
 
 

 
 

CYPRESS 2006 ANNUAL REPORT  
AND 2007 PROXY STATEMENT 

 
 

TABLE OF CONTENTS 
 

Click on the section below that you would like to visit… 
 

 

1. Front Cover—PSoC is at the Heart of the World’s Leading Products 

2. Inside Front Cover – Year 25: Programmable Products Mission 

3. 2006 President’s Letter 

4. 2006 Financial Statements 

5. 2006 10-K 

6. 2007 Proxy Statement 

7. Inside Back Cover – Residential Smart Solar Arrays 

8. Back Cover – PSoC Express™ Software 

 







FELLOW SHAREHOLDERS:

SURVIVE AND DRIVE
I would have dismissed it with a laugh if someone had told
me in 2000 that the next time Cypress would top the
billion-dollar mark in revenue would be in 2006—or that
the static random access memory (SRAM) market would
decline from $6 billion in 2000 to only $1.2 billion in 2006,
or that when we crossed the billion-dollar revenue mark
again, we would be making programmable systems and
solar cells. In the technology world, dealing with rapid and
unexpected change is a requirement for survival.

When Cypress was funded by venture capitalists in 1983,
we were last in revenue among the 59 existing U.S.
semiconductor companies. Only 17 of those 59
companies have survived, including the 1983 top five, in
order: Motorola (now privately held Freescale), Texas
Instruments, National, Intel and AMD. The other 42
semiconductor companies—with names such as Holt,
IMP, Universal, Acrian and Mostek, once the seventh-
largest U.S. semiconductor company—have disap-
peared. Adam Smith’s “invisible hand” may drive Silicon
Valley, but Charles Darwin’s “survival of the fittest”
decides who gets to drive.

The evolutionary path toward Cypress’s new program-
mable products mission (to be described in detail) is
shown on the facing inside cover. The figure shows that
as late as 1999, we bragged in the annual report about our
success in following “Moore’s Law,” the empirical
discovery made by Intel founder Gordon Moore that
transistors and other geometries on integrated circuits
could be shrunk in size, reducing the cost of a chip by the
square of the shrinking factor. Our industry used Moore’s
Law to pack more and more functions onto chips—
eventually leading to the successful integration of an
entire computer on a chip in the 1980s and enough
memory to store 250 songs on a single memory chip
today. 

We drove our Moore’s Law process development with
SRAM products, memories that need ever smaller
transistors to remain competitive. While SRAMs make
excellent profits during good times, their simple design
invites competition, which leads to the multiple sourcing of
plug-compatible SRAMs and rapid price erosion during
times of oversupply. Cypress has fared very well in the
SRAM market, passing every Japanese competitor (the
largest of which is only one-third of our size in SRAMs) to
gain 26% market share. However, our SRAM financial
story has not been as good; historically, the business has
been highly cyclical, posting big losses during downturns.
Fortunately, as shown in the timeline at left, Cypress also

introduced both programmable memories (1984) and
programmable logic devices (1985)—the technical DNA
of our future.

Programmable products are more profitable than SRAMs
because they can be rapidly customized by our customers
to improve their responsiveness and time-to-market—
attributes for which they are willing to pay. Furthermore,
programmable products contain embedded software that
can be replaced only by incurring significant engineering
expense. Programmable products cannot be swapped out
by a purchasing agent to reduce prices, thus they suffer
less price erosion than standard products, especially
memories. 

In 1996, Cypress introduced two new programmable
product families, both of which are still big winners for us
today. When the new USB standard emerged for
connecting computer peripherals to PCs, we invented a
programmable USB solution that enabled our customers
to use software to design in value-added features—a
benefit not offered in the fixed-function products of our
competitors. Our USB family is very successful, currently
producing revenue of more than $100 million per year with
40% market share. Although designed for the PC periph-
erals market, our USB family is currently enjoying a new
market surge in cell phones that need high-speed USB to
download music and data quickly. 

In 1996, we also introduced our first programmable clock
generators, a product family for which we hold the defining
patent. By putting programmable counters, buffers and
logic on a clock chip, we created a universal clock
engineered to serve multiple markets, including PCs,
video games, consumer products and even large OEM
equipment such as routers. Our value proposition to
customers was, “Change your clocking scheme at the last
minute without missing your schedule.” Our program-
mable clock business has also grown to $100 million
annually with excellent profitability.

Programmable products are 
more profitable than SRAMs 
because they can be rapidly 

customized by our customers to 
improve their responsiveness 
and time-to-market—attributes 

for which they are willing to pay. 
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As a consequence of the dot.com crash of 2000, we
realized that Cypress had to enter businesses other than
communications in order to prosper again. We launched
startup Cypress MicroSystems in 1999 to bring to market
a radical new product: the Programmable System-on-
Chip™, PSoC®, a mixed-signal analog and digital system
product. PSoC is so versatile that it serves in virtually
every market segment, as illustrated by the cover of this
report, which shows 20 of the thousands of new PSoC-
based products brought to market by the thousands of
new customers PSoC has gained for us. PSoC also
produces $100 million per year in revenue with good
margins. It solves customer system problems with
software-based solutions that are difficult to replace, and
it addresses multiple markets (making us less susceptible
to problems in a single market, such as data communica-
tions) with a total available market (TAM) in excess of $10
billion, giving us a lot of room to grow. For these reasons,
we regard PSoC as the flagship of our programmable
product strategy. 

In 2002, we diversified into a new area, acquiring an
interest in SunPower, a tiny startup company that made
the most efficient silicon solar cells in the world. We felt
that we could apply our manufacturing and management
muscle to help SunPower bring its extraordinary product
to the massive, $1 trillion market for electricity. It worked—
SunPower grew rapidly to produce $237 million in
revenue in 2006. 

To be completely candid, our SRAM diversification
successes—PSoC, USB, programmable clocks and
SunPower—were mixed with diversification efforts that
did not work out. We acquired a company to strengthen
our Network Search Engine business, but sold that
business in 2006 for $50 million because we found the
market too limited in scope and profit potential. When our
cell phone customers began switching from SRAM to
DRAM memories in 2003, we bought a small company
that specialized in cell phone DRAMs. This was a mistake
in hindsight; the DRAM business will be divested early in
2007. Finally, we will divest our Cambridge, Mass., image
sensing business early this year. Like DRAMs, this
business was acquired to produce a product that used our
core design and manufacturing competencies to make
image sensors for our strategic cell phone customers.   In
retrospect, instead of acquiring companies to fill our fabs,
we should have been asking ourselves a different question,
“Why are we always worried about filling our fabs?” That
was our real problem—almost all of our capacity was
internal, making us short on production capacity in good
times and depreciation-poor in bad times.

Last year, I announced in this report that we were
changing our business model in two ways. First, since our
programmable products did not need processes at the
forefront of Moore’s Law, we discontinued those expen-
sive R&D projects. (The latest generation, 45-nanometer
stepper costs $40 million—in the same league as a
Boeing 737.) Second, when faced with a big bill to expand
fab capacity during the boom of 2004, we decided to out-
source some production to limit our capital expenditures
on fab equipment and to get off the treadmill of having to
keep even bigger fabs filled during the next downturn. This
is now a formal business process called our Flexible Man-
ufacturing strategy. Last year, we announced a partner-
ship with Grace Semiconductor Manufacturing Corp.
(GSMC) in Shanghai to produce 0.35-micron wafers,
freeing up capacity in our Minnesota Fab 4 plant to man-
ufacture our more advanced—and hence more profit-
able—90-nanometer technologies. These changes dra-
matically improved our finances. 

DRIVE AND PROSPER
In last year’s Annual Report, I said, “We expect to post
increasing profit in 2006 as we break the billion-dollar
revenue mark for the first time since 2000 and only the
second time in our history.” It happened.

In 2006, our revenue increased 23% to $1.09 billion, as
shown in Figure 1. Barring the unexpected, our plan is to
set an all-time revenue record in 2007, beating our
previous revenue record of $1.29 billion set in 2000. 

Our semiconductor gross margin averaged 48%1 for the
year, near our 50% model. (Cypress’s financial model1 for
semiconductor sales is 50% gross margin, 30% operating
expenses and 20% profit before taxes.) We expect our
gross margin to improve to model values in 2007, unless
the current modest softening in the industry worsens. 

