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Letter to Shareholders

Dear Shareholders,

2025 marked a pivotal year for Silicon Motion, as we began transitioning from a consumer-focused NAND flash
controller supplier into a broad-based controller and solutions provider serving enterprise, Al/data center, automotive,
and consumer markets. Despite a challenging start to the year, we grew revenue by more than 10% year-over-year to
US$885.6 million, while steadily improving gross and operating margins to reach non-GAAP earnings per diluted
American Depositary Share (ADS) of US$3.55* This growth was fueled by ongoing market share gains, an expanded
addressable market through our enterprise-class boot drive solutions, a broader and deeper product portfolio, and
strengthening relationships with suppliers and customers - all of which we believe positions us for sustained long-term
growth. We closed out 2025 with fourth-quarter revenue of US$278.5 million, representing an annualized run-rate of
over US$1 billion, the highest in our company's history, reflecting strong performance across all major business lines.
We expect this momentum to build further in 2026 as we scale our new enterprise businesses across a growing
customer base.

Demand for enterprise, data center, and Al applications continues to grow rapidly, and we are expanding our market
reach and product portfolio from the data center to the edge. At the edge, we continue to drive revenue and earnings
growth through meaningful market share gains with our leading eMMC and UFS portfolio for mobile applications,
alongside our best-in-class PCle SSD controllers for the PC market. We also made our first move into the enterprise
market at the end of 2025 with our boot drive product, shipping to our first Al/data center GPU customer in the second
half of the year. Further strengthening our position, we introduced and began sampling our QLC- and TLC-based
enterprise MonTitan controllers, which we expect to ramp across multiple customers in 2026. Together, these new
products and markets position us to deliver high-performance, high-density, cost-effective storage solutions that power
the Al revolution at the infrastructure level.

Key 2025 Milestones Include:

- Delivered further top-and-bottom line growth while investing in significant new product offerings including enter-
prise-class boot drive storage solutions and our MonTitan eSSD controllers, multiple new advanced geometry
products and continued expansion of R&D resources to drive long-term growth.

- Launched our enterprise-class boot drive solutions business with the leading global GPU maker.

- Completed our first commercial-grade firmware for our MonTitan enterprise SSD controllers and began commercial
qualifications.

- Declared annual dividend of US$2.00 per ADS

For our consumer-centric business, our successes in building significant market share gains are becoming increasingly
evident as our eMMC & UFS and PCle5 SSD controllers have secured a broad range of wins with both NAND and module
makers. Both our eMMC & UFS and edge SSD controller businesses grew meaningfully throughout 2025 as we scaled
new products across the entire portfolio and momentum with our customers accelerated as we quickly benefited from
faster market share gains. As NAND makers are increasingly focusing their internal resources on enterprise
opportunities including HBM and DRAM, they are relying on Silicon Motion to support consumer-centric applications
with more outsourcing. While overall end-market demand for smartphones and PCs in 2026 is expected to weaken due
to rising cost of DRAM and NAND, our accelerating market share gains and new product ramps are expected to drive
continued strong growth in our controllers for these markets, outpacing end-market weakness.

Our Ferri automotive business and our enterprise boot drive solutions business both saw rapid acceleration in the
second half of the year, driven primarily by increasing automotive design wins and the first sales of our new boot drive
solutions. Combined, Ferri and boot drive solutions grew about 20% sequentially in the third quarter and surged more
than 125% sequentially in the fourth quarter as new programs began ramping. Our decade of investment in
automotive-grade controllers and solutions is starting to pay off, with wins across virtually every major automaker in the
world now beginning to scale — and we plan to deepen our footprint with these customers in the years ahead. On the
enterprise boot drive side, we are excited about this year's launch with a leading GPU company, but even more excited
about what lies ahead in 2026 and beyond as we scale into new platforms with this customer and rapidly expand to
others across the data center/Al infrastructure market, as well as into adjacent markets like telecom infrastructure. We
are still in the early innings of our enterprise boot drive storage business, and we believe it represents a significant
opportunity for top- and bottom-line growth in the years to come.
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In 2025, our emerging enterprise-class MonTitan controllers continued to develop and are nearing commercial
launch. We continue to work with our six customers to deliver compelling, high-performance, cost-effective storage
solutions using TLC and QLC NAND for hyperscalers, storage systems providers, NAND makers and cloud-service
providers. MonTitan sets a new benchmark for enterprise storage, combining industry-leading performance, reliability
and security in a single controller platform. It gives data center and cloud operators the storage foundation they need
to keep pace with the escalating data throughput and compute demands of Al inference — without compromising on
the data integrity that mission-critical enterprise workloads require. As Al models grow larger and datasets more
voluminous, MonTitan is positioned to be a critical enabler of the next generation of Al infrastructure.

While early 2025 was hampered by broader market weakness, we delivered steady sequential improvement through-
out the year, ultimately achieving over 10% revenue year-over-year growth to US$885.6 million despite the challeng-
ing environment. We also expanded gross margin by more than 200 basis points for the year, ending with full-year
margins of 48.3%. Even as we continued investing in new products across our consumer portfolio and rapidly emerg-
ing enterprise businesses, we steadily improved operating margin throughout the year, with our fourth-quarter
non-GAAP operating margin reaching 19.3%*. We believe these investments will deliver exceptional returns in 2026
and beyond, and we plan to keep investing—both to drive further market share gains in our existing businesses and
to significantly expand our emerging MonTitan and boot drive storage opportunities.

As we enter 2026, we believe our expanding product portfolio and growing market share position us to capture
meaningful new opportunities. Our position as one of the few merchant controller makers with direct relationships
spanning every NAND manufacturer represents a structural advantage that we expect to become increasingly
valuable as we continue to diversify our business. Controller outsourcing is on the rise, as NAND makers redirect
resources toward DRAM and HBM technologies—making Silicon Motion an increasingly critical partner. Our expan-
sion into enterprise markets with MonTitan and boot drives is opening up multiple large new markets with compelling
revenue and margin potential, while demand for our Ferri automotive products continues to grow, supported by our
leading certifications and product breadth. As our business becomes increasingly diversified, it's also becoming more
resilient to end-market fluctuations, positioning us for growth even amid volatility. We intend to seize the many oppor-
tunities across each of our markets to drive significant, sustainable growth in the years ahead.

Finally, we remain grateful to our employees, whose focus and dedication have enabled us to deliver the best service
and support to our growing list of customers, across a far broader set of markets. We also thank our shareholders
for their continued support as we invest in and scale our enterprise business, and we remain committed to delivering
higher top- and bottom-line results in the years ahead.

Sincerely,

* Please refer to our disclosures in the Form 6-K filed with the U.S. (’x EQQ Hﬁ‘/\

Securities and Exchange Commission on February 4, 2026, for Wallace Kou

reconciliation of GAAP to Non-GAAP earnings. BiresidEnmit ane) e Ereeuiie Offesr

Safe Harbor Statement:

This letter contains “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities
Exchange Act of 1934, as amended. In some cases, you can identify forward-looking statements by terminology such as “may,” “will,” “should,” “expect,” “intend,”
“plan,” “anticipate,” “believe,” “estimate,” “predict,” “potential,” “continue,” or the negative of these terms or other comparable terminology. Although such
statements are based on our own information and information from other sources we believe to be reliable, you should not place undue reliance on them. These
statements involve risks and uncertainties, and actual market trends or our actual results of operations, financial condition or business prospects may differ
materially from those expressed or implied in these forward-looking statements for a variety of reasons. Potential risks and uncertainties include, but are not
limited to, the unpredictable volume and timing of customer orders, which are not fixed by contract but vary on a purchase order basis; the loss of one or more
key customers or the significant reduction, postponement, rescheduling or cancellation of orders from one or more customers; general economic conditions or
conditions in the semiconductor or consumer electronics markets; the impact of inflation on our business and customers’ businesses and any effect this has on
economic activity in the markets in which we operate; the functionalities and performance of our information technology (“IT”) systems, which are subject to
cybersecurity threats and which support our critical operational activities, and any breaches of our IT systems or those of our customers, suppliers, partners and
providers of third-party licensed technology; the effects on our business and our customers’ business taking into account the ongoing U.S.-China tariffs and trade
disputes; other factors beyond our control such as natural disasters, terrorism, civil unrest, war, including conflicts in the Middle East, threats to the Strait of
Hormuz and global energy supply routes, and the ongoing Russia-Ukraine War, and pandemics, epidemics and other health emergencies; the continuing tensions
between Taiwan and China, including enhanced military activities; decreases in the overall average selling prices of our products; changes in the relative sales mix
of our products; supply chain disruptions that have affected us and our industry as well as other industries on a global basis; the payment, or non-payment, of
cash dividends in the future at the discretion of our Board of Directors and any announced planned increases in such dividends; changes in our cost of finished
goods; the availability, pricing, and timeliness of delivery of other components and raw materials used in the products we sell given the current raw material supply
shortages being experienced in our industry; our customers’ sales outlook, purchasing patterns, and inventory adjustments based on consumer demands and
general economic conditions; any potential impairment charges that may be incurred related to businesses previously acquired or divested in the future; the risk
that the anticipated benefits from our PCle 5 controller products, including higher average selling prices, may not be maintained or may be less than expected;
the risk that our anticipated market share gains across our product lines and penetration of enterprise end markets may not materialize as expected or on the
anticipated timeline; our ability to successfully develop, introduce, and sell new or enhanced products in a timely manner; and the timing of new product
announcements or introductions by us or by our competitors. For additional discussion of these risks and uncertainties and other factors, please see the
documents we file from time to time with the U.S. Securities and Exchange Commission, including our Annual Report on Form 20-F filed with the U.S. Securities
and Exchange Commission on April 30, 2026. Other than as required under the securities laws, we do not intend, and do not undertake any obligation to, update
or revise any forward-looking statements, which apply only as of the date of this news release.
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About Silicon Motion

