Howard Hideshimi — —
Alex Hsu 38,96: $ 273,70t
Chiu-Chu (Sara) Liu Liang — —
Yih-Shyan (Wally) Liaw — $ —

(1) Based on the difference between the market priepo€ommon stock on the date of exercise andxbecise price

Director Compensation

Under our director compensation policy, we reimburen-employee directors for reasonable expensasninection with attendance at
board and committee meetings. Our reanployee directors receive an annual retainer 6fGRD, payable quarterly. In addition, the chaispe
of our audit committee receives an annual retaif&25,000, the chairperson of each of our compersaommittee and nominating and
corporate governance committee receives an anetaher of $5,000 and each director serving inr&cfmirperson capacity on our audit,
compensation or nominating and corporate governaogenittees receives an annual retainer of $2,80@@mmittee, payable quarterly.

Non-employee directors also are eligible to receivelstiptions under our 2006 Equity Incentive Plane Eiercise price of stock optic
to directors is based on the fair market valueedsrdhined by our board of directors on the datgraht.

Non-employee directors receive nondiscretionarjormatic grants of nonstatutory stock options uraler2006 Equity Incentive Plan. A
non-employee director is automatically grantedratial option to purchase 18,000 shares upon fiestoming a member of our board of
directors. A non-employee director serving as
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chairperson of the audit committee receives afalrgrant of 12,000 shares. Nemployee directors serving as chairperson of tinepemsatio

or nominating and corporate governance committeeive an initial grant of 2,000 shares. Each o$¢hiaitial options vests and becomes
exercisable over four years, with the first 25%haf shares subject to each initial option vestimghe first anniversary of the date of grant and
the remainder vesting quarterly thereafter. Inmetijaafter each of our annual meetings of stockéwxddeach non-employee director is
automatically granted a nonstatutory option to pase 4,500 shares of our common stock, the auditnittee chairperson is granted an annual
option to purchase 3,000 shares of our common stndkthe chairperson of each of the compensatidmaminating and corporate governa
committees is granted an annual option to purcB@6eshares of our common stock. These optionsvedit and become exercisable on the first
anniversary of the date of grant or immediatelpiptd our annual meeting of stockholders, if earlie

The options granted to non-employee directors laguer share exercise price equal to 100% of therfaiket value of the underlying
shares on the date of grant, and will become ftglsted if we are subject to a change of controhuah grants will be reduced proportionally if
the person did not serve in that capacity for theyear after the annual grant.
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The following table shows for the fiscal year endede 30, 2008 certain information with respe¢htocompensation of all of our non-
employee directors:

DIRECTOR COMPENSATION

Change in
Pension Value
and
Non-Equity Non-qualified
Fees Incentive Plan Deferred
Earned Stock Compensatior All Other
or Paid in Awards Option Compensatior Compensatior
Cash Awards Earnings Total
Name ®)@) (©)] ®$)() (%) (%) (©)] (©)]
Bruce Alexande $ 37,50( — $ 62,66¢ — — — $100,16!
Hwei-Ming (Fred) Tsa $ 50,00( — $ 39,16¢ — — — $ 89,16¢
Edward J. Hayes, J $ 65,00( — $ 24,53¢ — — — $ 89,53¢
Sherman Tua $ 41,25( — $ 14,72: — — — $ 55,97:

(1) This column represents annual director fees;employee committee chairman fees and other caenmihember fees earned in fiscal
year 2008

(2) The dollar amount in this column representsabmpensation cost for the fiscal year ended JOn@@8 of stock option awards granted
in fiscal year 2008 and 2007. These amounts haee balculated in accordance with SFAS No. 123Rriggahe estimates of forfeiture
and using the Black Scholes option-pricing modals#mptions used in the calculation of these amanretincluded in footnote 10 to our
audited consolidated financial statements for theaf year ended June 30, 2008 included in our AhReport on Form 10-K. The
options that were issued in fiscal year 2008 ar@’20 our no-employee directors consist of the following gra

Number of Full Grant

Date of Price of Date Fair

Name Grant Grant Shares Value(6)
Bruce Alexande 11/17/0} $ 13.8¢ 32,00((1) $205,65!
4/26/07 $ 10.1¢ 8,00((2) $ 32,24(

Hwei-Ming (Fred) Tsa 11/17/0° $ 13.8¢ 20,00((1) $128,53:
4/26/07 $ 10.1¢ 5,000((2) $ 20,15(

2/8/0¢ $ 8.8 4,50((4) $ 16,15

2/8/0¢ $ 8.8 500(4) $ 1,79t

Edward J. Hayes, J 3/28/07 $ 8.0C 30,00((3) $ 94,20(
2/8/0¢ $ 8.8: 4,50((4) $ 16,15¢

2/8/0¢ $ 8.8: 3,00(4) $ 10,77(

Sherman Tua 3/28/01 $ 8.0C 18,00((3) $ 56,52(
2/8/0¢ $ 8.8: 4,50((4) $ 16,15¢

4/28/0¢ $ 7.4¢ 2,00(5) $ 6,30C

(1) These shares vest at the rate of 25% on Augu(®%, and 1/1& per quarter thereafter, such that the shares Hyevsted on
August 28, 2010.

(2) These shares vest at the rate of 25% on April @682nd 1/16 per quarter thereafter, such that the shares dyevisted on April 26,
2011.

(3) These shares vest at the rate of 25% on Febru@@Q0B, and 1/18 per quarter thereafter, such that the shares Hyessted on
February 1, 2011.

(4) These shares vest at the rate of 25% on Febru@@0®, and 1/18 per quarter thereafter, such that the shares dyev/ksted on
February 8, 2012.

(5) These shares vest at the rate of 25% on April @892nd 1/16 per quarter thereafter, such that the shares Hyev/fsted on April 28,
2012.
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(6) The dollar value of the options shown represerggytlant date fair value estimated using the E-Scholes option pricing model
determine grant date fair value, in accordance thighprovisions of SFAS 123R. For a discussionadfiation assumptions used in the
SFAS 123R calculations, see Note 10 to the CorstglilFinancial Statements in the Company'’s fiseal Y008 Annual Report on
Form 1(-K.

Compensation Committee Interlocks and Insider Partipation

None of the members of the Compensation Commist@ecurrent or former officer or employee of therpany or had any relationship
with the Company requiring disclosure. In additidaring fiscal 2008, none of our executive officeesved as a member of the board of
directors or compensation committee of any othétyethat has one or more executive officers whwee on our board of directors or
Compensation Committee.