Our R&D costs, as a percentage of revenue, dropped to
20% in 2006, down five percentage points from the prior
year. This improvement was due to two factors: the elimi-

Note:
1. Results shown on an adjusted-GAAP basis.

Figure 1. Cypress returned to profitability in 2006, surpassing $1
billion in revenue for the first time since 2000. Semiconductor gross
margin improved to 48%1, approaching our 50% model. R&D costs
declined, in part due to the elimination of “Moore’s Law” R&D.

2006 VS. 2005 FINANCIAL SUMMARY1

2006 2005  % CHG.

REVENUE $1,092M $886M 23%
SEMI GM% 48% 43% 5%
CONSOLIDATED GM% 43% 40% 3%
R&D % OF REVENUE 20% 25% -5%
SG&A % OF REVENUE 15% 17% -2%
DILUTED EPS $0.51 ($0.13)
CASH & INVESTMENTS $643M $394M 63%
YEAR END SHARE PRICE $16.87 $14.25 18%
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nation of Moore’s Law R&D and the relatively low cost of
SunPower R&D. Our SG&A costs also dropped two
percentage points to 15% of sales1, where we expect
them to remain due to increased investment in marketing
and sales to be discussed later.

As a consequence of higher revenue and reduced costs,
our diluted earnings per share (EPS) increased to $0.511

in 2006, our cash balance increased by about $250
million, and our share price increased accordingly, closing
the year at $16.87. The 18% share price appreciation in
2006, while not eye-popping by Silicon Valley standards,
did occur in a year when semiconductor stocks actually
declined in value, as shown in Figure 2 below. 

The 18% appreciation of Cypress’s share price outpaced
the SOXX semiconductor index by more than 20
percentage points, the S&P semiconductor index by 28
percentage points, and both the S&P and Nasdaq indices. 

This is the second year in a row in which our share price
has significantly exceeded major semiconductor stock
indices, the cumulative two-year result of which is shown
in Figure 3 below.

NEW MISSION
Last year, we formalized the elements of the program-
mable products strategy outlined earlier into a new
Mission Statement: 

“We will transform Cypress from a traditional
broad-line semiconductor company to the
leading supplier of programmable solutions in
systems everywhere.”

We are serious about mission statements at Cypress. We
developed our first one with the help of Stanford University
professors Jim Collins and Jerry Porras in 1992, while
they were still writing their best seller, “Built to Last.” They
taught us about the unifying power of a mission broadly
embraced by all employees. The new Mission Statement
has been formally approved by our Board of Directors and
deployed to our management team. It hangs framed on
every floor of every Cypress building worldwide to guide
activity in the corporation at every level. The next level of
detail in a Collins-Porras strategic framework is the Vision
Statement, a description of what Cypress will be like after
we have transformed our company with the new mission
(see Figure 4 on the next page).

We are well into the process of changing the way we go
to market in order to sell programmable systems to 20,000
customers. Historically, Cypress has sold standard
products to about 6,000 customers. Our Top 25 customers
have traditionally accounted for more than half of our
sales. Although our big customers use PSoC and our
other programmable products, we have geared up to sell
to many more customers by reorganizing our marketing
group and hiring new senior talent from companies
specializing in programmable products. For example, we
had only about 2,000 PSoC customers in the first quarter
of 2006, a count that will double by the end of the first
quarter of 2007. We now believe that our goal of acquiring
20,000 PSoC customers is quite achievable. We are also
benefiting from unprecedented new account activity,
because each PSoC design win gives us the opportunity
to sell other Cypress products. Consider the fact that
virtually every electronic system in the world uses a clock. 

PSoC IS SOFTWARE
Our PSoC system chip is often mistakenly put into a
“microcontroller” category by analysts, but it has gained
market share rapidly because it delivers much more
customer value than a simple microcontroller. 

A typical microcontroller is a small computer with a
memory to store its program and “peripherals”—digital
and analog circuitry that can interpret real-world param-
eters, such as sound, light and temperature. Microcon-
trollers are “programmable” only in the sense that a
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Figure 2. Cypress’s 18% share price appreciation in 2006 outpaced
the SOXX and S&P Semiconductor indices by more than 20
percentage points. Cypress shares also outperformed the Nasdaq
and S&P indices.
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Figure 3. Over the past two years, Cypress’s share price has
increased by 43.8%, far outpacing the SOXX and S&P semicon-
ductor indices, which experienced gains of 7.8% and 0.1%, respec-
tively.
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custom computer program can be used to do a specific
task on a fixed-function microcontroller, whose configu-
ration—the number and type of its peripherals and
memories—is hard-wired by the manufacturer. That
inflexibility is why leading microcontroller companies such
as Freescale need literally many thousands of products to
solve the market’s myriad of problems. PSoC is not only
a programmable chip in the sense of a traditional micro-
controller, but also a configurable chip—it can be changed
to take on whatever analog and digital peripherals are
needed by the customer. While we do sometimes
compete with microcontroller suppliers, PSoC’s program-
mable analog functions also compete with products from
analog companies such as Linear Technology and Maxim
Semiconductor. PSoC’s programmable digital functions
compete with low-density programmable logic from
companies such as Lattice Semiconductor and Altera
Corp. PSoC is unique in that it integrates many products
into a single PSoC-based system. Our value proposition
is, “You can buy a microcontroller from one vendor, analog
chips from another and programmable logic from a third,
and then try to make them work together—or you can buy
PSoC and design your entire system on one chip from one
vendor.”

Despite our integration advantage, the real power behind
PSoC is the software that gives our customers the ability
to solve problems more quickly. In the mid-1990s, Gordon
Moore wrote a paper stating that Moore’s Law was no
longer the primary barrier to progress in the electronics

industry, because chips had become so complicated that
the engineering time required to design them had
replaced chip manufacturing complexity as the big
problem. This paradigm is evident in the programmable
logic space, where companies such as Altera and Xilinx
prosper despite products with logic gates that are signifi-
cantly larger, higher in power consumption and more
expensive than the conventional hard-wired logic gates
sold by their competitors. The programmable logic value
proposition to customers is simple, “Yes, you pay more for
our silicon, but you can use software rather than hardware
to get your designs to market much faster, avoid the
engineering expense of one fixed design after another,
and start working on your next product while your compet-
itors are finishing their last one.”

In a world where Moore’s Law has made silicon nearly
free, competitors are now differentiated by how much time
they save their customers, not by the last cent they cut
from cost. 

Cypress has platform software centers of excellence in
Seattle and Portland that are focused on helping
customers to solve their problems quickly. Our newest
design software platform, PSoC Express™, is truly revolu-
tionary, as illustrated on the back cover of this report.
Consider a typical system project in which a customer
needs to monitor a real-world signal, such as temperature,
measuring the voltage produced by a temperature sensor.
Prior to PSoC Express, customers used our prior gener-

Figure 4. Cypress’s revised mission statement provides a framework for the transformation of the company from a traditional, broad-line
semiconductor company to a leading supplier of programmable solutions. Cypress’s vision statement, which appears above, represents what
the company will look like when that mission has been realized. “Mission achieved” for Cypress involves the continued design success of our
programmable products, the significant expansion of our customer base, measurable progress toward a variable cost model, and improvements
in quality, design and customer service—all leading to consistent profitability and higher multiples. Some proprietary information above has
been blocked out.

CYPRESS’S VISION OF OUR FUTURE
OLD CYPRESS MISSION ACHIEVED

SELLING COMMODITY STANDARD PRODUCTS 
TO 6,000 DISTRIBUTION AND OEM CUSTOMERS 
AT COST-BASED PRICES.

1 MARKET
DESIGNING IN PROPRIETARY PROGRAMMABLE 
SOLUTIONS WITH THE ENGINEERS AND 
ARCHITECTS OF 20,000 WORLDWIDE 
CUSTOMERS AT VALUE-BASED PRICES.

APPLYING MOORE’S LAW TO RAPIDLY REDUCE 
THE COST OF SRAM AND LOGIC PRODUCTS IN 
INTERNAL FABS WITH LIMITED UPSIDE 
CAPACITY AND A FIXED COST STRUCTURE.

2 TECH
CREATING INNOVATIVE PROCESSES TO 
ENHANCE OUR PROGRAMMABLE SYSTEMS IN 
BOTH INTERNAL AND FLEX FABS WITH UPSIDE 
POTENTIAL AND A VARIABLE COST 
STRUCTURE.