Silicon Motion Technology Corporation is the global leader in developing NAND flash
controllers for SSDs and other solid state storage devices. We have over 20 years of
experience developing specialized processor ICs that manage NAND components and
deliver market leading, high-performance storage solutions widely used in data centers,
PCs, smartphones and commercial and industrial applications. We have one of the broadest
portfolios of controller intellectual properties developed from our deep understanding of
NAND characteristics, which enables us to design both unique, highly optimized
configurable IC plus related firmware controller platforms and complete turnkey controller
solutions. More NAND flash components, including current and up-coming generations of
3D flash produced by Kioxia, Micron, Samsung, SK Hynix and its subsidiary Solidigm,
Sandisk and YMTC, are supported by Silicon Motion controllers than any other company.
Our customers include NAND flash makers, storage device module makers, hyperscalers

and leading OEMs.

We are the world’s leading supplier of SSD controllers used in servers, PCs and other client
devices and leading merchant supplier of eMMC/UFS embedded storage controllers used in
smartphones, loT devices and other applications. Our MonTitan Platform family of
enterprise SSD controllers provides high-performance, high capacity SSDs supporting the

latest generations of TLC and QLC NAND.

We also leverage our controller expertise to supply customized small single-chip form factor

SSDs for enterprise, industrial, commercial and automotive applications.

We market our controllers for PCs and eMMC/UFS under the "SiliconMotion" brand and its
logo, "FerriSSD, “Ferri-UFS” and “Ferri-eMMC” for storage solutions, and "MonTitan" for

enterprise SSD controllers.

We were founded in 1995 in San Jose, California and now operate from corporate offices in

Hong Kong, Taiwan and the US.

Silicon Motion Technology Corporation
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EXPLANATORY NOTE

Unless otherwise indicated, references in this annual report on Form 20-F (this “annual report”) to:
e “ADRs” are to the American depositary receipts that evidence our ADSs;
e “ADSs” are to our American depositary shares, each of which represents four of our ordinary shares;
e “CAGR” is to compound annual growth rate;

e “China” or “PRC” are to the People’s Republic of China, excluding the special administrative regions
of Hong Kong and Macau;

e “Korea” is to the Republic of Korea, or South Korea;

» “Nasdaq” is to the Nasdaq Global Select Stock Market;

e “NT dollar,” “NT dollars” or “NT$” are to New Taiwan dollars, the legal currency of Taiwan;

e “ROC” or “Taiwan” are to the Republic of China, the official name of Taiwan;

*  “SEC” is to the U.S. Securities and Exchange Commission;

e “shares” or “ordinary shares” are to our ordinary shares, US$0.01 par value per share;

*  “U.S. GAAP” is to generally accepted accounting principles in the United States;

e “U.S. dollar,” “U.S. dollars” or “US$” are to United States dollars, the legal currency of the United
e States; and

113 LRI EEINT3

*  “we,” “us,” “our company,” the “Company,” “our,” “SMTC” and “Silicon Motion” are to Silicon
Motion Technology Corporation and its subsidiaries.

“Silicon Motion” and its logo (a three-dimensional cube depiction of the letters “SM”), “NANDSustain,”
“NANDXtend,” “SSDLifeGuard,” “SSDLifeSaver,” “TurboMLC,” “FerriSSD,” “Ferri-eMMC,” “Ferri-UFS,”
the Ferri logo, the powered by SiliconMotion logo, “InstantView,” “MonTitan,” the MonTitan logo, the Shannon
Systems logo, “PCle-RAID,” “Bigtera,” the Bigtera logo, “VirtualStor,” “CloudStor,” and “StorVisor” are our
trademarks or registered trademarks. We may also refer to trademarks of other corporations and organizations in
this annual report.

Unless otherwise indicated, our financial information presented in this annual report has been prepared in
accordance with U.S. GAAP.



SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This annual report contains forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”), which are subject to the “safe harbor” created by those sections. These forward-
looking statements include statements regarding our financial position; our expectations concerning future
operations, margins, profitability, liquidity and capital resources; our business strategy and other plans and
objectives for future operations; the outcome of arbitration related to the Transaction (as defined under Item 4,
“Information on the Company”); and all other statements that are not historical facts. In some cases, you can
identify forward-looking statements by terminology such as “may,” “will,” “should,” “expects,” “intends,”
“plans,” “anticipates,” “believes,” “thinks,” “estimates,” “seeks,” “predicts,” “potential,” and similar expressions.
Although we believe that these statements are based on reasonable assumptions, they are subject to numerous
factors, risks and uncertainties, including, but are not limited to, those identified under “Risk Factors” and
elsewhere in this annual report that could cause actual results and performance to be materially different from
those described or implied in these forward-looking statements. Given these factors, risks and uncertainties, you
should not place undue reliance on these forward-looking statements. Also, these forward-looking statements
represent our estimates and assumptions only as of the date of this annual report. Except as required by law, we
assume no obligation to update these forward-looking statements, even if new information becomes available in
the future.
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PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.

ITEM 3. KEY INFORMATION

A. [Reserved]

B. Capitalization and Indebtedness

Not applicable.

C. Reasons for the Offer and Use of Proceeds

Not applicable.

D. Risk Factors

Our business, operations and financial results are subject to various risks and uncertainties, including those
described below, that could adversely affect our business, financial condition, results of operations and cash
flows and lead to a decline in the trading price of our ADSs. You should carefully consider the risks described
below before making an investment decision. The risks described below do not identify all risks that we face.
Our operations could also be affected by factors that are not presently known to us or that we currently consider
to be immaterial to our operations. Due to risks and uncertainties, known and unknown, our past financial results
may not be a reliable indicator of future performance and historical trends should not be used to anticipate results
or trends in future periods. You should also refer to the other information set forth in this annual report, including
in our consolidated financial statements.

Summary of Risk Factors

Below is a summary of the principal risks we face, followed by a more detailed description of the risk
factors being set forth in summary fashion.

Risks Related to our Business

e Our results of operations are subject to substantial quarterly and annual fluctuations due to several
factors that could adversely affect our business and the price of our ADSs.

e We are subject to the cyclical nature of the semiconductor industry, which has been subject to
significant fluctuations.

*  Our profitability depends on our ability to respond to rapid technological changes in the semiconductor
industry.

e The demand for our products depends in part on the market conditions for the end-use applications of
our products. Fluctuations in demand for our products or a market decline in any of these industries
could have a material adverse effect on our results of operations.

3



e We depend on a few large customers for a significant portion of our revenues and a loss of some of
these customers would result in the loss of a significant portion of our revenues.

e Our international operations involve inherent risks, which could result in harm to our business and
materially impair our future growth, including factors such as government trade restrictions, entity list
restrictions, sanctions, tariffs and quotas.

e NAND industry cyclicality could adversely affect our growth and profitability.

e If we fail to accurately anticipate and respond to market trends or fail to develop and introduce new or
enhanced products to address these trends on a timely basis, our ability to attract and retain customers
could be impaired and our competitive position could be harmed.

e Our gross margin and results of operations may be adversely affected in the future by multiple factors,
including decreases in average selling prices of products over time, increased raw material costs,
including NAND components, higher manufacturing costs, and shifts in our product mix.

e Our ability to source and secure raw materials and components, including NAND memory, to
manufacture controllers and solid-state drives (“SSD”).