Item 12.  Security Ownership of Certain Beneficial Owners afnagement and Related Stockholder Matt:
Security of Ownership of Certain Beneficial Ownersand Management
The following table sets forth certain informatiomown to us regarding beneficial ownership of acumeon stock as of August 18, 2008
by:
» each of the named executive office
» each of our directors; ar
« all directors and executive officers as a grc

We do not know of any person or entity who benafigiowns more than 5% of our outstanding commouglsas of August 18, 2008
except for the named executive officers and dimscto

Amount and Percent of

Nature of Common

Beneficial Stock
Name and Address of Beneficial Owner(1) Ownership(2) Outstanding(3
Executive Officers and Director
Charles Liang(4 10,797,05 29.(%
Howard Hideshima(5s 83,27¢ *
Alex Hsu(6) 272,03( *
Chiu-Chu (Sara) Liang(7 10,797,05 29.(%
Yih-Shyan (Wally) Liaw(8 3,648,00! 10.8%
Hwei-Ming (Fred) Tsai(9 461,56 1.4%
Edward J. Hayes, Jr.(1 11,25( *
Sherman Tuan(1! 6,75( *
All directors and executive officers as a groupéBsons)(12 15,291,92 39.%
* Represents beneficial ownership of less than omsepeof the outstanding shares of common st

@ Except as otherwise indicated, the persons damthis table have sole voting and investmentgrowith respect to all shares of
Common Stock shown as beneficially owned by tharmjext to community property laws applicable anthinformation contained
the footnotes to this tabl

(2)  Under the SEC rules, a person is deemed to beethefibial owner of shares that can be acquireduo person within 60 days upon
exercise of options

3) Calculated on the basis of 33,075,010 shar€oaimon Stock outstanding as of August 18, 2008yiged that any additional shares of
Common Stock that a stockholder has the right tpuize within 60 days after August 18, 2008 are degto be outstanding for the
purposes of calculating that stockho’s percentage of beneficial ownerst
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(4)

(5)

(6)

(7)

(8)

(9)

(10)
(11)
(12)

Includes 3,412,500 shares issuable upon the erestigptions exercisable within 60 days after Audugs 2008, 335,580 shares held
CL Grantor Retained Trust and 335,580 shares hefdl2 Grantor Retained Trust. Ms. Chiu-Chu (Saranl is the trustee of both
trusts. Also includes 528,840 shares jointly heldvly. Charles Liang and Ms. Liang, Mr. Charles lggspouse, 150,000 shares held
by Green Earth Charitable Trust, 330,000 shara$theMs. Liang and 804,550 shares issuable upoexaecise of options held by
Ms. Liang and exercisable within 60 days after AsidiB, 2008. See footnote

Includes 83,279 shares issuable upon the exertigations exercisable within 60 days after Augugt2008.

Includes 60,796 shares issuable upon the exertigations exercisable within 60 days after Augugt2008. Also includes 172,2°
shares held by Hsu Trust, for which Mr. Alex Chuai-Hsu and Mrs. Ling-Lee Chen Hsu serve as trustdesHsu resigned as an
officer and transitioned to p-time status on August 19, 20(

Includes 804,550 shares issuable upon the isgent options exercisable within 60 days after Astgl8, 2008. Also includes 150,000
shares held by Green Earth Charitable Trust, 408@0shares held by Mr. Liang, Ms. Sara Liangpouse, and 3,412,500 shares isst
upon the exercise of options held by Mr. Liang erdrcisable within 60 days after August 18, 20G&: ®otnote 4

Includes 480,000 shares issuable upon the isgent options exercisable within 60 days after #stgl8, 2008. 335,580 shares held by
SML Grantor Retained Trust, for which Mrs. ShyU8ay) Liaw serves as a trustee, 335,580 shareskye¥SL Grantor Retained
Trust, for which Mr. Yih-Shyan (Wally) Liaw serves trustee, 1,760,000 shares held by Liaw FamilgtTfor which Mr. and

Mrs. Liaw serve as trustees, 528,840 shares joirglgt by Mr. and Mrs. Liaw and 208,000 shares iskuapon the exercise of options
granted to Mrs. Liaw, Mr. Lia’s spouse, exercisable within 60 days after Aug8s2008.

Includes 111,562 shares issuable upon the exestiggtions exercisable within 60 days after AugL&t2008. Also includes 350,01
shares held by Tsai Family Trust, for which Mrs-Jiuan Chi Tsai and Mr. Hwei Ming (Fred) Tsai seagetrustees

Includes 11,250 shares issuable upon the exertiggtions exercisable within 60 days after August 2008.

Includes 6,750 shares issuable upon the exercisptioins exercisable within 60 days after August2(08.

Includes 5,178,687 shares issuable upon the erastigptions exercisable within 60 days after Audi& 2008

103



Table of Contents

Equity Compensation Plan Information

We currently maintain two compensation plans tmavige for the issuance of our Common Stock toceffs and other employees,
directors and consultants. These consist of th& B38ck Option Plan and the 2006 Equity IncentilamPboth of which have been approvec
our stockholders. We no longer grant any optiordeutthe 1998 Stock Option Plan. The following ted#és forth information regarding
outstanding options and shares reserved for fugstence under the foregoing plans as of June(®®: 2

Number of shares
remaining available

Number of shares for future issuance
to be issued upon Weighted-average under equity
exercise of exercise price of compensation plan
outstanding options outstanding options
(excluding shares
warrants and rights warrants and rights reflected in
column (a))
Plan Category () (b) )
Equity compensation plans approved by stockhol 13,300,97 $ 3.4¢ 3,106,74(1)
Equity compensation plans not approved by stocldre — — —
Total 13,300,97 $ 3.4¢ 3,106,74

(1) The shares that are reserved for issuance tinel@006 Equity Incentive Plan are subject to ratiic increase on July 1 of each year
through 2016 by a number of shares equal to thdlenud (a) 3% of our outstanding shares as ofdlbee of business on the immediately
preceding June 30 or (b) a lesser amount deternhipglde board of director

ltem 13.  Certain Relationships and Related Transactions abitector Independenct

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Procedures for Approval of Related Person Transactins

Pursuant to our Audit Committee charter, the A@limmittee has the responsibility for the review apgroval of any related person
transactions. In approving or rejecting the proplaagreement, our Audit Committee will consider tbkevant facts and circumstances avail
and deemed relevant, including, but not limiteth®risks, costs and benefits to us, the termBefransaction, the availability of other sources
for comparable services or products, and, if applie, the impact on a director’s independence.Augit Committee shall approve only those
agreements that, in light of known circumstancesnat inconsistent with our best interests, asfaudit Committee determines in the good
faith exercise of its discretion. In addition, wenaally require each of our directors and executifieers to complete a directors’ and officers’
guestionnaire that elicits information about refigparty transactions as such term is defined by &#&3 and regulations. These procedures are
intended to determine whether any such relateq pamsaction impairs the independence of a diremt@resents a conflict of interest on the
part of a director, employee or officer.

Transactions with Related Parties, Promoters and G#ain Control Persons
Director and Officer Indemnification

We have entered into agreements to indemnify aectbrs and executive officers to the fullest ekfgarmitted under Delaware law. In
addition, our certificate of incorporation contaprevisions limiting the liability of our directond our bylaws contain provisions requiring us
to indemnify our officers and directors.
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Stock Option Award:

Please see the “Grants of Plan-Based Awards” taiddethe “Director Compensatiotéble above for information on stock option grao
our directors and named executive officers in fi2€D8.

Director Independenct

The board affirmatively determines the independeriaach director and nominee for election as eattir in accordance with guidelines
it has adopted, which include all elements of iredefence set forth in applicable Nasdaq listingdstess. The Company’s director
independence standards are set forth in the Congpdbgrporate Governance Guidelines” availablehatwebsite noted above.

Based on these standards, the board determineathat than Charles Liang, Chiu-Chu (Sara) Liungiand Yih-Shyan (Wally) Liaw,
each of the members of the board is an indepertiesttor under the Nasdaq rules.