PROVIDING GOOD CUSTOMER SERVICE WITH 
95% ON-TIME DELIVERY TO ORIGINAL 
SCHEDULE, 20 PPM QUALITY AND 6-12 WEEK 
LEAD TIMES.

3 MFG
PROVIDING EXCEPTIONAL CUSTOMER 
SERVICE WITH 100% ON-TIME DELIVERY TO 
ORIGINAL SCHEDULE (95% TO CUSTOMER-
REQUEST), 2 PPM QUALITY AND 2-4 WEEK 
LEAD TIMES.

SPENDING 25% OF SALES ON R&D TO CREATE 
STANDARD PRODUCTS IN ONE YEAR WITH 10 
ENGINEERS AND 30.4% FIRST-PASS YIELD.

4 DESIGN
SPENDING 17% OF SALES ON R&D TO CREATE 
IP-BASED, PROGRAMMABLE PRODUCTS IN 
THREE MONTHS WITH FIVE ENGINEERS AND 
80% FIRST-PASS YIELD.

FOLLOWING THE BOOM AND BUST CYCLES OF 
THE SEMICONDUCTOR INDUSTRY IN 
PROFITABILITY AND SHARE PRICE.

5 PROFIT
PRODUCING CONSISTENT 20%-PLUS PROFIT 
WITH EXCELLENT MULTIPLES AND SHARE 
PRICE.
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ation PSoC Designer™ software to configure PSoC’s
input hardware—creating, for example, an amplifier and
an analog-to-digital converter to turn a temperature-
dependent voltage into a digital value that the microcon-
troller can read. The microcontroller was then
programmed to measure the sensor’s voltage, transform
it mathematically to a useful number like degrees
Fahrenheit, and then transform it a second time to store it
or to display it. Programming a system to perform each of
these tasks takes significant engineering time.

With PSoC Express, attaching a temperature sensor to
PSoC requires nothing more than selecting a sensor from
a large menu, dragging its icon onto the screen and
dropping it into the design. PSoC Express automatically
configures PSoC hardware to meet specific sensor
requirements. In addition, PSoC Express loads pre-
engineered software to run that hardware. With the click
of a mouse, PSoC Express allows our customers to
connect literally hundreds of input and output devices to a
PSoC-based system without writing a single line of code;
i.e., with no computer programming. 

The one-hour timeframe shown for system design on the
back cover is not hype. I have watched designers program
PSoC from scratch to operate the complete electronic
heating and cooling system shown on the back cover. I
have also observed another group of Cypress engineers
using the same PSoC chip to create a “light engine” to
drive red, green and blue high-intensity, light-emitting
diodes (LEDs)—each to the appropriate level to produce
custom colors, including perfect white.

Our customers can now bypass microprocessor
programming to create end-solutions directly. I hope
readers will take away one message from this technical
discussion: PSoC and its new software are different and
revolutionary. We believe they will change the game in
system design. 

WEST BRIDGE™—THE CELL PHONE 
CONNECTIVITY SOLUTION
Our USB product line is enjoying a mid-life boom, as cell
phone manufacturers incorporate high-speed USB
connections to enable fast music and data downloads.
Cell phones are also incorporating Cypress’s micropower
dual-port memories (specialty SRAMs that can simulta-
neously “talk” with two processors) to connect the two
processors typically used in high-end cell phones and
PDAs. When we approached tier-one cell phone
customers to propose a single chip to handle interpro-
cessor communication and to provide USB connectivity,
the result of our discussions was West Bridge, a chip to
handle most cell phone peripheral functions. A system

diagram for a cell phone using West Bridge is shown in
Figure 5. 

In addition to providing a processor communication link
and a USB connection, West Bridge allows our customers
to use two shared memories, rather than two memories
for each processor. It also provides a flash card reader
and guarantees that all of the connected chips—with their
incompatible supply voltages and operating frequen-
cies—will work together seamlessly. We expect West
Bridge to exit this year at an annual revenue rate in excess
of $40 million and to grow dramatically next year. 

SRAM—THE NEW CASH COW
Earlier in this letter, I described the volatile nature of the
SRAM market. When the SRAM market plunged after
2000, we moved our entire SRAM business, not just
design, to a low-cost center in Bangalore, India, so we
could run the business profitably on gross margin less
than our 50% model and still produce 20% pretax profit.
Our “No More Moore” and Flexible Manufacturing initia-
tives also cut SRAM R&D and capital costs substantially.
These changes dramatically improved SRAM profit, as
shown in Figure 6 below.

Figure 5. Responding to increasing demand for fast music and data
downloads on handsets, Cypress’s West Bridge™ solution lets users
download 10 songs in just 18 seconds, vs. six minutes with conven-
tional technology. A single West Bridge chip provides USB connec-
tivity and handles communications between multiple processors in
high-end phones. West Bridge provides a flash card reader and
enables the processors to share memory resources.
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Figure 6. Cypress’s SRAM profitability has improved dramatically in
recent quarters, reaching $18 million in Q406, the result of lower
operating costs and reduced competition. Cypress expects SRAMs
to remain a solid cash contributor to the business for the foreseeable
future as it leverages Flexible Manufacturing and “No More Moore”
to further reduce costs.
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Of course, the question remains whether this
improvement is permanent or just the result of another up
cycle before an inevitable down cycle. We feel that the
improvement will last because another factor has
changed in the SRAM business. Many competitors
dropped or de-emphasized SRAMs in 2006, including
Samsung, the only company with a larger SRAM share
than Cypress. While forecasts often prove inaccurate in
the volatile SRAM market, we believe that with our
restructuring, and reduced competition, the SRAM
business will remain attractive for us. Accordingly, we
have just signed a deal with Taiwan foundry United Micro-
electronics Corp., to manufacture our next-generation,
65-nanometer SRAMs, effectively allowing us to extend
Moore’s Law on SRAMs without massive investments.   

SUNPOWER
SunPower performed spectacularly in 2006, reporting
revenue of $237 million—three times greater than the $79
million reported in 2005. In addition, in the first quarter of
2007, SunPower acquired PowerLight, a Berkeley, Calif.,
installer of megawatt-sized photovoltaic systems. Given
the acquisition, we estimate SunPower’s revenue will be
$130 million in the first quarter, starting 2007 at a revenue
rate of $520 million, as shown in Figure 7. 

In addition, SunPower produced a profit in every quarter
of 2006, after reporting startup losses in each of the prior
two years. In the fourth quarter of 2006, SunPower
reported 26.2% gross margin1 (near its 30% model) and
19.2% profit before tax1 (near its 20% model). 

SunPower’s financial performance was excellent
because, for the third consecutive year, demand for solar
cells exceeded supply, despite the solar industry’s 37%
increase in volume in 2006 to an all-time record of 1,922
megawatts. 

Each SunPower automated manufacturing line produces
about 25 megawatts of solar cells per year. We have just
ramped to volume the fourth and final line in SunPower’s
original building, bringing its “nameplate” capacity to 108
megawatts, or about $430 million in revenue, at $4.00 per
watt sold. To supplement its growth in 2007, SunPower
purchased a second manufacturing facility, just south of
Manila. The new 431,000-square-foot facility (9.9 acres
under one roof) will house 10 manufacturing lines, each
producing 33 megawatts per year—enough to quadruple
SunPower’s output. The first production from this new
facility is scheduled for the second quarter of 2007. 

SunPower’s new PowerLight subsidiary is by far the
largest installer of megawatt-scale solar installations in
the world. In addition to adding significant revenue to
SunPower’s forecast in 2007, PowerLight will provide an
important strategic advantage: access to the end
customer. Previously, SunPower employed a strategy
similar to the well-known “Intel Inside” strategy—to
partner with retail suppliers who agreed to brand their
products as “SunPowered.” Last year, we decided that to
extend the SunPower brand, we needed direct customer
access in the two largest solar markets, residential and
commercial/industrial systems. In addition, SunPower
formed its SunPower North America (SPNA) unit to
penetrate the North American residential market. SPNA
became the second-largest North American supplier in
the fourth quarter of 2006. Our plan is to be No. 1 in North
America by the end of 2007.