*  Our SSD solutions product performance could continue to adversely affect our results of operations.

*  We rely on independent semiconductor foundries and subcontractors for the fabrication, assembly and
testing of our integrated circuits (“ICs”), and any limitation of their available capacity to us or failure to
fulfill our orders satisfactorily could damage our relationships with our customers, decrease our sales
or limit our ability to grow our business.

* Failure to protect our intellectual property or maintain the rights to certain other technologies may
negatively impact our ability to compete.

» Failure to successfully defend against intellectual property lawsuits brought against us may adversely
affect our business.

e Our products must meet exacting specifications and undetected defects and failures may occur, which
may cause customers to return or stop buying our products and may expose us to product liability risk
and risks of indemnification against defects in our products.

e We rely on third parties to provide services necessary for the operation of our business. Any failure of
one or more of our vendors, suppliers or manufacturers to provide these services could have a material
adverse effect on our business.

* The constant growth and development of technology, including the increased use of artificial
intelligence (“Al”), presents risks and challenges to our operations that could give rise to legal or
regulatory action, damage our reputation or otherwise materially harm our business.

*  Our business, financial condition and results of operations could be adversely impacted by the political
and economic conditions of the countries in which we conduct business and operate and in which our
products are used and sold.

* We face substantial risks associated with doing business in Taiwan because of tense regional
geopolitical risk with China.

* The enactment of legislation implementing changes in the taxation of international business activities,
the adoption of other tax reform policies or changes in tax legislation or policies could materially
impact our financial position and results of operations.

Risks Relating to Our Corporate Structure and Governance

* The loss of any of our key personnel or the failure to attract or retain specialized technical or
management personnel could impair our ability to grow our business.
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Any failure to achieve and maintain effective internal controls could have a material adverse effect on
our business, results of operations and the market price of our ADSs.

Our business is subject to various governmental regulations, and compliance with these regulations
may cause us to incur significant expense.

Risks Related to the ADSs

Our stock price has been, and may continue to be, volatile, which could result in investors losing all or
part of their investments.

We are a foreign private issuer within the meaning of the rules under the Exchange Act, and as such we
are exempt from certain provisions applicable to United States domestic public companies.

We may lose our foreign private issuer status in the future, which could result in significant additional
costs and expenses to us.

If we are characterized as a passive foreign investment company, U.S. holders of our ADSs may
experience adverse tax consequences.

Holders of our ordinary shares and ADSs may experience dilution if we issue restricted stock units or
other forms of Company equity to employees or sell additional equity or equity-linked securities.

Risks Related to our Business

Our results of operations are subject to substantial quarterly and annual fluctuations due to several factors
that could adversely affect our business and the price of our ADSs.

Our operating results have fluctuated in the past and are likely to fluctuate in the future. These fluctuations
may occur on a quarterly and on an annual basis and are due to several factors, many of which are beyond our
control, including, but not limited to:

business conditions, including downturns in market segments, such as the computing and mobile
markets, in which we operate, or in global and regional economies;

the availability and pricing of third-party semiconductor foundry, assembly, packaging and testing
services, including their yield, and related raw materials;

significant reduction, changes in timing or cancellation of customer orders;

regional and global inflationary pressures;

changes in our customers’ sales outlook, purchasing patterns and inventory adjustments;
the loss of a design-win or key customer;

competitive and pricing pressures, including new product introductions and other actions taken by
competitors;

availability and cost of NAND flash used in our and our customer’s products;

changes in our product mix, especially relating to the sales and changes in cost of our NAND flash
controllers and SSD solutions, and their effect on our gross margin;

the unpredictable consequences of public health emergencies, such as pandemics and natural or
man-made disasters;

inventory impairment uncertainties relating to the effects of volatile NAND flash price and excess
inventory;



e our ability to develop, market and transition to volume production of new or enhanced products in a
cost-effective and timely manner;

e changes in the timing and number of tape-outs and other significant research and development
(“R&D”) expenses;

e the imposition of tariffs and the threat of increased or retaliatory tariffs;

* competitive pressure to attract, retain and motivate a highly skilled workforce, including R&D
personnel,;

e intellectual property disputes; and

* changes in our effective tax rate.

These and other factors make it difficult for us to forecast and could materially adversely affect our
quarterly or annual operating results. We could fail to achieve the operating targets that we have announced, such
as revenue growth, gross margin, and operating margin. In addition, our operating results in the future may be
below the expectations of securities analysts or investors, which would likely cause the market price of our ADSs
to decline. Any variations in our period-to-period performance may also cause the market price of our ADSs to
decline. Accordingly, you should not rely on the results of any prior periods as a reliable indicator of our future
operating performance.

We are subject to the cyclical nature of the semiconductor industry, which has been subject to significant
Sfluctuations.

The semiconductor industry is highly cyclical and is characterized by constant and rapid technological
change, rapid product obsolescence and price erosion, evolving standards, short product life cycles and wide
fluctuations in product supply and demand. The industry has experienced significant fluctuations, often
connected with, or in anticipation of, maturing product cycles and new product introductions of both
semiconductor companies’ and their customers’ products and fluctuations in general economic conditions.
Deteriorating general worldwide economic conditions, including reduced economic activity, increasing tariffs,
escalating trade wars, geopolitical risks, concerns about credit and inflation, increased interest rates, increased
energy costs, decreased consumer confidence, reduced corporate profits, decreased spending and similar adverse
business conditions, would make it very difficult for our customers, our suppliers, and us to accurately forecast
and plan future business activities and could cause U.S. and foreign businesses to slow spending on our products.
We cannot predict the timing, strength, or duration of any economic slowdown or economic recovery. If the
economy or markets in which we operate deteriorate, our business, financial condition, and results of operations
would likely be materially and adversely affected.

Downturns have been characterized by diminished product demand, production overcapacity, high inventory
levels and accelerated erosion of average selling prices. Upturns have been characterized by increased product
demand, limited supply of NAND and production capacity constraints created by increased competition for
access to third-party foundry, assembly and test capacity. We are dependent on the availability of such capacity
to manufacture, assemble and test our products. None of our third-party foundry, assembly or test subcontractors
have provided assurances that adequate capacity will always be available to us.

Inflation and inflationary pressures as well as fluctuations in interest rates could have an adverse effect on
our business, financial condition, results of operations and cash flows.

Increasing or high inflation rates could adversely affect our business by increasing the cost of raw materials,
energy, labor and transportation of goods. Current or future efforts by governments in locations where we operate
to stimulate the economy may increase the risk of significant inflation. In the event of an increase in rates of
inflation, we may seek to increase the sales prices of our solutions to maintain satisfactory profits. Such increases
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in prices may not be accepted by our customers and may not be sufficient to compensate us for the negative
impact of inflation. Inflation might also reduce disposable income on a macro basis, eroding savings values,
which could affect the demand for products that contain our solutions. High inflation rates may also result in
unexpected and unbudgeted cost increases and may require changes to our planned investments. If we are not
able to offset the effects of increased inflation, it could have a negative effect on our business, financial condition
and profitability, results of operations and cash flows.

As a result of inflationary pressure and macroeconomic instability, various governments may adopt
monetary policies that will lead to higher interest rates. Higher interest rates may adversely affect our financing
costs, including the costs of our current debt and leasing payments. There is no assurance that we will be able to
effectively mitigate the interest rate risk, even after utilizing certain financing instruments. Further, in higher
interest rate environments, our customers may reduce their overall investment in product development by cutting
their capital expenditures and R&D expenses. Such reductions in capital expenditures and R&D expenses by our
customers may reduce the amount of business that we receive from them and adversely affect our results of
operations.

We are subject to order and shipment uncertainties and our results of operations could be materially
adversely affected if we are unable to accurately forecast customer demand.

We have limited sales visibility as our customers typically do not provide us with firm, long-term purchase
commitments. Additionally, our customers may have limited sales visibility due to the rapidly changing nature of
the global economy, NAND supply and demand dynamics and the markets in which devices using our products
are sold.