Transactions with Ablecom Technology Inc.

Ablecom, a Taiwan corporation, together with itbsidiaries (“Ablecom”), is one of our major contracanufacturers. Ablecom’s chief
executive officer, Steve Liang, is the brother dfa@es Liang, our President, Chief Executive Offiaed Chairman of the Board of Directors,
and owns approximately 2.4% of our common stoclarels Liang served as a Director of Ablecom dudngfiscal 2006, but is no longer
serving in such capacity. In addition, Charles giamd his wife, each of whom is our officer andedior, collectively own approximately
30.7% of Ablecom and Yih-Shyan (Wally) Liaw, ouffioér and director, and his spouse collectively approximately 5.2% of Ablecom,
while Steve Liang and other family members own apimnately 49.3% of Ablecom at June 30, 2008.

We have product design and manufacturing servigesseanents (“product design and manufacturing ageetst) and a distribution
agreement (“distribution agreement”) with Ablecom.

Under the product design and manufacturing agretaner outsource a portion of its design activitiad a significant part of its
manufacturing of components such as server chissislecom. Ablecom agrees to design products alegrto our specifications.
Additionally, Ablecom agrees to build the tools ded to manufacture the products. Under the prodiesign and manufacturing agreements,
we commit to purchase a minimum quantity over gseibd. The purchase price of the products matuifad by Ablecom is negotiated on a
purchase order by purchase order basis at eachgaeclate. However, a fixed charge is added tprthe of each unit purchased until the
agreed minimum number of units is purchased. Inustg@007, we entered into a new product developnmeaiufacturing and service
agreement with Ablecom. Under the new agreemenhave agreed to pay for the cost of tooling andrexgging services and will pay for
those items when the work has been completedidrctise no fixed charge is added to future purchfmseeimbursement of tooling costs. We
purchased tooling assets for $2,135,000 and enggeservices for $785,000 from Ablecom during ylear ended June 30, 2008.

Under the distribution agreement, Ablecom purch&ses us server products for distribution in Taiwaie pricing and terms under the
distribution agreement are similar to the pricimgl &erms of distribution arrangements we have wittilar, third party distributors.

Ablecom’s net sales to us and its net sales opoadlucts to others comprise a substantial majofitkblecom’s net sales. We purchased
products from Ablecom totaling approximately $1@3,®00 and sold products to Ablecom totaling appnately $6,593,000 for the fiscal
years ended June 30, 20

The amount owed to us by Ablecom as of June 308 245 approximately $792,000. Amount owed to Ahhedty us as of June 30,
2008 was approximately $27,717,000. For the yeadee June 30, 2008, we
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received $147,000 from Ablecom for penalty chargesl paid approximately $4,163,000 in tooling asaetd miscellaneous costs to Ablecom.
Penalty charges are assessments relating to dedaigdries or quality issues.

Our exposure to loss as a result of its involvermtit Ablecom is limited to (a) potential lossesitspurchase orders in the event of an
unforeseen decline in the market price and/or dehadiour products such that we incur a loss orsiie or cannot sell the products and
(b) potential losses on outstanding accounts rabévfrom Ablecom in the event of an unforeseeeritatation in the financial condition of
Ablecom such that Ablecom defaults on its payablest Outstanding purchase orders with Ablecom $2820 million at June 30, 2008,
representing the maximum exposure to loss relatirig) above. We do not have any direct or indigetrantees of losses, if any, of Ablecom.

Transactions with Tatung Company

Tatung Company was a significant contract manufactior us and owns approximately 1.8% of our comrsimck. We had a product
manufacturing agreement (“product manufacturingagrent”) with Tatung Company. The product manufaofuagreement was terminated
by Tatung Company in the quarter ended Decembe2(RB17.

We purchased contract manufacturing services apdugts from Tatung totaling approximately $6,088,a8d sold products to Tatung
totaling approximately $2,887,000 for the fiscahyended June 30, 2008. There was no amount owesllip Tatung as of June 30, 2008 and
there was no amount owed to Tatung by us as of 30n2008. For the year ended June 30, 2008, vedvext no penalty charges from Tatung
but received approximately $248,000 from Tatungt®termination in the quarter ended Decembe280y.

Item 14.  Principal Accounting Fees and Service

The Audit Committee has appointed Deloitte & ToueBeour independent registered public accountimg fior the fiscal year ending
June 30, 2008.

Independent Registered Public Accounting Firm Feeand Services

The following table sets forth the aggregate afgdis billed to the Company by our independent teggsl public accounting firm,
Deloitte & Touche LLP, the member firms of Deloifteuche Tohmatsu, and their respective affiliatediéctively, “Deloitte”), and fees paid
to Deloitte for services in the fee categorieséatid below during the fiscal years ended Jun@@08 and 2007. Since its inception, the Audit
Committee has considered the scope and fee arramgefior all services provided by Deloitte, takingp account whether the provision of
non-audit services is compatible with maintainingldtte independence, and has pre-approved 10a¥edafervices described below.

Fiscal Year Fiscal Year
Ended Ended
6/30/08 6/30/07
Audit Fees(1, $ 952,00 $ 444,00(
Audit-Related Fees(: — 1,313,001
Tax Fees — —
All Other Fees — —
Total $ 952,00( $1,757,00!

(1) Audit fees consist of the aggregate fees fofgmsional services rendered for the audit of the@any’s 2008 and 2007 consolidated
financial statements and review of interim inforroat The fees for fiscal year ended June 30, 2088iaclude $390,000 for the
attestation services mandated by Section 404 db#inbane-Oxley Act and $83,000 for the review of FIN48 likiies.

(2) Audit-related fees consist of the aggregate fees bile@EC registration statements, including feegdedl#o the Compar's initial
public offering of common stocl
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Pre-Approval Policies

The Audit Committee’s policy on approval of serndqeerformed by the independent registered pubtiowatting firm is to pre-approve
all audit and permissible naaudit services to be provided by the independagistered public accounting firm during the fiscaby. The Audi
Committee reviews each non-audit service to beigealvand assesses the impact of the service dirrtiis independence.
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PART IV

Iltem 15.  Exhibits and Financial Statement Scheduls
(a) 1. Financial Statements
See Index to Consolidated Financial Statementein B of this Annual Report on Form 10-K, whiclinsorporated herein by reference.

2. Financial Statement Schedules

All other financial statement schedules have bemitted because they are either not applicable®required information is shown in 1
consolidated financial statements or notes thereto.

3. Exhibits
See the Exhibit Index which follows the signatuag@ of this Annual Report on Form 10-K, which isdrporated herein by reference.

(b) Exhibits
See Item 15(a)(3) above.

(c) Financial Statement Schedules
See Item 15(a)(2) above.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, as amentiedregistrant has duly caused
report to be signed on its behalf by the underslgtieereunto duly authorized.

SUPER MICRO COMPUTER, INC.