Achieving success in the commercial market is more
difficult than in the residential market because customers
demand lower pricing and guaranteed annual power
generation. In addition, the modules used on flat-topped
industrial buildings are necessarily different from those
used in home installations. They do not have aluminum
frames and must be light, yet capable of surviving 100-
mph winds without being permanently attached to the
roof. PowerLight’s patented PowerGuard™ product
meets these criteria and dominates the commercial
marketplace.

Large-scale industrial solar power installations are bigger
than commercial rooftop installations, typically ranging up
to 10 megawatts. Examples of such installations are
shown on the inside back cover—a 0.8-megawatt instal-
lation on the Moscone Center in San Francisco, and a 10-
megawatt, 62-acre power plant in Bavaria. In order to get
the last bit of power from the Bavarian installation, the
solar panels are mounted on “trackers” that follow the sun.
PowerLight’s Power Tracker™ system is the most cost-
efficient tracking system available today.

We expect the output from SunPower’s new manufac-
turing plant, the success of its SunPower North America
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Figure 7. SunPower revenue reached $237 million in 2006, tripling
the $79 million it reported in 2005. SunPower aims to become the
largest residential solar supplier in North America by the end of 2007,
driven by the revenue and end-market connections of its recently
acquired PowerLight subsidiary.
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Division and the addition of PowerLight to at least double
SunPower’s sales in 2007. 

We are also working with SunPower to create intelligent
Smart Solar panels that use PSoC to monitor system
output and reliability, and WirelessUSB™ to radio that
information to a home display or PC. This new concept is
explained on the inside back cover.

SHAREHOLDER VALUE
In 2006, Cypress changed its employee stock option
program to reduce dilution. Grants to most employees
were made in restricted shares, in an amount equal to
one-half to one-third of our traditional stock-option grants.
The net effect of this change, combined with modest
headcount increases during the year, was that the net new
shares issued in 2006 amounted to only 0.06% of
outstanding shares. This year, we plan to expand the use
of restricted share grants and move to performance-
based vesting. 

The Cypress Board of Directors approved a $300 million
share buyback program in 2006 to increase EPS by
reducing the outstanding share count. In addition, by the
time this report is mailed, Cypress will have issued a $600
million convertible debenture, the sole purpose of which is
to buy back about 27 million shares from the market in a
second-quarter transaction. The convertible debenture
will require that Cypress repay the $600 million principal
loan in cash in two and one-half years. Our current plan is
to use the cash flow created by divestitures and opera-
tions to pay off the debt. Our backstop for this transaction
is our 52-million-share position in SunPower, currently
worth about $2 billion. We are thus using the value of the
SunPower asset on our balance sheet to obtain debt at
very low cost (1% coupon) to buy back a significant
number of shares to the benefit of all Cypress share-
holders. We believe that this is the best use of the
SunPower asset at this time in that it gives Cypress share-
holders the best of both worlds—the reduction of Cypress
share count and maximum ownership of SunPower.

CONCLUSION
Cypress had an excellent year in 2006, eclipsing the $1
billion revenue mark for the first time since 2000. We look
forward to generating all-time record revenue in 2007,
barring a significant unexpected economic downturn. 

Our share price significantly outperformed the SOXX and
S&P Semiconductor indices for the second consecutive
year. We look forward to increasing our earnings per
share again in 2007. 

Four of our prior SRAM diversification efforts have
become the foundations of our new mission: PSoC,
programmable USB, programmable clocks and
SunPower. Even the SRAM business, which sometimes
suffered losses in the 2001-2005 timeframe, seems ready
to produce stable profitability for the foreseeable future. 

We have launched a $300 million stock buyback program
and completed a $600 million convertible debenture
offering that leverages the SunPower asset on our
balance sheet to buy back about 27 million shares. 

Finally, we are overjoyed to see the dot.com bust
disappear in our rearview mirror, as we drive toward the
next level defined by our new Mission Statement. 

T.J. Rodgers
President and CEO

I thank the Cypress employees who created this report.
We tell our own story without the use of ad agencies or PR
firms.

All financial comments relate to our adjusted-GAAP
financial report.

The preceding letter contains several forward-looking statements regarding, among other things, new product releases, future events and the 
revenue and other financial performance projections for Cypress and certain of its business units and operating divisions. All such forward-
looking statements inherently involve risk and uncertainties and are made subject to the safe harbor provisions of the Private Litigation 
Reform Act of 1995. Readers are cautioned that these forward-looking statements are not guarantees and may differ materially from actual 
future events or results due to a variety of factors, including but not limited to: the economic conditions and growth trends in the 
semiconductor industry, the impact of increased competition, market acceptance of new product offerings, industry wide shifts in supply and 
demand, the effective and cost efficient utilization of manufacturing capacity and other risks identified in Cypress’s most recent reports on 
Form 10-K and 10-Q, including in this Annual Report. We use words such as “anticipates,” “believes,” “expects,” “forecast,” “future,” “intends,” 
“look forward,” “plans,” “should,” and similar expressions to identify such forward-looking statements. All forward-looking statements included 
in the preceding letter are based upon information available to, and the expectations of, Cypress management as of the date of the letter, 
which may change. We assume no obligation to update any such forward-looking statement. Such information speaks only as of the date of 
this release. 
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Adjusted-GAAP Annual Financial Data

(In millions, except per-share data)
(Unaudited)

2006 2005 2004 2003 2002
Revenues 1,091$ 886$    948$    837$    775$    
Cost of revenues 622      528      491      435      442      
Gross margin 469      358      457      402      333      
Research and development 221      223      251      239      250      
Selling, general and administrative 165      152      148      130      132      
Total operating costs and expenses 386      375      399      369      382      
Operating income (loss) 83        (17)       58        33        (49)       
Net interest income (expense) and other 20        1          (1)         (4)         (2)         
Income (loss) before income tax and minority interest 103      (16)       57        29        (51)       
Income tax (provision) benefit (9)         (1)         26        (3)         14        
Minority interest, net of tax (8)         -           -           1          -           
Net income (loss) 86$      (17)$     83$      27$      (37)$     

Net income (loss) per share:
Basic 0.61$   (0.13)$  0.67$   0.22$   (0.30)$  
Diluted 0.51$   (0.13)$  0.55$   0.19$   (0.30)$  

Weighted-average shares outstanding:
Basic 141      133      125      122      123      
Diluted 180      133      167      150      123      

Percent of revenue:
Gross margin 43% 40% 48% 48% 43%
Research and development 20% 25% 26% 29% 32%
Selling, general and administrative 15% 17% 16% 16% 17%
Operating income (loss) 8%  (2%) 6% 4%  (6%)

GAAP Net Income (Loss) Reconciliation to Adjusted-GAAP Net Income (Loss)
GAAP net income (loss) 39$      (92)$     24$      (5)$       (249)$   
Adjustments:
Cost of revenues (including acquisition-related expenses and stock-based compensation) 10        -           -           1          2          
Restructuring costs (credits) -           27        -           (7)         38        
Amortization of intangibles 16        28        39        38        44        
In-process research and development charge -           12        16        -           -           
Synthetic lease loss accrual 3          1          2          -           -           
Employee loan reserve -           -           (8)         -           15        
Gain on divestitures (15)       -           -           -           -           
Other operating expenses (including acquisition-related expenses and stock-based compensation) 43        7          11        13        42        
(Gain) loss on retirement of convertible subordinated notes -           -           -           7          (6)         
Investment-related and other (gains) losses (5)         2          -           (20)       60        
Tax effects on adjusted-GAAP adjustments (3)         (2)         (1)         -           17        
Minority interest adjustments (2)         -           -           -           -           
Adjusted-GAAP net income (loss) 86$      (17)$     83$      27$      (37)$     

Year Ended
9
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djusted GAAP Quarterly Financial Data
n millions, except per-share data)
naudited)