Substantially all our sales are made on a purchase order basis, which permits our customers to cancel,
change or delay their product purchase commitments with little or no notice to us and often without penalty to
them, which limits our ability to accurately forecast sales and maintain adequate inventory levels, manufacturing
capacity and operating infrastructure requirements. Our customers, most of whom are NAND flash makers and
module makers, face difficulties in predicting demand for their storage devices using our products, which could
result in the procurement forecast provided to us changing at short notice. The majority of our customers are
building storage devices such as SSDs used in (i) personal computers (“PCs”) and other client devices, (ii)
embedded MultiMediaCard (“eMMC”), (iii) universal flash storage (“UFS”), (iv) mobile embedded storage used
primarily in smartphones and other smart devices, and (v) SSD solutions for enterprise servers, data center
equipment, automotive and industrial equipment and are dependent on original equipment manufacturers
(“OEMs”) of these devices accurately anticipating end-consumer demand, which has historically been difficult
and subject to unpredictable deviations from past sales patterns. Also, since a significant portion of our quarterly
sales, especially from module maker customers targeting channel markets, are from orders received and fulfilled
in that quarter, our visibility as to expected orders from these customers in subsequent periods and for any
extended period of time is limited. The multiple layers of forecasts from other customers and from their
customers may introduce other errors into our estimates of anticipated sales.

To ensure the availability of our products for our customers, we generally instruct our foundries to begin
manufacturing our products based on forecasts provided by these customers in advance of receiving purchase
orders and procure NAND for our SSD solutions products. However, these forecasts do not represent binding
purchase commitments, and sales of our products are only recognized when they are shipped with ownership
transferred to the customer. As a result, we incur inventory and manufacturing costs in advance of anticipated
revenue. Because demand for our products may not materialize, manufacturing based on forecasts subjects us to
risks of high inventory carrying costs and increased obsolescence and may increase our costs. If we overestimate
customer demand for our products or if purchase orders are cancelled or shipments delayed, we may end up with
excess or obsolete inventory, which could have a material and adverse effect on our financial results. The risk of
obsolescence and/or excess inventory is heightened for devices designed for consumer electronics due to short
product lifecycles for these types of products. Conversely, if we underestimate demand or if insufficient

7



manufacturing capacity is available, we may not have sufficient product inventory, which could lead to missed
revenue opportunities, loss of market share, damages to our customer relationships and other harm to our
business. In addition, any future significant cancellations or deferrals of product orders or the return of previously
sold products could materially and adversely affect our profit margins, increase product obsolescence and restrict
our ability to fund our operations.

Because many of our expenses are fixed in the short-term or are incurred in advance of anticipated sales, we
may not be able to decrease our expenses in a timely manner to offset any shortfall of sales, or expand our R&D
and other operating infrastructure in a timely manner to capture anticipated business opportunities. If we expand
our business operations and demand for our products does not increase as we may have projected, our operating
results could be affected by our higher operating expense levels. Conversely, if we maintain or reduce our
business operations and related expenses in accordance with our projections and demand for our products
increases more than expected, our operating results could be affected by lost business opportunities, less
competitive economies of scale, and damaged relationships with our customers.

Our profitability depends on our ability to respond to rapid technological changes in the semiconductor
industry.

The semiconductor industry is characterized by rapid increases in the diversity and complexity of
semiconductors. As a result, we expect that we will need to continually offer more sophisticated packaging and
testing technologies and processes to respond to competitive industry conditions and customer requirements.

We dedicate substantial efforts to R&D and continue to develop new products in anticipation of future
demand. However, there is no assurance that the launch of any new product will be successful or that we will be
able to produce enough of these products to meet market demand. If we fail to develop, or obtain access to,
advanced technologies or processes or respond effectively to industry developments, we may become less
competitive and less profitable. In addition, advances in technology typically lead to declining average selling
prices for semiconductors packaged or tested with older technologies or processes. As a result, if we cannot
reduce the costs associated with our services, the profitability of a given service and our overall profitability may
decrease over time.

The demand for our products depends in part on the market conditions for the end-use applications of our
products. Fluctuations in demand for our products or a market decline in any of these industries could have
a material adverse effect on our results of operations.

Industry-wide fluctuations in the PC and smartphone markets could have a material adverse effect on our
operating results. A large portion of our controller sales are for the PC and smartphone markets, both of which
are mature and have experienced flat-to-declining sales trends because of market saturation and longer
replacement cycles.

As SSDs become widely adopted across PCs and client devices, and UFS becomes standard in smartphones
and tablets, we anticipate that demand growth for client SSD and UFS controllers will slow and potentially
decline due to short-term fluctuations in demand and pricing, before eventually plateauing. Smartphones and
tablets have in recent years cannibalized the sale of PCs and it is possible smartphones and tablets could be
replaced by other types of mobile computing and communications devices, and these changes could also lead to
unfavorable demand for our products.

The market for storage devices using NAND flash components has experienced rapid technological
changes, could be subject to industry consolidation and could face competition from new technologies. NAND
flash technology will continue to evolve rapidly with continued cost reductions, which could lead to new types of
solid-state storage devices, new applications and new categories of customers and market segments where we
could be comparatively disadvantaged. The market for solid-state storage devices is relatively fragmented with
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many suppliers that include NAND flash makers, module makers and OEMs, and if the market were to
consolidate, a trend experienced by other parts of the semiconductor and storage industries, we could face
changing demand for our products, replacement of our products by those of our competitors or internal captive
sources and reduced market opportunities. If solid state storage devices were to use other types of non-volatile
memory technologies other than NAND flash and we do not have relevant and competitive controller technology,
our addressable market for controllers could shrink.

The market for controllers is composed of the merchant market and captive market. We are an independent
merchant supplier of controllers to NAND flash maker, module maker and OEM customers. All the major
NAND flash makers also have internal captive sources of controllers. The merchant market for controllers could
shrink if the NAND flash makers were to expand their usage of captive sources of controllers. In the past, our
operating results were negatively affected when NAND flash customers chose to insource controllers.

We may pursue acquisitions, investments and dispositions, which could adversely affect our results of
operations. Further, we may not be successful in pursuing mergers and acquisitions. Any mergers or
acquisitions we make may lead to a diversion of management resources.

Our growth strategy includes the acquisition of, and investment in, businesses that offer complementary
products, services and technologies, augment our market coverage, or enhance our technological capabilities. Our
investments over the last decade, include Kinara (previously known as Deep Vision, Inc.), BIWIN Storage
Technology Corp. (referred to herein as “BIWIN”), and Shenzhen Techwinsemi Technology Co. (referred to
herein as “TWSC”). In the future, we may not be able to identify suitable acquisition or investment opportunities,
or to consummate any such transactions. In pursuing such acquisitions or investment opportunities, we may face
competition from other companies in the semiconductor industry. In addition, our original estimates and
assumptions used in assessing any transaction may be inaccurate and we may not realize the expected financial
or strategic benefits of any such transaction.

Any acquisition we may undertake involves risks and uncertainties, such as unexpected delays, challenges
and related expenses, and the associated diversion of management’s attention. We may become subject to legal
proceedings relating to the acquisition and the integration of acquired businesses may not be successful. The
integration of an acquired business involves significant challenges, including, among others: potential disruption
of our business, diversion of management’s attention from daily operations and the pursuit of other opportunities,
incurring significant restructuring charges and amortization expense, assuming liabilities and ongoing lawsuits,
potential impairment of acquired goodwill and other intangible assets, increasing our expenses and working
capital requirements, and implementing our management information systems, operating systems and internal
controls for the acquired operations. In addition, our due diligence process may fail to identify significant issues
with the acquired company’s products, financial disclosures, accounting practices, legal, tax and other
contingencies and compliance with local laws and regulations. These difficulties may be complicated by factors
such as the size of the business or entity acquired, geographic and cultural differences, lack of experience
operating in the industry or geographic markets of the acquired business, potential loss of key employees and
customers, the potential for deficiencies in internal controls at the acquired or combined business, performance
problems with the acquired business’ technology, exposure to unanticipated liabilities of the acquired business,
insufficient revenue to offset increased expenses associated with the acquisition, adverse tax consequences and
our potential inability to achieve the growth prospects or synergies expected from any such acquisition. Failure to
manage and successfully integrate the acquisitions we make, or to improve sales and margins of the acquired
businesses, could materially harm our business, operating results and margins.

Any future acquisitions we make may require debt or equity financing, which, in the case of debt financing,
would increase our leverage and interest expenses, and in the case of equity financing, would be dilutive to our
existing stockholders. As it relates to debt financing, we may not obtain financing on terms and conditions that
are favorable to us, or at all. Acquisitions made with cash would reduce our cash reserves.
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From time to time, we may also seek to divest or wind down portions of our business, either acquired or
otherwise, or we may exit investments, each of which could materially affect our cash flows and results of
operations. In addition, any such disposition could result in disruptions to other parts of our business, potential
loss of employees or customers, or exposure to unanticipated liabilities or ongoing obligations to us following
any such disposition. For example, in connection with such disposition, we may enter into transition services
agreements or agree to provide certain indemnities to the purchaser, which may result in additional expenses and
may adversely affect our financial condition and results of operations.