Date: August 29, 2008 /s/ CHARLESL IANG

Charles Liang
President, Chief Executive Officer and Chairman othe Board
(Principal Executive Officer)
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POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pershose signature appears below constitutes anairgppCharles Liang
and Howard Hideshima, jointly and severally, histey-in-fact, each with the full power of substion, for such person, in any and all
capacities, to sign any and all amendments tohimual Report on Form 10-K, and to file the samigh&ll exhibits thereto and other
documents in connection therewith, with the Semsiand Exchange Commission, granting unto saidregy-in-fact and agent full power and
authority to do and perform each and every actthimg) requisite and necessary to be done in commmettterewith, as fully to all intents and
purposes as he might do or could do in person keslfying and confirming all that each of saidoaiheys-in-fact and agents, or his substitute,
may do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bélpthe following persons on behalf
of the registrant and in the capacities indicated @ the dates indicated.

Signature Title Date
/s/ CHARLESL 1ANG President, Chief Executive Officer and Chairr August 29, 200!
Charles Liang of the Board (Principal Executive Office
/s/ HowARD H IDESHIMA Chief Financial Officer (Principal Financial a August 29, 200!
Howard Hideshima Accounting Officer)
/s/ CHIU-CHU (SARA) L UL IANG Vice President of Operations, Treasurer and August 29, 2008
Chiu-Chu (Sara) Liu Liang Director
/s! Y IH-SHYAN (W ALLY ) L 1aw Vice President of International Sales, Secretary August 29, 2008
Yih-Shyan (Wally) Liaw and Directol
/s/ HWEI -M ING (F RED) T sAl Director August 29, 200t

Hwei-Ming (Fred) Tsai

/s/ EDWARD J. HAYES, JR Director August 29, 2008
Edward J. Hayes, Jr

/s/ SHERMAN T UAN Director August 29, 2008

Sherman Tuan
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Exhibit

Number

3.3

3.4

4.1
10.1
10.2
10.3
10.4
10.5
10.6
10.7
10.8
10.9
10.10
10.11
10.12

10.13

10.14

10.15
10.16

10.17

10.18
10.19

10.20
10.21
10.22
10.23

EXHIBIT INDEX

Description
Amended and Restated Certificate of Incorporatio8uper Micro Computer, Inc.(:

Amended and Restated Bylaws of Super Micro Complrier(1)
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Exhibit 10.3C
SUPER MICRO COMPUTER, INC.

STOCK OPTION EXERCISE NOTICE
AND
RESTRICTED STOCK PURCHASE AGREEMENT

This Agreement (“ Agreemefi} is made as of August 26, 2008 (the “ PurchasteDaby and between Super Micro Computer, Inc., a
Delaware corporation (the * Compatjy and Charles Liang (“* Purchasgr

1. Exercise of Option. Subject to the terms and conditions hereof, Pusthasreby exercises his or her option to purch25¢090 share
of the Common Stock (the “ Shar§f the Company granted to Purchaser on Decer@b£898 (the “ Optiori) and evidenced by the
Nonstatutory Stock Option Agreement entered intwvben the Company and Purchaser on December 9,(i18£* Option Agreement). The
Option exercise price is $0.20 and $0.375 per Stithee" Per Share Exercise Prigeand the total purchase price for the Shar&2&5,625.00
(the “ Purchase Pric®. As subsequently used in this Agreement, thentéeBhares' refers to the purchased Shares and all securé@sved ir
addition to or in replacement of the Shares purstmastock dividends or stock splits, all secustieceived in replacement of the Shares in a
merger, consolidation, reorganization, reincorgorgtrecapitalization, reclassification or simitdrange in the capital structure of the Comp
and all new, substituted or additional securitiestber property to which Purchaser becomes edtitlereason of Purchaser’s ownership of the
Shares.

2.Time, Place and Method of Exercise The purchase and sale of the Shares under thisefgmet shall occur at the principal office of
the Company simultaneously with the execution agltvery of this Agreement on the Purchase Dategmpanied by an Assignment Separate
from Certificate duly endorsed (with the date andhber of shares blank) in the form attached toAlgiseement. Payment of the Purchase F
shall be effected by means of a “net exercise” @doce, pursuant to which (a) the Company shallecedine number of Shares otherwise
issuable to Purchaser upon the exercise of theo®pij the largest whole number of Shares havingiaNrarket Value that does not exceed
Purchase Price, and (b) Purchaser shall pay tGdn@pany in cash the remaining balance of the PaecRaice not satisfied by such reduction
in the number of whole Shares to be issued. Femthipose, the “ Fair Market Vall®f Shares shall be determined by the closingepoita
share of Common Stock of the Company on the Puechase as reported on the Nasdaqg Stock Marketh®PRurchase Date, the Company
will issue to Purchaser a certificate representtiregnet number of Shares remaining following swezhuction (the “ Net Sharé} which shall
be determined in accordance with the following folan

N = X(A-B)/A, where
“N” =the number of Net Shares to be issued to Purclhaser exercise of the Option (rounded down to therest whole number




“X" = the total number of Shares with respect taethPurchaser has elected to exercise the Option;
“A” = the Fair Market Value of one (1) share of tiemmon Stock of the Company determined on thelHgee Date; and
“B” = the Per Share Exercise Price, as set forthvab

Following such net exercise procedure, the numb8hares remaining subject to the Option, if afmalisbe reduced by the sum of (i) the
number of Net Shares issued to Purchaser anth¢iipgmber of Shares deducted by the Company fonealyof the Purchase Price.

3. Vesting of Net Shares

(a) Normal Vesting . Except as provided by Section 3(b), Purchaser lyeeknowledges and agrees that, notwithstandinthamy
contained in the Option Agreement to the contrdrg,Net Shares acquired by Purchaser pursuanistégineement shall initially be
entirely unvested and subject to both the UnveStete Reacquisition Right described in Sectionditha restrictions on the transfer of
Shares described in Section 5. The Net Shareslsadime Vested Shares as follows:

Except as otherwise provided by this Agreementyigex that Purchasex’Service has not terminated prior to the appleaasting
Date, one fifth (1/5) of the total number of Neta®s shall become Vested Shares on the first gathig of each of the first five
(5) calendar years commencing after the Purchage (@ach of which shall be a * Vesting D8te

For purposes of determining the number of Vesteat&hfollowing an Ownership Change Event, creditedvice shall include all Service with
any business entity which is a member of the Com@zmoup at the time the Service is rendered, whiethaot such business entity is a
member of the Company Group both before and diteOwnership Change Event.

(b) Acceleration of Vesting upon Certain Events Subject to Section 3(c), in the event of (i) thedluntary Termination of
Purchaser or (ii) the consummation of a Changeantf@! (provided that Purchaser’s Service has ehinated prior to such Change in
Control), the vesting of the Net Shares shall lilgrated in full, such that the total number of Bkares which have not previously
become Vested Shares shall be deemed Vested $ffaett/e as of the date of Purchasdrivoluntary Termination or immediately pri
to the effective time of the Change in Controltfss case may be.