Q406 Q306 Q206 Q106 Q405 Q305 Q205 Q105
evenues 287$       290$       265$       249$       238$       227$       221$       200$       
ost of revenues 165         164         148         145         140         132         130         126         
ross margin 122         126         117         104         98           95           91           74           
esearch and development 52           57           56           56           54           55           55           59           
elling, general and administrative 44           44           38           39           39           38           37           38           
otal operating costs and expenses 96           101         94           95           93           93           92           97           
perating income (loss) 26           25           23           9             5             2             (1)           (23)         
et interest income (expense) and other 6             8             3             3             1             2             -             (2)           
come (loss) before income tax and minority interest 32           33           26           12           6             4             (1)           (25)         
come tax provision (3)           (2)           (2)           (2)           -             -             (1)           -             
inority Interest (3)           (3)           (2)           -             -             -             -             -             
et income (loss) 26$         28$         22$         10$         6$           4$           (2)$         (25)$       

et income (loss) per share:
Basic 0.18$      0.20$      0.16$      0.07$      0.04$      0.03$      (0.01)$    (0.19)$    
Diluted 0.15$      0.16$      0.13$      0.07$      0.04$      0.03$      (0.01)$    (0.19)$    

eighted-average shares outstanding:
Basic 144         141         140         138         136         134         132         131         
Diluted 184         180         179         179         143         142         132         131         

ercent of revenue:
ross margin 43% 43% 44% 42% 41% 42% 41% 37%
esearch and development 18% 20% 21% 22% 23% 24% 25% 30%
elling, general and administrative 15% 15% 14% 16% 16% 17% 17% 19%
perating income (loss) 9% 9% 9% 4% 2% 1%  (0%)  (12%)

AAP Net Income (Loss) Reconciliation to Adjusted-GAAP Net Income (Loss)
AAP net income (loss) 16$         10$         6$           7$           (2)$         (6)$         (15)$       (69)$       
djustments:
ost of revenues (including acquisition-related expenses and stock-based compensation) 3             3             3             1             1             -             (1)           -             
estructuring costs (credits) -             -             -             -             (1)           -             5             23           
mortization of intangibles 4             4             4             4             6             7             7             8             
-process research and development charge -             -             -             -             -             -             -             12           
ynthetic lease loss accrual 1             1             1             -             1             -             -             -             
ain on divestitures (9)           -             -             (6)           -             -             -             -             
ther operating expenses (including acquisition-related expenses and stock-based compensation) 11           9             10           13           2             3             2             -             
vestment-related and other (gains) losses 2             2             -             (9)           -             -             1             1             
ax effects on adjusted-GAAP adjustments (2)           -             (1)           -             (1)           -             (1)           -             
inority interest adjustments -             (1)           (1)           -             -             -             -             -             
djusted-GAAP net income (loss) 26$         28$         22$         10$         6$           4$           (2)$         (25)$       

Quarter Ended
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GAAP Annual Financial Data

(In millions, except per-share data)              Year Ended
2006 2005 2004 2003 2002

Revenues 1,091$    886$       948$       837$       775$       
Cost of revenues 632         528         491         436         443         
Gross margin 459         358         457         401         332         
Research and development 244         227         261         252         288         
Selling, general and administrative 188         156         143         130         152         
Restructuring costs (credits) -              27           -              (7)            38           
Amortization and impairment of intangibles 16           28           39           38           62           
Impairment of goodwill -              -              -              -              14           
In process research and development charge -              12           16           -              2             
Gain on divestitures (15)          -              -              -              -              
Other charges (credits) -              -              -              (3)            7             
Total costs and expenses 433         450         459         410         563         
Operating income (loss) 26           (92)          (2)            (9)            (231)        
Net interest income (expense) and other 25        (1)         (1)         6          (15)       
Income (loss) before income tax and minority interest 51           (93)          (3)            (3)            (246)        
Income tax (provision) benefit (6)            1             27           (3)            (3)            
Minority interest, net of tax (6)            -              -              1             -              
Net income (loss) 39$         (92)$        24$         (5)$          (249)$      

Net income (loss) per share:
Basic 0.28$      (0.69)$     0.20$      (0.04)$     (2.02)$     
Diluted 0.25$      (0.69)$     0.17$      (0.04)$     (2.02)$     

Weighted-average shares outstanding:
Basic 141         133         125         122         123         
Diluted 179         133         134         122         123         

Percent of revenues:
Gross margin 42% 40% 48% 48% 43%
Research and development 22% 26% 28% 30% 37%
Selling, general and administrative 17% 18% 15% 16% 20%
Restructuring costs (credits) 0% 3% 0%  (1%) 5%
Amortization and impairment of intangibles 1% 3% 4% 5% 8%
Impairment of goodwill 0% 0% 0% 0% 2%
In-process research and development charge 0% 1% 2% 0% 0%
Gain on divestitures  (1%) 0% 0% 0% 0%
Other charges (credits) 0% 0% 0%  (0%) 1%
11



Reconciliation from GAAP to Adjusted GAAP Annual Financial Data

Reconciling Items

(In millions)
(Unaudited)

 2006 2005 2004 2003 2002
Revenues -$            -$            -$            -$            -$            
Costs of revenues 10           -              -              1             1             
Gross margin (10)          -              -              (1)            (1)            
Research and development 23           4             10           13           38           
Selling, general and administrative 23           4             (5)            -              20           
Restructuring costs (credits) -              27           -              (7)            38           
Amortization and impairment of intangibles 16           28           39           38           62           
Impairment of goodwill -              -              -              -              14           
In-process research and development charge -              12           16           -              2             
Other charges (credits) -              -              -              (3)            7             
Gain on divestitures (15)          -              -              -              -              
Total costs and expenses 47           75           60           41           181         
Operating income (loss) (57)          (75)          (60)          (42)          (182)        
Net interest income (expense) and other 5             (2)            -              10           (13)          
Income (loss) before income tax and minority adjustments (52)          (77)          (60)          (32)          (195)        
Income tax (provision) benefit 3             2             1             -              (17)          
Minority interest, net of tax 2             -              -              -              -              
Total reconciling amounts (47)$        (75)$        (59)$        (32)$        (212)$      

Year Ended

(In millions)

Cost of revenues
Acquisition-related expenses and stock-based compensation (10)$        -$            -$            (1)$          (1)$          
Research and development
Acquisition-related expenses and stock-based compensation (21)          (3)            (9)            (13)          (38)          
Synthetic lease loss accrual (2)            (1)            (1)            -              -              
Selling, general and administrative
Acquisition-related expenses and stock-based compensation (22)          (4)            -              -              (5)            
Employee loan reserve -              -              8             -              (15)          
Synthetic lease loss accrual (1)            -              (1)            -              -              
Damages claim settlement -              -              (2)            -              -              
Restructuring costs (credits)
Restructuring costs (credits) -              (27)          -              7             (38)          
Acquisition and other costs
Amortization and impairment of intangibles (16)          (28)          (39)          (38)          (62)          
Impairment of goodwill -              -              -              -              (14)          
In-process research and development charge -              (12)          (16)          -              (2)            
Gain on divestitures 15           -              -              -              -              
Other charges (credits) -              -              -              3             (7)            
Net interest income (expense) and other
Investment-related and other (gains) losses 5             (2)            -              17           (19)          
(Gain) loss on retirement of bonds -              -              -              (7)            6             
Tax
Income tax (provision) benefit 3             2             1             -              (17)          
Minority interest, net of tax 2             -              -              -              -              

Total reconciling amounts (47)$        (75)$        (59)$        (32)$        (212)$      
12



GAAP Quarterly Financial Data

(In millions, except per-share data)
(Unaudited) Quarter Ended

Q406 Q306 Q206 Q106 Q405 Q305 Q205 Q105
Revenues 287$     290$     265$    249$    238$    227$    221$    200$    
Cost of revenues 168       167       151      146      141      132      129      126      
Gross margin 119       123       114      103      97        95        92        74        
Research and development 58         62         61        63        56        56        57        58        
Selling, general and administrative 50         49         44        45        40        40        37        39        
Restructuring costs (credits) -            -            -           -           (1)        -           5          23        
Amortization of intangibles 4           4           4          4          6          7          7          8          
In-process research and development charge -            -            -           -           -          -           -          12        
Gain on divestitures (9)          -            -           (6)         -          -           -          -           
Total costs and expenses 103       115       109      106      101      103      106      140      
Operating income (loss) 16         8           5          (3)         (4)        (8)         (14)      (66)       
Net interest income (expense) and other 4        6        3       12     1       2       (1)     (3)      
Income (loss) before income tax and minority interest 20         14         8          9          (3)        (6)         (15)      (69)       
Income tax (provision) benefit (1)          (2)          (1)         (2)         1          -           -          -           
Minority Interest, net of tax (3)          (2)          (1)         -           -          -           -          -           
Net income (loss) 16$       10$       6$        7$        (2)$      (6)$       (15)$    (69)$     