We depend on a few large customers for a significant portion of our revenues and a loss of some of these
customers would result in the loss of a significant portion of our revenues.

We derived a substantial portion of our revenue from sales to a relatively small number of customers. As a
result, the loss of any significant customer could materially and adversely affect our financial condition and
results of operations. Sales to our five largest customers represented approximately 61%, 66% and 66% of our
net revenue in 2023, 2024 and 2025, respectively. Sales to our customers constituting more than 10% of our net
revenue represented, in the aggregate, 45%, 57% and 58% of our net revenue in 2023, 2024 and 2025,
respectively. Our customers constituting more than 10% of our net revenue were (i) Micron, SK Hynix and
AFASTOR in 2023, (ii) Micron, Kioxia, PHISEMI and AFASTOR in 2024 and (iii) PHISEMI, Kioxia,
AFASTOR, and Micron in 2025. The identities of our largest customers and their respective contributions to our
net revenue may vary from period to period.

We expect that we will continue to depend on a relatively limited number of customers for a substantial
portion of our net sales and our ability to maintain good relationships with these customers will be important to
the ongoing success of our business. We cannot assure you that revenues generated from these customers,
individually or in the aggregate, will reach or exceed historical levels in any future period. Our failure to meet the
demands of these customers could lead to cancellation or reduction of businesses from these customers. In
addition, any loss, cancellation or reduction of businesses from, significant change in scheduled deliveries to, or
decrease in the prices of products sold to any of these customers could significantly reduce our revenues and
adversely affect our financial condition and operating results. Moreover, any difficulty in collecting outstanding
amounts due from our customers particularly customers who place large orders, would harm our financial
performance. In addition, if our relationships with our largest customers are disrupted for any reason, it could
have a significant impact on our business.

Our international operations involve inherent risks which could result in harm to our business and
materially impair our future growth, including factors such as government trade restrictions, entity list
restrictions, sanctions, tariffs and quotas.

The majority of our products are marketed and sold around the world, including primarily in China, Japan,
Singapore, and Taiwan, and our corporate operations are primarily located in Taiwan. Two outside foundries,
primarily Taiwan Semiconductor Manufacturing Company (“TSMC”), and secondarily Semiconductor
Manufacturing International Corporation (“SMIC”), fabricate our semiconductors. Accordingly, we are subject to
the risks generally associated with global trade and doing business abroad, which include foreign laws and
regulations, varying consumer preferences across geographic regions, political unrest, disruptions or delays in
cross-border shipments and changes in economic conditions in countries in which our products are manufactured
or where we sell products.

In addition, our business, financial position, results of operations, cash flows or prospects could be
materially, adversely affected by changes in tariffs, trade agreements, trade sanctions or other trade restrictions
imposed or agreed to by governments. Trade restrictions, including withdrawal from or modification of existing
trade agreements, negotiation of new trade agreements, and imposition of new (and retaliatory) tariffs against
certain countries or covering certain products have the potential to adversely impact demand for our products,
our costs, customers, suppliers and/or the U.S. or foreign economies or certain sectors thereof in which we
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compete, and impair our ability to expand our business by offering new technologies and products. The Trump
administration has imposed and/or increased tariffs on imported goods from several geographic regions,
including certain East Asian nations where we operate. The imposition of such tariffs and the threat of additional
increases and/or retaliatory tariffs may strain international trade relations or impact our costs. It remains unclear
what, and the timing of, future actions may be taken by the U.S. federal government or other governments with
respect to international trade agreements, the imposition or removal of tariffs on goods imported into or exported
from the U.S., the creation or removal of barriers to trade, tax policy related to international commerce, or other
trade matters, and the impact of those actions on the cost of products we purchase and sell. Trade restrictions, and
changes in or uncertainty surrounding global trade policies, may adversely impact our competitive position,
businesses, financial condition, results of operations and cash flows. See “We face substantial risks associated
with doing business in Taiwan because of tense regional geopolitical risk with China” below. This includes, for
example, packaging, product content, labor and international trade regulations, such as the U.S. Export
Administration Regulations and sanctions against Huawei and other companies, and applicable executive orders.
These laws, regulations and orders are complex, change frequently and with limited notice, have generally
become more stringent over time and have intensified as U.S.-China geopolitical tensions worsen. Any changes
to or the addition of companies and entities that are subject to the U.S. Export Administration Regulations and
international trade regulations could have a significant impact to our revenue and growth. In addition, if our
customers fail to comply with these regulations and laws, we may be required to suspend sales to these
customers, which could damage our reputation and negatively impact our results of operations.

Also, disease outbreaks, pandemics, terrorist acts and political or military conflicts have increased the risks
of doing business globally. These factors, among others, could affect our ability to manufacture products or
procure materials, our ability to import products, our ability to ship our products globally, our ability to sell
products in international markets and our cost of doing business. See “Our business, financial condition and
results of operations could be adversely impacted by the political and economic conditions of the countries in
which we conduct business and operate and in which our products are used and sold” below. If any of these or
other factors make the conduct of business in a particular country undesirable, unprofitable or impractical, our
business and financial results could be adversely affected and our prospects for growth in those markets could be
materially impaired. In addition, many of our imported products are subject to duties, tariffs or quotas that affect
the cost and quantity of various types of goods imported. Any country in which our products are produced,
imported or sold may eliminate, adjust or impose new quotas, duties, tariffs, safeguard or protectionist measures,
anti- dumping duties, cargo restrictions to prevent terrorism, restrictions on the transfer of currency, climate
change legislation, product safety regulations or other charges or restrictions, any of which could have an adverse
effect on our business, results of operations, financial condition and the price of our ADSs.

NAND industry cyclicality could adversely affect our growth and profitability.

The NAND industry is highly capital intensive and regularly experiences cycles of shortages and excess
supply and related rapid increases and sharp decreases in NAND component prices. The price of SSDs, eMMC
and UFS devices, in which NAND accounts for a significant portion of material cost, could also increase and
decrease with NAND component prices. Decreasing prices for SSDs could trigger stronger market demand for
these devices as well as controllers used in them, and conversely, increasing prices for SSDs could cause demand
for these devices as well as controllers used in them to fall, which could negatively affect our sales and
profitability.

Additionally, during periods of NAND shortages, our sales and profitability could be negatively affected in
other ways, including, but are not limited to: (i) our module maker and OEM storage customers may not be able
to procure sufficient supplies of NAND components, which could lead to reduced demand for our controllers; (ii)
we may not be able to procure sufficient supplies of NAND components for our Ferri industrial SSDs, which
could lead to reduced sales of our SSD solutions, and furthermore, to higher cost of procured NAND components
and reduced SSD solutions profitability; (iii) NAND manufacturers may divert NAND supply away from their
own storage products that use our controllers towards other customers or products that do not use our controllers,

11



and our sales could be reduced; and (iv) the higher cost of NAND components may lower end-product demand in
the PC, smartphone and other electronic products markets due to higher overall costs.

During periods of NAND excess supply when NAND prices are falling sharply, our sales and profitability
could also be negatively affected, including, but not limited to: (i) NAND manufacturers facing reduced demand
for NAND components and storage devices may temporarily build NAND inventory instead of selling at lower
prices, and this may cause a reduction in controller demand; (ii) module maker customers that are exposed to
volatile NAND pricing conditions may temporarily become more cautious in procuring NAND components,
which could lead to reduced levels of controller procurement and storage device production; (iii) OEMs may
temporarily limit procurement of storage devices in expectation of procuring more at a later date and at a lower
price, which could restrain storage device and associated controller procurement; and (iv) NAND vendor and
module maker customers that are under margin pressure because of falling NAND prices may seek price
concessions from their controller suppliers.

If we fail to accurately anticipate and respond to market trends or fail to develop and introduce new or
enhanced products to address these trends on a timely basis, our ability to attract and retain customers
could be impaired and our competitive position could be harmed.