(c) Federal Excise Tax Under Section 4999 of the Code

(i) Excess Parachute Paymentin the event that any acceleration of vesting pamsto this Agreement and any other
payment or benefit received or to be received hyglraser would subject Purchaser to any exciseussupnt to Section 4999 of t
Code due to the characterization of such acceterafti vesting, payment or benefit as an exceshata payment under
Section 280G of the Code, the amount of any acaiider of vesting called for under this Agreemeagidther with such other
payments and benefits, shall not exceed the anvatich results in the greatest after-tax benefPtwchaser.
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(i) Determination by Independent Accountants Upon the occurrence of any event that might reaslgrize anticipated to
give rise to the acceleration of vesting under i8ac(b) (an “ Event) and a resulting excise tax pursuant to Secti@®4of the
Code, the Company shall promptly request a detextioim in writing by independent public accountasgtected by the Company
(the “ Accountant$) of the amount of such acceleration of vestifiginy, that would result in the greatest afterttarefit to
Purchaser. Unless the Company and Purchaser ofieeagiee in writing, the Accountants shall deteenaind report to the
Company and Purchaser no later than ten (10) bessihays following the date of the Event the amaofistich acceleration of
vesting, which, taking into account the other pagte@nd benefits to which Purchaser is entitledjldiproduce the greatest after-
tax benefit to Purchaser. The Company shall promgatlise that portion, if any, of the acceleratibaesting under Section 3(b)
which exceeds the amount producing the greatest-t#fx benefit to Purchaser to be rescinded ame tenidab initio . For the
purposes of such determination, the Accountants nelstyon reasonable, good faith interpretationsceoning the application of
Sections 280G and 4999 of the Code. The Companyanthaser shall furnish to the Accountants sufdrimation and documents
as the Accountants may reasonably request in todeake their required determination. The Compdma}l bear all fees and
expenses the Accountants may reasonably chargeimection with their services contemplated by 8estion 3(c)(ii).

4. Unvested Share Reacquisition Right

(a) Grant of Unvested Share Reacquisition Right In the event that (a) Purchaser’s Service is teateth or, (b) Purchaser,
Purchaser’s legal representative, or other holéishares acquired pursuant to this Agreement, atieto sell, exchange, transfer, pledge,
or otherwise dispose of (other than pursuant t®anership Change Event) any shares which are nstedeShares (* Unvested Shares
"), the Company shall automatically reacquire thevésted Shares, and Purchaser shall not be erttitiealy payment therefor (the “
Unvested Share Reacquisition Right

(b) Ownership Change Event, Dividends, Distributions ad Adjustments . Upon the occurrence of an Ownership Change Event,
a dividend or distribution to the stockholdersité Company paid in shares of Common Stock or qttagerty, or any other adjustment
upon a change in the capital structure of the Campany and all new, substituted or additional siéies or other property (other than
regular, periodic dividends paid on Common Stocispant to the Compang/dividend policy) to which Purchaser is entitlgdréason o
Purchaser’s ownership of Unvested Shares shathbeediately subject to the Unvested Share Reaciquigiight and included in the
terms “Shares” and “Unvested Shares” for all pugsosf the Unvested Share Reacquisition Right vighsame force and effect as the
Unvested Shares immediately prior to the Owner€iipnge Event, dividend, distribution or adjustmestthe case may be.
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5. Restrictions on Transfer of Shares No Shares may be sold, exchanged, transferredyn&skipledged, hypothecated or otherwise
disposed of, including by operation of law, in angnner which violates any of the provisions of thiseement and, except pursuant to an
Ownership Change Event, until the date on whicthslares become Vested Shares, and any such atedigposition shall be void. The
Company shall not be required (a) to transfer stdoks any Shares which will have been transfarr@ilation of any of the provisions set
forth in this Agreement or (b) to treat as ownesw€h Shares or to accord the right to vote as sucter or to pay dividends to any transferee
to whom such Shares will have been so transfelneakder to enforce its rights under this Sectitie, Company shall be authorized to give a
stop transfer instruction with respect to the Seanethe Company’s transfer agent.

6. Escrow.

(a) Appointment of Agent. To ensure that Shares subject to the Unvested &eaequisition Right will be available for
reacquisition, Purchaser and the Company herebgiripihe Secretary of the Company, or any othesg@edesignated by the Company,
as their agent and as attorney-in-fact for Purah@@se “ Agent”) to hold any and all Unvested Shares and to as#lign and transfer to
the Company any such Unvested Shares reacquirdtellyompany pursuant to the Unvested Share Re&oguiRight. Purchaser
understands that appointment of the Agent is amadiaducement to make this Agreement and thal sygpointment is coupled with an
interest and is irrevocable. The Agent shall nopeesonally liable for any act the Agent may d@mit to do hereunder as escrow agent,
agent for the Company, or attorney in fact for Raser while acting in good faith and in the exeratthe Agent’s own good judgment,
and any act done or omitted by the Agent pursuatite advice of the Agent’s own attorneys shalktdeclusive evidence of such good
faith. The Agent may rely upon any letter, noticeother document executed by any signature purgptti be genuine and may resign at
any time.

(b) Establishment of Escrow. Purchaser authorizes the Company to deposit thesfed Shares with the Compamyransfer aget
to be held in book entry form, and Purchaser agiedsliver to and deposit with the Agent eachifieate, if any, evidencing the Shares
and an Assignment Separate from Certificate wisipeet to such book entry shares and each sucfiazeiduly endorsed (with date and
number of Shares blank) in the form attached ® Algreement, to be held by the Agent under thegeand conditions of this Section 6
(the “ Escrow’). Upon the occurrence of an Ownership Change Ewedividend or distribution to the stockholdefsle Company paid
in shares of Common Stock or other property (cthen regular, periodic dividends paid on Commorcisfmursuant to the Company’s
dividend policy), or any other adjustment upon argfe in the capital structure of the Company inctieracter or amount of any
outstanding stock of the corporation the stock bicl is subject to the provisions of this Agreemamty and all new, substituted or
additional securities or other property to whiclidhaser is entitled by reason of his or her owriprghthe Shares that remain, following
such Ownership Change Event, dividend, distributipnhange in capital structure, subject to theds$ted Share Reacquisition Right
shall be immediately subject to the Escrow to #ae extent as the Shares immediately before suatt.evhe Company shall bear the
expenses of the Escrow.
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(c) Delivery of Shares to Participant. The Escrow shall continue with respect to any Shéoreso long as such Shares remain
subject to the Unvested Share Reacquisition Rigpbn termination of the Unvested Share ReacquisRimht with respect to Shares,
Company shall so notify the Agent and direct thewtgo deliver such number of Shares to Purch@&sesoon as practicable after receipt
of such notice, the Agent shall cause to be daediyéo Purchaser the Shares specified by such paticethe Escrow shall terminate with
respect to such Shares.

7. Tax Matters .
(a) Tax Withholding .

() In General . At the time this Agreement is executed, or at amge tthereafter as requested by the Company, Pwechas
hereby authorizes withholding from payroll and atlyer amounts payable to Purchaser, and othergisesito make adequate
provision for, any sums required to satisfy thesfed] state, local and foreign tax (including angial insurance) withholding
obligations of the Company Group, if any, whictsarin connection with the Shares, including, withouitation, obligations
arising upon (&) the transfer of Shares to Purehéskthe lapsing of any restriction with resperany Shares, or (c) the transfer by
Purchaser of any Shares. The Company shall haebligation to deliver the Shares or to release $ingres from the Escrow
established pursuant to Section 6 until the takhatding obligations of the Company Group have bssisfied by Purchaser.