Net income (loss) per share:
Basic 0.11$    0.08$    0.04$   0.05$   (0.02)$ (0.04)$  (0.12)$ (0.53)$  
Diluted 0.09$    0.06$    0.04$   0.05$   (0.02)$ (0.04)$  (0.12)$ (0.53)$  

Weighted-average shares outstanding:
Basic 144       141       140      138      136      134      132      131      
Diluted 182       179       145      145      136      134      132      131      

Percent of revenue:
Gross margin 41% 42% 43% 41% 41% 42% 42% 37%
Research and development 20% 21% 23% 25% 24% 25% 26% 29%
Selling, general and administrative 17% 17% 17% 18% 17% 18% 17% 20%
Restructuring costs (credits) 0% 0% 0% 0% (0%) 0% 2% 12%
Amortization of intangibles 1% 1% 2% 2% 3% 3% 3% 4%
In-process research and development charge 0% 0% 0% 0% 0% 0% 0% 6%
Gain on divestitures  (3%) 0% 0%  (2%) 0% 0% 0% 0%
13



Reconciliation from GAAP to Adjusted GAAP Quarterly Financial Data

Reconciling Items

(In millions)
(Unaudited)

Q406 Q306 Q206 Q106 Q405 Q305 Q205 Q105
Revenues -$            -$            -$            -$            -$            -$            -$            -$            
Cost of revenues 3             3             3             1             1             -              (1)            -              
Gross margin (3)            (3)            (3)            (1)            (1)            -              1             -              
Research and development 6             5             5             7             2             1             2             (1)            
Selling, general and administrative 6             5             6             6             1             2             -              1             
Restructuring costs (credits) -                -                -                -                (1)            -              5             23           
Amortization of intangibles 4             4             4             4             6             7             7             8             
In-process research and development charge -              -              -              -              -              -              -              12           
Gain on divestitures (9)            -              -              (6)            -              -              -              -              
Total costs and expenses 7             14           15           11           8             10           14           43           
Operating income (loss) (10)          (17)          (18)          (12)          (9)            (10)          (13)          (43)          
Net interest income (expense) and other (2)         (2)         -           9          -           -           (1)         (1)         
Income (loss) before income tax and minority interest (12)          (19)          (18)          (3)            (9)            (10)          (14)          (44)          
Income tax (provision) benefit 2             -              1             -              1             -              1             -              
Minority interest, net of tax -              1             1             -              -              -              -              -              
Total reconciling amounts (10)$        (18)$        (16)$        (3)$          (8)$          (10)$        (13)$        (44)$        

Quarter Ended

(In millions)

Cost of revenues
Acquisition-related expenses and stock-based compensation (3)$          (3)$          (3)$          (1)$          (1)$          -$            1$           -$            
Research and development
Acquisition-related expenses and stock-based compensation (5)            (4)            (5)            (7)            (1)            (1)            (2)            1             
Synthetic lease loss accrual (1)            (1)            -              -              (1)            -              -              -              
Selling, general and administrative
Acquisition-related expenses and stock-based compensation (6)            (5)            (5)            (6)            (1)            (2)            -              (1)            
Synthetic lease loss accrual -              -              (1)            -              -              -              -              -              
Restructuring costs (credits)
Restructuring costs (credits) -              -              -              -              1             -              (5)            (23)          
Acquisition and other costs
Amortization of intangibles (4)            (4)            (4)            (4)            (6)            (7)            (7)            (8)            
In-process research and development charge -              -              -              -              -              -              -              (12)          
Gain on divestitures 9             -              -              6             -              -              -              -              
Net interest income (expense) and other
Investment-related and other (gains) losses (2)            (2)            -              9             -              -              (1)            (1)            
Tax
Income tax (provision) benefit 2             -              1             -              1             -              1             -              
Minority interest, net of tax -              1             1             -              -              -              -              -              

Total reconciling amounts (10)$        (18)$        (16)$        (3)$          (8)$          (10)$        (13)$        (44)$        

Reconciliation from GAAP to Adjusted-GAAP Income Before Income Tax and Minority Interest

(In millions)
(Unaudited)

Amount

As a % of 
Semiconductor 

Revenues Amount

As a % of 
SunPower 
Revenues Amount

As a % of 
Consolidated 

Revenues
GAAP income before income tax and minority interest 8$           4% 12$         16% 20$         7%
Adjustments:
Acquisition-related expenses and stock-based compensation 13           1             14           
Synthetic lease loss accrual 1             -              1             
Amortization of intangibles 3               1               4             
Gain on divestitures (9)            -              (9)            
Investment-related and other losses 2             -              2             
Adjusted-GAAP income before income tax and minority interest 18$         8% 14$         19% 32$         11%

Quarter Ended Q4
Semiconductor SunPower Consolidated
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GAAP Balance Sheet Summary

[1] Cash, cash equivalents, and investments includes restricted amounts totaling $63.3 million and $63.5 million
as of December 31, 2006 and January 1, 2006, respectively.

[2] Common stock, $.01 par value, 650 and 650 shares authorized; 144,844 and 137,036 outstanding as of
December 31, 2006 and January 1, 2006, respectively.

(In millions, except per-share data)

2006 2005
ASSETS
Cash, cash equivalents, and investments [1] 643$        394$      
Accounts receivable, net 163          151        
Inventories 119          74          
Property and equipment, net 572          465        
Goodwill and other intangible assets 396          459        
Other assets 230          155        
Total assets 2,123$     1,698$   

LIABILITIES AND STOCKHOLDERS' EQUITY
Accounts payable 92$          72$        
Deferred income 45            29          
Convertible subordinated notes 599          600        
Income tax liabilities 48            60          
Other liabilities 170          142        
Total liabilities 954          903        
Minority interest 123          38          
Stockholders' equity [2] 1,046       757        
Total liabilities and stockholders' equity 2,123$     1,698$   

As of
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The letter to Shareholders and “Management Discussion and Analysis” contain a number of forward-looking statements about the prospects for Cypress as well as the semiconductor 
industry more generally, which are based on our current expectations and could be affected by uncertainties and risk factors, including but not limited to those described in our Annual 
Report on Form 10-K. Our actual results may differ materially. We use words such as, “anticipates”, “believes”, “expects”, “future”, “look forward”, “planning”, “intends” and similar 
expressions to identify forward- looking statements which include statements related to: prices, growth, supply, shipments, a continued recovery, profit and revenue.
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March 28, 2007 

Dear Stockholder: 

You are cordially invited to attend the Cypress Semiconductor Corporation Annual Meeting of 
Stockholders to be held on Thursday, May 3, 2007, at 10:00 a.m. Pacific Daylight Time, at our offices 
located at 198 Champion Court, San Jose, California 95134. Details regarding the meeting and the business 
to be conducted are more fully described in the accompanying Notice of Annual Meeting of Stockholders 
and Proxy Statement.   

We hope you will be able to attend the Annual Meeting to listen to our report on the status of our 
business, our performance during 2006 and our near-term plans, and to ask any questions you may have.  

Your vote is very important. Whether or not you plan to attend the Annual Meeting, please vote as 
soon as possible. You may vote in person at the Annual Meeting, by sending in your written proxy, by 
telephone, or by using the Internet. Your vote by written proxy, by telephone or over the Internet will 
ensure your representation at the Annual Meeting if you cannot attend in person. Please review the 
instructions on the enclosed proxy card regarding each of these voting options. 

If you would rather receive our annual report and proxy statement electronically, you may sign up 
for our e-delivery program at www.cypress.com/edeliveryconsent. 

Thank you for your ongoing support and continued interest in Cypress Semiconductor Corporation.  

Very truly yours, 

 

T.J. Rodgers  
President and Chief Executive Officer 
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CYPRESS SEMICONDUCTOR CORPORATION 

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS 

MAY 3, 2007 
 

TO ALL CYPRESS STOCKHOLDERS: 

NOTICE IS HEREBY GIVEN that the Annual Meeting of Stockholders of Cypress Semiconductor Corporation, a 
Delaware corporation, will be held on:  

Date:   Thursday, May 3, 2007 

Time:  10:00 a.m. Pacific Daylight Time  

Place:   Cypress’s offices located at 198 Champion Court, San Jose, California 95134  

Items of 
Business: 1. The election of seven (7) directors to serve on our Board of Directors for a one-year term, and 

until their successors are elected; 
 

2. The ratification of the appointment of PricewaterhouseCoopers LLP as our independent registered 
public accounting firm for the fiscal year 2007;  

 
3. To amend the 1994 Stock Plan; and 

 
4. To transact such other business as may properly come before the Annual Meeting, or any 

adjournment or postponement thereof.  
 