Our success depends to a significant extent on the development, qualification, implementation and
acceptance of new product designs and improvements that provide value to our customers. Our ability to
develop, qualify and distribute, and have manufactured, new products and related technologies to meet evolving
industry requirements, at prices acceptable to our customers and on a timely basis are significant factors in
determining our competitiveness in our target markets. For example, for our products addressing the SSD market,
we must successfully identify customer requirements and design, develop and produce products on time that
compete effectively as to price, functionality and performance. We sell products in markets that are characterized
by rapid technological change, evolving industry standards, frequent new product introductions, smaller process
geometries and other factors. We cannot assure you that our efforts to execute our product roadmap will result in
innovative products and technologies that provide value to our customers. If we fail to or are delayed in
developing, qualifying or shipping new products or technologies that provide value to our customers, and address
these new trends and adjust our business accordingly, we may lose competitive positioning, which could cause us
to lose market share and require us to discount the selling prices of our products. Although we make substantial
investments in R&D, we cannot be certain that we will be able to develop and successfully bring to market new
products and technologies on a timely basis or that they will be well-received by our customers. Moreover, our
investments in new products and technologies involve certain risks and uncertainties and could disrupt our
ongoing business. New investments may not generate sufficient revenue, may incur unanticipated liabilities, and
may divert our limited resources and distract management from our current operations. We cannot be certain that
our ongoing investments in new products and technologies will be successful, will meet our expectations and will
not adversely affect our reputation, financial condition and operating results.

We believe that our future success depends on our ability to develop and introduce new technologies and
products for new applications to generate new sources of revenue to replace, or build upon, existing product
revenue for applications that are mature or in secular decline. If we are not able to repeatedly introduce, in
successive years, new products for new applications that ship in volume, our revenue will likely not grow and
may decline significantly and rapidly. In the past, we were able to successfully grow our revenue by adding, over
time, successive categories of new controller technologies for new applications, such as memory card and flash
drive controllers for external storage, eMMC and UFS mobile embedded memory controllers for smartphones
and SSD controllers for PCs and other client devices. If we are unable to successfully expand our sales of SSD
controllers for data center and enterprise applications, our prospects for continued revenue growth could be
adversely affected.
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Our gross margin and results of operations may be adversely affected in the future by multiple factors,
including decreases in average selling prices of products over time, increased raw material costs, including
NAND components, higher manufacturing costs, and shifts in our product mix.

Our gross margin is highly dependent on product mix, especially the mix of higher gross margin controller
sales, and lower gross margin SSD solutions sales. A shift in sales mix away from our higher margin products
could adversely affect our gross profitability as a percentage of sales and could also adversely affect our
operating profitability. The primary elements of our controller cost of sales are IC fabrication at our foundries,
assembly and testing, and in contrast, the primary cost of sales of our SSD solutions, which are primarily our
Ferri SSDs and enterprise and server boot drives, is NAND flash components. Our SSD solutions gross margin is
lower than our controller gross margin because these products are generally less differentiated, and we have
limited ability to mark-up the cost of NAND flash components that we procure.

The controllers we develop and sell are used for high volume applications and their average selling prices
have historically decreased over time, and we believe that it is possible they may also fall in the future. We may
experience period-to-period fluctuations in future operating results if our average selling prices decline. We may
be forced to reduce the average unit price of our products in response to new product introductions by our
competitors, competitive pricing pressures and other factors. Also, we often provide large customers with
volume-related, price-discount incentives relating to their orders of specific products; if customer procurements
that benefit from these incentives scale significantly, they could lead to downward pressure on our gross margins.
The mobile and computing devices markets are extremely competitive, which may result in rapidly declining
average selling prices of electronic devices and components, such as those made by us, and create downward
pressure on our average selling prices and operating results. To maintain acceptable operating results, we will
need to develop and introduce new products and product enhancements on a timely basis and continue to reduce
our costs. If we are unable to offset any reductions in our average selling prices by increasing our sales volumes
or reducing corresponding production costs or if we fail to develop and introduce new products and
enhancements on a timely basis, our sales and operating results will be materially and adversely affected.

For our SSD solutions business, we procure NAND memory and assemble with our controllers to form our
Ferri product line. The pricing of this product line is dependent on the market cost of the NAND memory
components. If we cannot pass the increase in NAND costs on to our customers, then our gross margin will be
materially impacted. Also, if we cannot procure NAND memory in sufficient quantities to fulfill our customers’
demand, our ability to continue to grow revenue may be materially impacted.

We have changed our commercial arrangement with a few of our SSD solutions customers to a NAND
consignment arrangement, where our customers procure and maintain ownership of the NAND flash components
used in the SSD solutions that we design and build for them, and the gross margins of these types of sales are
higher than the sales of typical SSD solutions products where we are responsible for procuring NAND flash
components. We cannot assure you that in the future, we can increase the proportion of SSD solutions sales using
a NAND consignment arrangement and if more sales are conducted using a NAND consignment arrangement,
that it would lead to improvements in our operating results.

Our ability to source and secure raw materials and components, including NAND memory, to manufacture
controllers and SSDs

Our ability to manufacture and deliver our products depends on obtaining adequate supplies of raw
materials, components and finished goods from third-party suppliers, including NAND memory and other
semiconductor components. Global supply chain disruptions, limited manufacturing capacity, allocation
decisions by suppliers, transportation delays, geopolitical developments, trade restrictions, tariffs, natural
disasters, labor shortages, inflationary pressures, quality issues, supplier financial distress or other factors beyond
our control could reduce the availability of, or increase the cost of, these materials and components. In addition,
certain components may be available from a limited number of sources, which could heighten supply risk.
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If we are unable to obtain sufficient supplies on commercially reasonable terms, or at all, we may
experience production delays, be unable to meet customer demand or incur higher manufacturing costs. Any
prolonged shortage of raw materials, or significant increases in their cost, could adversely affect our business,
results of operations and financial condition.

Our SSD solutions product performance could continue to adversely affect our results of operations.

We are primarily a fabless semiconductor company focused on NAND flash controllers and the sales of
these controllers account for a significant majority of our overall sales. In addition, we also sell SSD solutions,
mostly Ferri industrial SSDs. If we are able to expand the sales of our SSD solutions, we cannot provide
assurance that expanded sales of these products will not negatively affect our gross margin and operating margin,
which could negatively affect the market price of our ADSs. Furthermore, even if we are able to sell our SSD
solutions to customers profitably, our return on invested capital for SSD solutions will likely be materially lower
than our corporate average primarily because of lower product profitability and higher investments, mainly for
working capital necessary for financing NAND and other inventory, and this could negatively affect our overall
financial return and the market price of our ADSs.

Our SSD solutions are modules, software and appliances, which are different from our primary controller
products, which are ICs and have different financial characteristics. Our SSD solutions gross margin is materially
lower than our controller gross margin because these products are generally less differentiated and, in the case of
our Ferri, where NAND flash components are the majority of the cost of sales, we have limited ability to mark-up
the cost of NAND flash components that we procure. We are also subject to NAND price volatility with our
Ferri; because of rapidly falling NAND prices, we wrote-down US$3.9 million of NAND components and SSDs
in inventory in 2023, US$0.3 million in 2024 and US$0.3 million in 2025. We cannot assure you that in the
future our results of operations will not be negatively affected by further NAND component and SSD inventory
write-downs.

We rely on independent semiconductor foundries and subcontractors for the fabrication, assembly and
testing of our ICs, and any limitation of their available capacity to us or failure to fulfill our orders
satisfactorily could damage our relationships with our customers, decrease our sales or limit our ability to
grow our business.

We do not own or operate semiconductor fabrication facilities. Instead, we rely on third parties to
manufacture our semiconductors. Two outside foundries, primarily TSMC, and secondarily SMIC, fabricate our
semiconductors. As a result, we face several significant risks, including wafer cost, availability of wafers and
other raw materials, manufacturing capacity, quality assurance, manufacturing yields and production costs,
control over delivery schedules and product quality, control of our intellectual property, labor availability or
strikes and actions taken by third-party contractors that breach our agreements.

The ability of each foundry to provide us with semiconductors is limited by its available capacity and access
to wafers, and the ability of each subcontractor to assemble and test our products is limited by available capacity
and access to substrates and other raw materials. We do not have long-term agreements with any of these
foundries and subcontractors and we place our orders based on our customers’ purchase orders and sales
forecasts. However, the foundries and subcontractors can allocate capacity to the fabrication, assembly and
testing of the products of their other customers and reduce deliveries to us on short notice or increase the price
they charge us. It is possible that other foundry and subcontractor customers that are larger and better financed
than we are, or have long-term agreements with these foundries and subcontractors, may induce these foundries
and subcontractors to reallocate capacity to them which could impair our ability to secure manufacturing,
assembly and testing capacity that we need for our products. Other factors that could materially adversely affect
our business and results of operation include, but are not limited to, our foundries and subcontractors being
unable to secure the necessary raw materials from their suppliers, such as packaging component shortages,
including T-Glass substrate, experience power outages, lack sufficient capacity to manufacture our products or
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suffer other disruption or reduction in efficiency. If our foundries fail to deliver fabricated silicon wafers of
satisfactory quality in the volume and at the price we require, or if our assembly and testing subcontractors fail to
efficiently and accurately assemble and test our products, we will be unable to meet our customers’ demand for
our products or to sell those products at an acceptable profit margin, which would have a material and adverse
effect on our sales and margins and damage our customer relationships.