(if) Assignment of Sale Proceeds; Payment of Tax Withhtihg by Check. Subject to compliance with applicable law and
the Company’s Insider Trading Policy, the Compamgllspermit Purchaser to satisfy the Company Gretgx withholding
obligations in accordance with procedures estaddidly the Company providing for either (i) delivény Purchaser to the Compa
or a broker approved by the Company of properlycetes instructions, in a form approved by the Comyparoviding for the
assignment to the Company of the proceeds of axstlieespect to some or all of the Vested Share§j) payment by Purchaser’s
check. Purchaser shall deliver written notice of smch election to the Company on a form specifigthe Company for this
purpose at least thirty (30) days (or such otheiogeestablished by the Company) prior to the datevhich the Company’s tax
withholding obligation arises (the_* Withholding f&d). If Purchaser elects payment by check, Purchagezes to deliver a check
for the full amount of the required tax withholdit@ythe applicable member of the Company Grouprdrefore the third business
day following the Withholding Date. If Purchasee&bk payment by check but fails to make such payaserequired by the
preceding sentence, the Company is hereby autlipi@téts discretion, to satisfy the tax withholgliobligations through any means
authorized by this Section 7(a), including by diieg a sale for the account of Purchaser of sonal af the Vested Shares from
which the required taxes shall be withheld, by titlling from payroll and any other amounts payablBurchaser or by
withholding shares in accordance with Section T{g)(
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(iii) Withholding in Shares. The Company may require Purchaser to satisfy ahgrportion of the Company Group’s tax
withholding obligations by deducting a number ofoléh Vested Shares otherwise deliverable to Puestasby Purchaser’s tender
to the Company of a number of whole, Vested Sharegsted shares acquired otherwise than pursodhist Agreement having, in
any such case, a fair market value, as determipgkdebCompany as of the date on which the tax witlihg obligations arise, not
in excess of the amount of such tax withholdinggatiions determined by the applicable minimum $taguwithholding rates.

(b) Section 83(b) of the Code

(i) Application of Section 83(b). Purchaser understands that Section 83 of the Go@s tas ordinary income the difference
between the amount paid for the Shares, if anytldnd the fair market value of the Shares as ofitte on which the Shares are
“substantially vested,” within the meaning of SentB3 of the Code. In this context, “substantiatygted” means that the right of
the Company to reacquire the Shares pursuant tdrliested Share Reacquisition Right has lapsed¢h@eer understands that
Section 83(b) of the Code provides for an electipivhich Purchaser may have his or her taxablenecdetermined at the time he
or she acquires the Shares rather than when athe &nvested Share Reacquisition Right lapseslibg fin election under
Section 83(b) of the Code with the Internal Reve8aevice no later than thirty (30) days after theedf acquisition of the Shares.
Purchaser understands that by not making a tinilelg under Section 83(b), Purchaser will recogrozdinary income as the
Unvested Share Reacquisition Right lapses on fiferelice between the purchase price, if anythind,tae fair market value of the
Shares at the time such restrictions lapse. Puectiagher understands, however, that if Sharel rspect to which an election
under Section 83(b) has been made are forfeittftet€ompany pursuant to its Unvested Share ReatiguiRight, such forfeiture
would be treated as a sale on which there is ezhbzloss equal to the excess (if any) of the ampaid (if any) by Purchaser for
the forfeited Shares over the amount realizednijf) apon their forfeiture. If Purchaser had paidhireg for the forfeited Shares and
received no payment upon their forfeiture, Purchaseerstands that he or she would be unable tigreéze any loss on the
forfeiture of the Shares even though Purchaserriedwa tax liability by making an election undectean 83(b).

(i) Waiver of Right to Make Election under Section 83(b. Purchaser hereby waives any and all right Purchas
otherwise would have to make an election under Séah 83(b) of the Code with respect to Shares acqad by Purchaser
subject to the Unvested Share Reacquisition RighPurchaser understands that he or she should cavifuhis or her tax advisor
regarding the effect of this waiver of the righfite with the Internal Revenue Service an electioder Section 83(b) of the Code
with respect to such Shares.

8. Rights as a Stockholder. Purchaser shall have no rights as a stockholdérnegpect to any Shares until the date of the ixsuaf a
certificate for such Shares (as evidenced by tipeogpiate entry on the books of the Company or dfily authorized transfer agent of the
Company). No adjustment shall be made for dividedsributions or other rights for which the redalate is prior to the date such certificate
is issued, except as otherwise provided by thiségrent. Subject the provisions of this Agreememtctaser shall exercise all rights and
privileges of a stockholder of the Company withpess to Shares deposited in the Escrow pursuadedtion 6.
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9. Rights As Employee, Consultant or Board Member If Purchaser is an employee of the Company Group;Haser understands and
acknowledges that, except as otherwise provideds@parate, written employment agreement betweesnaber of the Company Group and
Purchaser, Purchaser’'s employment is “at will” anfbr no specified term. Nothing in this Agreemshall confer upon Purchaser any right to
continue in the Service of any member of the Comaroup or interfere in any way with any right efyamember of the Company Group to
terminate Purchaser’s Service at any time.

10.Legends. The Company may at any time place legends refargrtbie Unvested Share Reacquisition Right and pplicable
federal, state or foreign securities law restricsion all certificates representing the Sharesciager shall, at the request of the Company,
promptly present to the Company any and all cedtéis representing the Shares in the possesskurdfiaser in order to carry out the
provisions of this Section. Unless otherwise spediby the Company, legends placed on such cetificmay include, but shall not be limited
to, the following:

“THE SECURITIES REPRESENTED BY THIS CERTIFICATE ARRUBJECT TO RESTRICTIONS SET FORTH IN AN
AGREEMENT BETWEEN THIS CORPORATION AND THE REGISTHER HOLDER, OR HIS PREDECESSOR IN INTEREST, A
COPY OF WHICH IS ON FILE AT THE PRINCIPAL OFFICE ORHIS CORPORATION.”

11.Certain Definitions . For the purposes of this Agreement, the followiaigrts shall have the respective meanings set fettdwb

(a) “Board " means the Board of Directors of the Companyni @r more committees of the Board have been afgubby the
Board to administer this Agreement, “Board” shédbamean such committee(s).

(b) “ Cause” means any of the following: (i) Purchaser’s thelishonesty, willful misconduct, breach of fidugialuty for personal
profit, or falsification of any Company documentsecords; (ii) Purchaser’s material failure tod#by the Company’s code of conduct
or other policies (including, without limitationpficies relating to confidentiality and reasonabierkplace conduct); (iii) Purchaser’s
unauthorized use, misappropriation, destructiodiversion of any tangible or intangible asset apooate opportunity of the Company
Group (including, Purchaser’s improper use or disate of the Company Group’s confidential or prefany information);

(iv) Purchaser’s repeated material failure or ifigbio perform any reasonable assigned dutiesister® with Purchaser’s position with
the Company Group after written notice from the @any Group of, and a reasonable opportunity to,aureh failure or inability; or
(v) Purchaser’s conviction (including any plea aflty or nolo contendere) of any criminal act inviolg fraud, dishonesty,
misappropriation or moral turpitude, or which imsaPurchaser’s ability to perform his or her dutiéth the Company Group.
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(c) “ Change in Control” means the occurrence of any of the following:

(i) any “person” (as such term is used in Sectit®@&) and 14(d) of the Securities Exchange Act3#4l(the “ Exchange Act
")) becomes the “beneficial owner” (as defined inld&R13d-3 promulgated under the Exchange Act)ctlirer indirectly, of
securities of the Company representing more tifangercent (50%) of the total combined voting powé&the Company'’s then-
outstanding securities entitled to vote generallthie election of the Board; provided, howevert tha following acquisitions shall
not constitute a Change in Control: (1) an acqoisiby any such person who on the Purchase Délte iseneficial owner of more
than fifty percent (50%) of such voting power, &y acquisition directly from the Company, incluglinvithout limitation, a public
offering of securities, (3) any acquisition by thempany, (4) any acquisition by a trustee or ofitleiciary under an employee
benefit plan of a member of the Company Group da(ly acquisition by an entity owned directly odirectly by the stockholders
of the Company in substantially the same propost@s their ownership of the voting securities ef @ompany; or

(i) an Ownership Change Event or series of rel@eachership Change Events (collectively, a “ Tratisac’) in which the
stockholders of the Company immediately beforeTirasaction do not retain immediately after theneaction direct or indirect
beneficial ownership of more than fifty percent¥&0of the total combined voting power of the outstiag securities entitled to
vote generally in the election of the Board orthia case of an Ownership Change Event describ8ddtion 11(j)(iii), the entity to
which the assets of the Company were transferhedd“(Transfereé), as the case may be; or

(iii) a liquidation or dissolution of the Company;

provided, however, that a Change in Control shallleemed not to include a transaction describedbsections (i) or (ii) of this Section 10(c)
in which a majority of the members of the boardiioéctors of the continuing, surviving or successatity, or parent thereof, immediately ai
such transaction is comprised of Incumbent DirectBor purposes of the preceding sentence, indiegstficial ownership shall include,
without limitation, an interest resulting from owskip of the voting securities of one or more cogpions or other business entities which own
the Company or the Transferee, as the case magjther directly or through one or more subsidiasyporations or other business entities. The
Board shall have the right to determine whethettipiel sales or exchanges of the voting securitidhe Company or multiple Ownership
Change Events are related, and its determinatialh Isé final, binding and conclusive.

(d) “ Code” means the Internal Revenue Code of 1986, as aatkrhd any applicable regulations or administeagjnidelines
promulgated thereunder.

(e) “ Company Group " means collectively, at any point in time, (i) t@B®mpany, (ii) each “parent corporatioof’the Company, &
defined in Section 424(e) of the Code, (iii) eashlysidiary corporation” of the Company, as defime8ection 424(f) of the Code,
(iv) each entity, other than a parent corporatibat directly, or indirectly through one or mor¢eirmediary entities, controls the
Company, and (v) each an entity, other than a digygi corporation, that is controlled by the Compdirectly or indirectly through one
or more intermediary entities. For this purpose,térm “control” (including the term “controlled hymeans the possession, direct or
indirect, of the power to direct or cause the dicecof the management and policies of the releeatity, whether through the ownership
of voting securities, by contract or otherwise.
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() “ Disability " means Purchaser’s inability, as a result of ptglsbr mental illness or injury, to perform histar duties with the
Company Group, with or without reasonable accomrtiodafor a period of ninety (90) consecutive days.

(9) “ Good Reasori’ means the occurrence of any of the following withthe written consent of Purchaser:
(i) a material adverse change in Purchaser’s aityhduties or responsibilities; or

(il) a material adverse change in the authorityieduor responsibilities of Purchaser’s supervigariuding a requirement that
Purchaser report to another corporate officer lseloemployee rather than directly to the Boartiéf Purchaser reports directly to
the Board on the Purchase Date; or

(iii) a material reduction in the budget over whRetrchaser retains authority; or
(iv) a reduction in Purchaser’s base compensatidarget bonus by more than five percent (5%); or
(v) a relocation of Purchaser’s principal placeofployment by more than thirty (30) miles; or

(vi) any action or inaction by the Company Grougchiconstitutes a breach of this Agreement or ghgroagreement with a
member of the Company Group under which Purchaseters Service.

(h) “ Incumbent Directors ” means a director who either (i) is a member ef Board as of the Purchase Date or (ii) is eleded,
nominated for election, to the Board with the aff@ttive votes of at least a majority of the Incunti@inectors at the time of such election
or nomination, but who was not elected or nominatetbnnection with an actual or threatened proxytest relating to the election of
directors of the Company.

() “ Involuntary Termination ” means any of the following: (i) termination byetiCompany Group of Purchaser’s Service for any
reason other than Cause, (ii) termination of PuseHa Service as a result of Purchaser’s deathtgiimination of Purchaser’s Service as
a result of Purchaser’s Disability, or (iv) Purchids resignation from Service for Good Reason, jgled that such resignation occurs no
later than one (1) year after the first occurreofcéhe condition constituting Good Reason, and jpley further that Purchaser has
delivered written notice to the Board of the oceunne of the condition constituting Good Reasoniwitiinety (90) days after its initial
occurrence and the Company has failed to cure soietiition within thirty (30) days following the dabf such written notice.
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() “ Ownership Change Event’ means the occurrence of any of the following witspect to the Company: (i) the direct or
indirect sale or exchange in a single or serigglated transactions by the stockholders of the @& of more than fifty percent (50%)
of the voting stock of the Company; (ii) a mergeconsolidation in which the Company is a party(iby the sale, exchange, or transfer
of all or substantially all of the assets of then@pany (other than a sale, exchange or transfemeéamo more subsidiaries of the Compal

(k) “ Service” means Purchaser’'s employment or service with mmbe of the Company Group, whether in the capadign
employee, a member of the board of directors ofi snember of the Company Group, or a consultantf@randependent contractor.
Purchaser’s Service shall not be deemed to hamertated merely because of a change in the capacithich Purchaser renders such
Service or a change in the member of the Companyifor which Purchaser renders such Service, geavihat there is no interruption
or termination of Purchaser’s Service. FurthermBrachaser’s Service shall not be deemed to hanentated while Purchaser is on a
leave of absence approved by the Company. Purca&mwice shall be deemed to have terminatedreithen an actual termination of
Service or upon the entity for which Purchaserqren Service ceasing to be a member of the ComBaoyp.

12. Miscellaneous.

(a) Administration . All questions of interpretation concerning this Agment shall be determined by the Board. All deitetions
by the Board shall be final and binding upon alisp@s having an interest in this Agreement.

(b) Further Instruments . The parties to this Agreement agree to execute futiter instruments and to take such further acéie
may reasonably be necessary to carry out the iofehis Agreement.

(c) Entire Agreement; Enforcement of Rights. This Agreement sets forth the entire agreemenuadgrstanding of the parties
relating to the subject matter herein and merdgwiar discussions between them. No modificatibermamendment to this Agreement,
nor any waiver of any rights under this Agreemshgll be effective unless in writing signed by plzaties to this Agreement. The failure
by either party to enforce any rights under thisegnent shall not be construed as a waiver of igiysrof such party.

(d) Severability . If one or more provisions of this Agreement aredtitelbe unenforceable under applicable law, thégsaagree to
renegotiate such provision in good faith. In thergwthat the parties cannot reach a mutually agteeand enforceable replacement for
such provision, then (i) such provision shall beleded from this Agreement, (ii) the balance of #&ggeement shall be interpreted as if
such provision were so excluded and (iii) the bedaof the Agreement shall be enforceable in acemelavith its terms.