The foregoing items of business are more fully described in the proxy statement accompanying this notice. All 
stockholders are cordially invited to attend the Annual Meeting in person. Only stockholders of record at the close of 
business on March 9, 2007, are entitled to receive notice of, and to vote at, the Annual Meeting or any adjournment or 
postponement thereof. Any stockholder attending the Annual Meeting and entitled to vote may do so in person even if 
such stockholder returned a proxy or voted by telephone or over the Internet. 

FOR THE BOARD OF DIRECTORS 

 
Brad W. Buss 
Corporate Secretary 

San Jose, California, March 28, 2007 

IMPORTANT: WHETHER OR NOT YOU EXPECT TO ATTEND THE ANNUAL MEETING, PLEASE 
COMPLETE, DATE AND SIGN THE ENCLOSED PROXY CARD AND MAIL IT PROMPTLY IN THE 
ENCLOSED ENVELOPE. YOU MAY ALSO VOTE BY TELEPHONE OR VIA THE INTERNET BY 
FOLLOWING THE DIRECTIONS ON THE ENCLOSED PROXY CARD.  ANY ONE OF THESE METHODS 
WILL ENSURE REPRESENTATION OF YOUR SHARES AT THE ANNUAL MEETING.  NO POSTAGE 
NEED BE AFFIXED TO THE PROXY CARD ENVELOPE IF MAILED IN THE UNITED STATES.  
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CYPRESS SEMICONDUCTOR CORPORATION 

PROXY STATEMENT FOR THE ANNUAL MEETING OF STOCKHOLDERS 

GENERAL INFORMATION 

The Board of Directors of Cypress Semiconductor Corporation (“Cypress” or the “Company”) is furnishing this 
proxy statement to you in connection with our solicitation of proxies to be used at our annual meeting of stockholders 
(“Annual Meeting”) to be held Thursday, May 3, 2007, at 10:00 a.m. Pacific Daylight Time, or at any adjournment(s) or 
postponement(s) thereof. The Annual Meeting has been called for the purposes set forth in this proxy statement and in 
the accompanying Notice of Annual Meeting of Stockholders. The Annual Meeting will be held at the Company’s 
principal executive offices located at 198 Champion Court, San Jose, California 95134.  The telephone number at that 
address is (408) 943-2600. 

The date of this proxy statement is March 28, 2007, and it was first mailed on or about March 30, 2007, to all 
stockholders entitled to vote at the Annual Meeting.  

The following is important information regarding the Annual Meeting and this proxy statement:  

Q: Who can attend the Annual Meeting? 

A: All stockholders and holders of proxies for those stockholders and other persons invited by Cypress can attend.  
If your shares are held by your broker in “street name,” you must bring to the Annual Meeting a letter from your 
broker indicating you hold the shares in street name or a copy of your proxy card showing that you are the 
direct or indirect owner of your shares as of March 9, 2007 (the “Record Date”). 

Q: Who is soliciting my vote? 

A: This solicitation is being made by the Board of Directors of Cypress. 

Q: Who is entitled to vote? 

A: Only stockholders of Cypress as of the close of business on the Record Date are entitled to vote at the Annual 
Meeting. As of the Record Date, there were 177,573,079 shares outstanding of Cypress’s common stock, par 
value $0.01 per share.  

Q: What may I vote on? 

A: (1) The election of seven (7) nominees to serve on our Board of Directors for a one-year term, and until their 
successors are elected; 

(2) The ratification of the appointment of PricewaterhouseCoopers LLP as our independent registered public 
accounting firm for fiscal year 2007;  

(3) The amendment of the 1994 Stock Plan; and 

(4) Any other business properly presented at the Annual Meeting. 

Q: What is a “quorum”? 

A: A “quorum” is the minimum number of shares required to be present or represented in order to hold an Annual 
Meeting, and to take a valid action or transact business at the Annual Meeting. There must be a quorum for the 
Annual Meeting to be held and action to be validly taken. The quorum requirement for holding the Annual 
Meeting and transacting business is a majority of the issued and outstanding shares entitled to vote at the 
Annual Meeting. They may be present at the Annual Meeting or represented by proxy. If you submit a properly 
executed proxy card, or if you attend the Annual Meeting (even if you abstain from voting or withhold your 
vote with respect to any proposal), you will be considered present for purposes of establishing the quorum and 
for purposes of determining the voting power present at the Annual Meeting.  

Q: What is the difference between holding shares as a stockholder of record and a beneficial owner? 

A: Many stockholders of Cypress hold their shares through a broker, a bank or other nominee, which in each case 
means they are beneficial owners.  A stockholder of record holds their shares directly in their own name.  As 
summarized below, there are distinctions between shares held of record and those beneficially owned. 
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Stockholder of Record.  If your shares are registered directly in your name with Cypress’s transfer agent, 
Computershare, you are considered the stockholder of record with respect to those shares, and these proxy 
materials are being sent to you directly by Cypress. 

Beneficial Owner.  If your shares are held in a stock brokerage account or by a bank or other nominee (also 
known as shares registered in “street name”), you are considered the beneficial owner of such shares, and these 
proxy materials are being forwarded to you by your broker or nominee who is considered, with respect to those 
shares, the stockholder of record.  As the beneficial owner, you have the right to instruct your broker or 
nominee how to vote your shares and you are also invited to attend the Annual Meeting.  However, since you 
are not the stockholder of record, you may not vote these shares in person at the Annual Meeting unless you 
bring a letter from your broker or nominee that identifies you as the direct or indirect owner of your shares and 
confirms your right to vote your shares.  Your broker or nominee will enclose a voting instruction card for you 
to use to instruct your broker or nominee how to vote your shares.   

Q: What shares can be voted and how may I cast my vote for each proposal? 

A: All shares owned by you as of the close of business on the Record Date may be voted.  You may cast one vote 
per share of common stock for each proposal except that a stockholder voting for the election of directors has 
the right to cumulate such stockholder’s votes.  This means you can give one candidate a number of votes equal 
to the number of directors to be elected multiplied by the number of shares you are entitled to vote, or you may 
distribute your shares among as many candidates as you may select, provided that your votes cannot be cast for 
more than seven (7) candidates. For example, if you own 100 shares of stock, and there are seven (7) directors 
to be elected at the Annual Meeting, you may allocate 700 shares (7 times 100) as “FOR” votes among as few 
or as many directors to be elected at the Annual Meeting as you choose. If you choose to cumulate your votes, 
you will need to submit a proxy card or a ballot and make an explicit statement of your intent to cumulate your 
votes, either by so indicating in writing on the proxy card or by indicating in writing on your ballot when voting 
at the Annual Meeting.  If you hold shares beneficially in street name and wish to cumulate your votes, you 
should contact your broker or nominee. 

Q: How can I vote my shares in person at the Annual Meeting? 

A: Shares held directly in your name as the stockholder of record may be voted in person at the Annual Meeting.  
If you choose to do so, please bring the enclosed proxy card or proof of identification and your holding of 
Cypress stock as of the Record Date. Even if you plan to attend the Annual Meeting, Cypress recommends that 
you vote your shares in advance as described below so that your vote will be counted if you later decide not to 
attend the Annual Meeting. Shares registered in street name may be voted in person by you only if you obtain a 
signed proxy from the broker who holds your shares, giving you the right to vote the shares.  You may contact 
your broker, bank or other nominee to obtain a proxy card, bring it with you and vote your shares at the Annual 
Meeting.  (See “Beneficial Owner” under “What is the difference between holding shares as a stockholder of 
record and a beneficial owner?”) 

Q:  How does the Board of Directors recommend I vote on all the proposals? 

A: The Board recommends a vote FOR each of the seven (7) director nominees, and a vote FOR each proposal 
listed for approval or ratification. 

Q:  How do I vote? 