In addition, interruptions to the wafer manufacturing processes caused by a natural disaster or human error
could result in partial or complete disruption in supply until manufacturing is re-started or we are able to shift
manufacturing to another fabrication facility. It may not be possible to obtain sufficient capacity or comparable
production costs at another foundry. Migrating our design methodology to a new third-party foundry could
involve increased costs, resources and development time comparable to a new product development effort. Any
reduction in the supply of semiconductors for our products could significantly delay our ability to ship our
products and potentially have negative effects on our relationships with existing customers and our results of
operations. In addition, if our subcontractors terminate their relationships with us, we would be required to
qualify new subcontractors, which could take at least six months, resulting in unforeseen operating problems, and
our operating results may be materially and adversely affected.

The potential shortages of key packaging components, including T-Glass substrates, could affect our ability
to build SSD ICs and solutions, posing a material risk to our ability to meet customer demand. If substrate
availability becomes constrained, we may experience delays in finished goods production, impacting customer
delivery commitments as well as margin pressure from limited supply. This could reduce our flexibility in
responding to customer requirements. While we continue to work closely with suppliers to improve supply
visibility and pursue alternate sourcing or contingency options, any prolonged shortage could negatively affect
our ability to supply customers consistently and in expected volumes.

The manufacture of semiconductors is a highly complex process. Minor deviations in the manufacturing
process can cause substantial decreases in yield. In some situations, such deviations may cause production to be
suspended. The foundries that manufacture our semiconductors have from time to time experienced lower than
anticipated manufacturing yields, including yields for our semiconductors, typically during the production of new
products or architectures or during the installation and start-up and ramp-up of new process technologies or
equipment. If the foundries that manufacture our semiconductors do not achieve planned yields, our product
costs could increase and product availability would decrease.

After the wafer fabrication processes, our wafers are shipped to our assembly and testing subcontractors. We
have a system to maximize consistent product quality, reliability and yield that involves our quality assurance
team working closely with subcontractors in the various phases of the assembly and testing processes. Our
supplier quality management includes procedures such as processes to pre-qualify our manufacturing suppliers
and subcontractors. If our subcontractors do not achieve planned product quality, reliability and yield during the
assembly and testing processes, our product cost could increase, product availability could decrease, or our
customers may not accept products manufactured for them.

Failure to protect our intellectual property or maintain the rights to certain other technologies may
negatively impact our ability to compete.

We believe that the protection of our intellectual property rights and continued access to certain third-party
technology are and will continue to be important to the success of our business. We rely on a combination of
patent, copyright, trademark and trade secret laws and restrictions on disclosure to protect our intellectual
property rights. We also enter into confidentiality or license agreements with our employees, business partners
and other third parties, and have implemented procedures to control access to and distribution of our
documentation and other proprietary information. Despite these efforts, we cannot assure you that these measures
will provide meaningful protection of our intellectual property rights. Further, these agreements do not prevent
others from independently developing technologies that are equivalent to or superior to our technology. In
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addition, unauthorized parties may attempt to copy or otherwise obtain and use our proprietary technology.
Monitoring unauthorized use of our technology is difficult and we cannot be certain that the steps we have taken
will prevent unauthorized use of our technology, particularly in foreign countries such as Taiwan and China
where the laws may not protect our proprietary rights as fully as do the laws of the United States. In addition, if
the foundries that manufacture our semiconductors lose control of our intellectual property, it could be more
difficult for us to take remedial measures because our foundries are located in countries that do not have the same
protection for intellectual property that is provided in the United States. Also, some of our contracts, including
license agreements, are subject to termination upon certain types of change-of-control transactions.

As of April 7, 2026, we have 3,276 patents and 1,035 pending applications worldwide. We cannot be certain
that patents will be issued as a result of our pending applications, nor can we be certain that any issued patents
would protect or benefit us or give us adequate protection from competing products. For example, issued patents
may be circumvented or challenged and declared invalid or unenforceable or provide only limited protection for
our technologies. We also cannot be certain that others will not design around our patented technology,
independently develop our unpatented proprietary technology or develop effective competing technologies on
their own.

Failure to successfully defend against intellectual property lawsuits brought against us may adversely affect
our business.

Companies in and related to the semiconductor industry often aggressively protect and pursue their
intellectual property rights. From time to time, we have received, and may continue to receive, notices that claim
we have infringed upon, misappropriated or misused other parties’ proprietary rights. Moreover, in the past we
have been involved in litigation with parties that claimed that we infringed their patents or misappropriated or
misused their trade secrets. In addition, we or our customers may be sued by other parties that claim that our
products have infringed their patents or misappropriated or misused their trade secrets, or that may seek to
invalidate one or more of our patents. An adverse determination in any of these types of disputes could prevent
us from manufacturing or selling some of our products, increase our costs of revenue and expose us to significant
liability. Any of these claims may materially and adversely affect our business, financial condition and results of
operations. For example, in a patent or trade secret action, a court could issue a preliminary or permanent
injunction that would require us or our customer(s) to withdraw or recall certain products from the market or
redesign certain products offered for sales or under development. We may also be liable for damages for past
infringement and royalties for future use of certain technologies. See “Item 8. Legal Proceedings” below.

In addition, any litigation to defend ourselves against claims that we have infringed the intellectual property
rights of others, could, regardless of the ultimate outcome, materially and adversely affect our operating results
by requiring us to incur significant legal expenses and diverting the resources of the Company and the attention
of our management team.

Because the markets in which we operate are highly competitive and many of our competitors have greater
resources than we have, we cannot be certain that our products will compete favorably in the marketplace.

We face competition from several competitors, including Microchip and Phison, our flash memory
customers and smaller merchant suppliers in China. We expect to face competition in the future from our current
and potential competitors. In addition, some of our flash memory customers could develop products and
technologies that replace their need for our products or otherwise reduce their demand for our products.

Some of our current and potential competitors have longer operating histories, greater name recognition,
access to larger customer bases and significantly greater financial, sales and marketing, manufacturing,
distribution, technical and other resources than we have. As a result, they may be able to respond more quickly to
changing customer demands or to devote greater resources to the development, promotion and sales of their
products than we can. Our current and potential competitors may develop and introduce new products that will be
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priced lower, provide superior performance or achieve greater market acceptance than our products. For our SSD
solutions, if we are unable to procure sufficient supplies of NAND flash components and at terms that enable our
products to be competitive in terms of price or develop technologically competitive products, our customers may
seek to purchase SSD solutions from other suppliers.

Our products must meet exacting specifications and undetected defects and failures may occur, which may
cause customers to return or stop buying our products and may expose us to product liability risk and risks
of indemnification against defects in our products.

Our products are complex and may contain undetected hardware or software defects or failures, especially
when first introduced or when new versions are released. These errors could cause us to incur significant
re-engineering costs, divert the attention of our engineering personnel from other important product development
efforts and materially affect our customer relations and business reputation. If we deliver products with errors or
defects, our credibility and the market acceptance and sales of our products could be harmed. Defects could also
lead to liability for defective products as a result of lawsuits against us or against our customers. We have agreed
to indemnify some of our customers in some circumstances against liability from defects in our products. A
successful warranty or product liability claim could require us to make significant payments.

Our intellectual property indemnification practices may adversely impact our business.

We may be required to indemnify our customers and our third-party intellectual property providers for
certain costs and damages of intellectual property infringement in circumstances where our products are a factor
in creating infringement exposure. In the contracts under which we sell semiconductor products, we may have
agreed to indemnify our customers against losses arising out of claims of unauthorized use of intellectual
property. In some of our licensing agreements, we have agreed to indemnify the licensee against losses arising
out of or related to our conduct or services. We cannot assure you that claims for indemnification will not be
made or that these claims would not have a material and adverse effect on our business, operating results or
financial condition.

We are exposed to potential impairment on investments.