(e) Construction . This Agreement is the result of negotiations betwaed has been reviewed by each of the partieschand thei
respective counsel, if any; accordingly, this Agneat shall be deemed to be the product of all @fpidrties hereto, and no ambiguity
shall be construed in favor of or against any dntb@ parties hereto.
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() Notices. Any notice required or permitted by this Agreem&mall be in writing and shall be deemed sufficighen delivered
personally or sent by telegram or fax or

forty-eight (48) hours after being deposited in th&. mail, as certified or registered mail, wittsfage prepaid, and addressed to
the party to be notified at such party’s addresseagorth below or as subsequently modified byttemi notice.

(9) Successors and AssignsThe rights and benefits of this Agreement shalténo the benefit of, and be enforceable by the
Company’s successors and assigns. The rights digatitins of Purchaser under this Agreement may belassigned with the prior
written consent of the Company.

(h) Governing Law . This Agreement and all acts and transactions patdexeto and the rights and obligations of theigsr
hereto shall be governed, construed and interpietadcordance with the laws of the State of Catiim, without giving effect to
principles of conflicts of law.

(i) Counterparts . This Agreement may be executed in two or more arparts, each of which shall be deemed an origindlall
of which together shall constitute one instrument.

The parties have executed this Stock Option Exendistice and Restricted Stock Purchase Agreementtthg date first set forth above.
COMPANY:
Super Micro Computer, Ini
By: /s/ Howard Hideshim

Name Howard Hideshim:
Title: CFO

PURCHASER:
Charles Liang

/s/ Charles Lian
(Signature;

Address 980 Rock Avenue
San Jose, CA 951:

-11-



ASSIGNMENT SEPARATE FROM CERTIFICATE
FOR VALUE RECEIVED the undersigned does hereby, sslign and transfer unto

( ) sbhties Capital Stock of Super Micro Computer, Istanding in the undersigr’s
name on the books of said corporation representéetificate No. herewith and does hemebvocably constitute and appoint
Attorney to transfer the said stotkhe books of said corporation with full powersobstitution in the premise

Dated:

Signature

Print Name

Instructions: Please do not fill in any blanks other than tigmature line. The purpose of this assignment en@ble the Company to exercise
its Unvested Share Reacquisition Right set fortthéNotice of Exercise of Stock Option and RettdcStock Agreement without requiring
additional signatures on the part of the Partidipan



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference is Registration Statement No. 333-142404 on FornoSeir report dated August 29,
2008 relating to the consolidated financial statets®f Super Micro Computer, Inc. (which report egsed an unqualified opinion and
included explanatory paragraphs relating to thegpido of Statement of Financial Accounting Standdxid. 123 (revised 20043hare-Based
Paymenteffective January 1, 2006, the adoption of Findrstaounting Standards Board Interpretation No. A& ounting for Uncertainty in
Income Taxe—an interpretation of Statement of Financial Acaing Standards No. 10%ffective January 1, 2007 and related party
transactions) and our report dated August 29, 268ing to the effectiveness of Super Micro Corapulinc’s internal control over financial
reporting, appearing in this Annual Report on FA®rK of Super Micro Computer, Inc. for the year eddune 30, 2008.

/s/ Deloitte & Touche LLP

San Jose, California
August 29, 2008



EXHIBIT 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Charles Liang, certify that:

1. | have reviewed this annual report on Forr-K of Super Micro Computer, Inc
2. Based on my knowledge, this report does notaiomny untrue statement of a material fact or améttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor
3. Based on my knowledge, the financial statemeamts,other financial information included in théport, fairly present in all material
respects the financial condition, results of operat and cash flows of the registrant as of, andtfe periods presented in this rep
4.  The registrant’s other certifying officer andre responsible for establishing and maintainiisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay
a. Designed such disclosure controls and proceduregused such disclosure controls and procedutes tesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa
b. Designed such internal control over financial réjpgr, or caused such internal control over finah@gorting to be designed unc
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip
c. Evaluated the effectiveness of the registratisslosure controls and procedures and presentdsineport our conclusions about
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant
d. Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the registré' s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reportir
5.  The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmnmittee of the registrant’s board of direct@yspersons performing the equivalent
functions):
a. All significant deficiencies and material weagses in the design or operation of internal comvelr financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant
b.  Any fraud, whether or not material, that invavaanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin
Date: August 29, 2008 /s/ CHARLESL IANG

Charles Liang
President, Chief Executive Officer and
Chairman of the Board
(Principal Executive Officer)



EXHIBIT 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL AND ACCOUNTING  OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Howard Hideshima, certify that:

1.
2.

I have reviewed this annual report on Forr-K of Super Micro Computer, Inc

Based on my knowledge, this report does notaiomny untrue statement of a material fact or améitate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

Based on my knowledge, the financial statememd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operat and cash flows of the registrant as of, andtfe periods presented in this rep

The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

a. Designed such disclosure controls and proceduregused such disclosure controls and procedutes tesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

b. Designed such internal control over financial réjpgr, or caused such internal control over finah@gorting to be designed unc
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c. Evaluated the effectiveness of the registratisslosure controls and procedures and presentdsineport our conclusions about
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

d. Disclosed in this report any change in the regid’s internal control over financial reporting thatooed during the registré' s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reportir

The registrant’s other certifying officer(s) andave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmnmittee of the registrant’s board of direct@yspersons performing the equivalent
functions):

a. All significant deficiencies and material weagses in the design or operation of internal comvelr financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

b.  Any fraud, whether or not material, that invavaanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: August 29, 2008 /s/  HOWARD H IDESHIMA

Howard Hideshima
Chief Financial Officer
(Principal Financial and Accounting Officer)



EXHIBIT 32.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESOXLEY ACT OF 2002

I, Charles Liang, certify pursuant to 18 U.S.C.t#er1350, as adopted pursuant to Section 906eoStrbanes-Oxley Act of 2002, that
the Annual Report of Super Micro Computer, IncFamm 10-K for the year ended June 30, 2008, ag filith the Securities and Exchange
Commission on the date thereof, fully complies wfita requirements of Section 13(a) or 15(d) ofSkeurities Exchange Act of 1934 and the

information contained in such Annual Report on FA®rK fairly presents, in all material respect® fimancial condition and results of
operations of Super Micro Computer, Inc.

Date: August 29, 2008 /s/ CHARLESL IANG

Charles Liang
President and Chief Executive Officer
(Principal Executive Officer)




EXHIBIT 32.2

CERTIFICATION OF PRINCIPAL FINANCIAL AND ACCOUNTING  OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESOXLEY ACT OF 2002

I, Howard Hideshima, certify pursuant to 18 U.SSgction 1350, as adopted pursuant to Section 9@&dbarbanes-Oxley Act of 2002,
that the Annual Report of Super Micro Computer, e Form 10K for the year ended June 30, 2008, as filed withSecurities and Exchar
Commission on the date thereof, fully complies wfita requirements of Section 13(a) or 15(d) ofSkeurities Exchange Act of 1934 and the

information contained in such Annual Report on FA®rK fairly presents, in all material respect® fimancial condition and results of
operations of Super Micro Computer, Inc.

Date: August 29, 2008 /s/  HOWARD H IDESHIMA
Howard Hideshima
Chief Financial Officer
(Principal Financial and Accounting Officer)
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