We have made investments in equity securities with an aggregate value of approximately US$29.7 million
as of December 31, 2025. If the companies that we invested in are unable to execute their plans and succeed in
their respective markets, we may not benefit from such investments, and we could potentially lose the amounts
we invested. We evaluate our investment portfolio on a regular basis to determine if impairments have occurred.
If the operations of any businesses in which we have invested decline significantly, we could incur impairment
charges that could have a material impact on our results of operations.

We are subject to cybersecurity risks.

Historically, we have experienced immaterial cyberattacks of varying degrees on our technology
infrastructure and systems and, as a result, unauthorized parties have obtained in the past, and may in the future
obtain, access to our computer systems and networks. The technology infrastructure and systems of our
customers, suppliers, vendors and partners may also experience such attacks. Cyberattacks are external and
internal threats that include, but are not limited to, malware, phishing, advanced persistent threats, denial of
service attacks, malicious software downloads, insider security breaches, and hardware and software
vulnerabilities. We believe cyberattack attempts are increasing not only in number but also in scope and that
perpetrators of cyberattacks continue to develop increasingly sophisticated systems and means to not only attack
systems and damage data but also evade detection or obscure their activities.

We have controls and policies and recovery systems to minimize business disruptions in place and will
continue to review and enhance our capabilities and upgrade our protective solutions to guard against emerging
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threats, detect malicious or unauthorized activities. If efforts to breach our infrastructure and systems are
successful or we are unable to protect against these risks, we could suffer interruptions, delays, or cessation of
operations of our systems, and loss or misuse of proprietary or confidential information, intellectual property, or
sensitive or personal information. Breaches of our infrastructure and systems could also cause our customers and
other affected third parties to suffer loss or misuse of proprietary or confidential information, intellectual
property, or sensitive or personal information, and could harm our relationships with customers and other third
parties. As a result, we could experience additional costs, indemnification claims, litigation, and damage to our
brand and reputation. All these consequences could harm our reputation and our business and materially and
adversely affect our operating results and financial condition.

We are increasingly incorporating Al and machine learning technologies into our business operations and
product offerings. The use of Al introduces unique cybersecurity risks, including adversarial attacks such as
prompt injection, data poisoning, and model extraction that could compromise the integrity and reliability of our
systems. There are also risks associated with the potential leakage of sensitive data, proprietary code, or
intellectual property through the use of generative Al tools or services by our employees or third-party service
providers. As the regulatory landscape surrounding Al continues to evolve, any failure to manage the ethical,
legal, and security challenges associated with Al could result in regulatory investigations, legal liabilities, and
significant reputational harm.

We outsource selected business functions to third parties, including third parties to manufacture our
semiconductors. We take steps to monitor and regulate the performance of the independent third parties to whom
we delegate selected functions. While we evaluate the information security programs and defenses of such third
parties, we cannot be certain that our evaluations will identify all or any potential information security
weaknesses, or that such third parties’ information security protocols are or will be sufficient to withstand or
adequately respond to a cyberattack or other information security incident.

We rely on third parties to provide services necessary for the operation of our business. Any failure of one
or more of our vendors, suppliers or manufacturers to provide these services could have a material adverse
effect on our business.

Arrangements with third-party service providers may make our operations vulnerable if vendors fail to
satisfy their obligations to us resulting from their performance, changes in their own operations, financial
condition, or other matters outside of our control. The expanding role of third-party providers may also require
changes to our existing operations and the adoption of new procedures and processes for retaining and managing
these providers, as well as redistributing responsibilities as needed. Effective management, development and
implementation of our outsourcing strategies are important to our business and strategy. If there are delays or
difficulties in enhancing business processes or our third-party providers do not perform as anticipated, we may
not fully realize on a timely basis the anticipated economic and other benefits of the outsourcing projects or other
relationships we enter into with key vendors, which could result in substantial costs, divert management’s
attention from other strategic activities, negatively affect employee morale or create other operational or financial
problems for us. Terminating, transitioning or renegotiating arrangements with key vendors or failure to
renegotiate on favorable terms could result in additional costs and a risk of operational delays, potential errors
and possible control issues resulting from the termination or during the transition or renegotiation phase.

The constant growth and development of technology, including the increased use of Al presents risks and
challenges to our operations that could give rise to legal or regulatory action, damage our reputation or
otherwise materially harm our business.

Emerging technology is a consistent subject of new laws or regulations and evolving interpretations and
applications of laws and regulations. If we fail to comply with these laws, we may be subject to penalties, fines
or criminal or civil liability. The development and use of Al presents new risks and challenges that can impact
our operations if we incorporate Al into our operations, or if used by our third-party vendors. While we aim to
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develop and use Al responsibly and attempt to mitigate ethical and legal issues presented by its use, we may
ultimately be unsuccessful in identifying or resolving issues before they arise. Al technologies are complex and
rapidly evolving and the technologies that we develop or use may ultimately be flawed. Moreover, Al technology
is subject to rapidly evolving domestic and international laws and regulations, which could impose significant
costs and obligations on the Company.

For example, in the United States, there has been uncertainty regarding the applicable regulations that will
apply to the development and use of Al technologies. In January 2025, the Trump administration rescinded
Executive Order 14110, which had been issued by the Biden administration to govern the safe and trustworthy
development and use of Al technologies. The Trump administration subsequently issued Executive Order 14179
(Removing Barriers to American Leadership in Artificial Intelligence), which, among other things, directed
certain federal agencies to develop action plans to “sustain and enhance America’s global AI dominance” and to
review and, where possible, rescind agency guidance and rulemaking issued pursuant to the prior Biden
administration executive order. Since then, the Trump administration has continued to take further actions
relating to Al including issuing additional executive orders relating to Al in education and other sectors, and
directing the Office of Science and Technology Policy to coordinate agency Al priorities through a formal Al
Action Plan. The Trump administration has signaled a broadly deregulatory posture toward Al favoring
industry-led innovation over prescriptive federal rulemaking. The Trump administration may continue to issue
new executive orders, rescind existing federal policies, or implement other rulemaking relating to Al
technologies in the future, and the regulatory environment at the federal level remains subject to significant
uncertainty and change.

At the state level, a growing number of U.S. states have enacted or are actively considering Al-specific
legislation. States including California, Colorado, Illinois, and Texas have introduced or passed laws addressing
automated decision-making, algorithmic discrimination, Al transparency, and the use of Al in employment and
consumer contexts. Compliance with a patchwork of differing state-level Al requirements could impose
significant operational and legal burdens on the Company.

Emerging regulations may pertain to data privacy, data protection, and the ethical use of Al, as well as
clarifying intellectual property considerations. In particular, the legal status of Al-generated content under U.S.
copyright law remains unsettled. The U.S. Copyright Office has issued guidance indicating that Al-generated
works without sufficient human authorship may not be eligible for copyright protection, and a number of
significant cases involving Al training data and Al-generated outputs are currently pending before U.S. courts.
These developments could affect our ability to protect Al-generated outputs or expose us to liability in
connection with the use of third-party content in training Al models.

Our use of Al could give rise to legal or regulatory action, increased scrutiny or liability, damage our
reputation or otherwise materially harm our business. Additionally, if we fail to keep pace with rapidly evolving
Al technological developments, our competitive position and business results may be negatively impacted.

Our business, financial condition and results of operations could be adversely impacted by the political and
economic conditions of the countries in which we conduct business and operate and in which our products
are used and sold.

A substantial portion of our business is conducted outside of the United States and, as a result, we are
subject to foreign business, political and economic risks. Most of our ICs are manufactured, assembled and tested
by third parties located in China and Taiwan. We generated 91%, 98% and 99% of our revenue in 2023, 2024
and 2025, respectively, from sales to customers outside the United States, and for the year ended December 31,
2025, 79% of our revenue was from sales in three jurisdictions China, Japan and Singapore. Our controller R&D
is conducted primarily in Taiwan and our SSD solutions R&D is conducted in both China and Taiwan. Most of
our corporate functions are located in Taiwan. These operations are directly influenced by the political and
economic conditions of the country in which they are located. We do not expect the portion of our business
located outside of the United States to change in the future.
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Accordingly, we are subject to risks associated with international operations, including but not limited to:

e international economic and political conditions, such as political tensions between countries in which
we do business (please refer to “Risk Factors — We face substantial risks associated with doing
business in Taiwan because of tense regional geopolitical risk with China.”);

e unexpected changes in, or impositions of, legislative or regulatory requirements;

e complying with a variety of foreign laws;

e differing legal standards with respect to protection of intellectual property and employment practices;
e cultural differences in the conduct of business;

e inadequate local infrastructure that co