A: If you hold shares directly as a stockholder of record, you can vote in one of the following three ways: 

(1) Indicate your vote on each proxy card you receive, then sign, date and return it in the prepaid envelope.  

(2) Vote through the Internet or telephone voting system more fully described on your proxy card. 

(3) Vote in person at the Annual Meeting.  

If you hold shares beneficially in street name, you may submit your voting instructions in the manner prescribed 
by your broker or nominee  (See “What is the difference between holding shares as a stockholder of record and 
a beneficial owner?” and “How can I vote my shares in person at the Annual Meeting?”) 

Q: What are the word choices for indicating my vote? 

A: For the election of directors, you may vote “FOR ALL,” “WITHHOLD ALL,” or “FOR ALL EXCEPT.” On 
your proxy card, a number has been assigned before the name of each director nominee. If you chose to vote 
“FOR ALL EXCEPT,” write the number before the name of the nominee from whom you wish to withhold 
your vote in the space provided on your proxy card.  
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You may vote “FOR,” “AGAINST,” or “ABSTAIN” with respect to each other matter on the proxy. Shares that 
vote “FOR,” “AGAINST,” or “ABSTAIN” are treated as being present at the meeting for purposes of 
establishing a quorum. These shares are also treated as votes eligible to be cast by the common stock present in 
person or represented by proxy at the Annual Meeting and “entitled to vote on the subject matter,” referred to as 
the “Votes Cast,” with respect to such matter.  

Q: How can I change my vote or revoke my proxy? 

A: If you are a stockholder of record, you have the right to revoke your proxy and change your vote at any time 
before the Annual Meeting by notifying Brad W. Buss, Corporate Secretary, returning a later-dated proxy card, 
or by Internet or telephone as more fully described on your proxy card. If you are a stockholder of record, you 
may also revoke your proxy and change your vote by voting in person at the Annual Meeting. Attendance at the 
Annual Meeting will not cause your previously granted proxy to be revoked unless you specifically so request 
or vote at the Annual Meeting. 

If your shares are held by a broker or other nominee, you may change your vote by submitting new voting 
instructions to your broker, trustee or nominee, or, if you have obtained a legal proxy from your broker or 
nominee giving you the right to vote your shares, by attending the Annual Meeting and voting in person.  

Q: What does it mean if I get more than one proxy card? 

A: It means you hold shares in more than one registered account. You must vote all of your proxy cards in one of 
the manners described above (under “How do I vote?”) to ensure that all your shares are voted.  

Q: Who will count the votes? 

A: Representatives of Investor Communication Services, a division of ADP, will count the votes and Brad W. 
Buss, Corporate Secretary, will act as the Inspector of Elections. Cypress believes that the procedures to be used 
by the Inspector of Elections to count the votes are consistent with Delaware law concerning the voting of 
shares, determination of a quorum and the vote required to take stockholder action.  

Q: What is a broker “discretionary” vote? 

A: Under the rules of the New York Stock Exchange, or NYSE, if you hold your shares through a broker or other 
nominee, your broker or nominee is permitted to vote your shares on the election of our directors and the 
ratification of our independent registered public accounting firm in its discretion if it has transmitted the proxy 
materials to you and has not received voting instructions from you on how to vote your shares before the 
deadline set by your broker.    

Q: How will abstentions and non-votes be treated? 

A: Abstentions, which are marked as “ABSTAIN” on your proxy card, will be counted for purposes of establishing 
a quorum for the transaction of business at the Annual Meeting and the total number of votes cast with respect 
to a particular matter. Except for broker non-votes that are described below, abstentions are included in the total 
number of votes cast for a particular proposal and a majority vote is needed to approve any proposal other than 
the election of directors, so abstentions have the effect of a vote “AGAINST” a proposal. 

If a broker indicates on a proxy that it does not have discretionary authority as to certain shares to vote on a 
particular matter (“broker non-votes”), those shares will be considered present for purposes of a quorum but 
will not be considered present for purposes of determining voting power on that matter. Broker non-votes with 
respect to proposals set forth in this proxy statement will not be considered votes cast and, accordingly, will not 
affect the determination as to whether the requisite majority of votes cast has been obtained with respect to a 
particular matter.  

Q: How will voting on any other business be conducted? 

A: We do not know of any business to be considered at this year’s Annual Meeting other than the proposals 
described in this proxy statement. If any other business is properly presented at the Annual Meeting, your 
signed proxy card gives T.J. Rodgers, Cypress’s President and Chief Executive Officer, and Brad W. Buss, 
Corporate Secretary, authority to vote on such matters at their discretion.  

Q: How much did this proxy solicitation cost and who will pay for the cost? 

A: The cost of soliciting your vote in connection with this proxy statement has been, or will be, borne by Cypress. 
We have retained Georgeson Shareholder Communications, Inc. to assist with the solicitation of proxies for a 
fee not to exceed $7,000, plus reimbursement of out-of-pocket expenses. Georgeson Shareholder 
Communications may solicit proxies by mail, telephone, in person or via other electronic communications. We 
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have also requested that banks, brokers and other custodians, nominees and fiduciaries send these proxy 
statement materials to the beneficial owners of our common stock they represent and secure their instructions as 
to the voting of such shares. We may reimburse such banks, brokers and other custodians, nominees and 
fiduciaries representing beneficial owners of our common stock for their expenses in forwarding solicitation 
material to such beneficial owners. Certain of our directors, officers or employees may also solicit proxies in 
person, by telephone, or by electronic communications, but they will not receive any additional compensation 
for doing so.  

Q: How can a stockholder request a copy of Cypress’s Annual Report on Form 10-K filed with the Securities 
and Exchange Commission for fiscal year 2006? 

A: A copy of Cypress’s Annual Report on Form 10-K has been mailed with this proxy statement. A 
stockholder may also send a written request for a copy of our Annual Report on Form 10-K to Brad. W. 
Buss, Corporate Secretary, Cypress Semiconductor Corporation, 198 Champion Court, San Jose, 
California 95134. Upon receipt of such request by a stockholder, we will provide a copy of our Annual 
Report on Form 10-K without charge, including the financial statements and the financial statement 
schedules, required to be filed with the Securities and Exchange Commission (SEC) pursuant to Rule 
13a-1 of the Securities Exchange Act of 1934 for our fiscal year 2006.  Our Annual Report on Form 10-K 
for the fiscal year ending December 31, 2006, is also available at our web site at: http://www.cypress.com/ 
investors/2006AR. 

Q: How and when may I submit proposals for consideration at next year’s annual meeting of stockholders 
or to nominate individuals to serve as directors for Cypress? 

A: You may submit your proposals, including director nominations, for consideration at future annual meetings of 
stockholders by following the directions set forth below: 

Stockholders Proposals: For stockholder proposals to be considered for inclusion in our 2008 proxy statement, 
the written proposal must be received by our Corporate Secretary, at our corporate offices at 198 Champion 
Court, San Jose, California 95134, no earlier than December 1, 2007, and no later than December 31, 2007. In 
the event the date of next year’s annual meeting is moved more than 30 days before or after the anniversary date 
of this year’s Annual Meeting, the deadline for inclusion of stockholder proposals in our proxy statement is 
instead a reasonable time before Cypress begins to print and mail its proxy materials.  All stockholder proposals 
will also need to comply with SEC regulations, such as Rule 14a-8 of the 1934 Securities Exchange Act 
regarding the inclusion of stockholder proposals in any company-sponsored proxy material.  

Nomination of Director Candidates:  A stockholder may propose director candidates for consideration by 
submitting them to the Board’s Nominating and Corporate Governance Committee. Such proposals should be 
directed to the Nominating and Corporate Governance Committee, c/o Corporate Secretary, Cypress 
Semiconductor Corporation, 198 Champion Court, San Jose, California 95134. In addition, the stockholder 
must give notice to the Corporate Secretary, and such notice must be received within the time period described 
above under “Stockholder Proposals.” Any such proposal should include the following: 

(1) nominee’s name, age, nationality, business and residential address; 

(2) nominee’s principal occupation and employment; 

(3) the class and number of shares of stock owned beneficially or of record by nominee; and  

(4) any other information required to be disclosed in the proxy statement. 

The stockholder’s notice must also include the following information for the stockholder giving the notice and 
the beneficial holder, if any, on whose behalf the nomination or proposal is being made: 

(1) their names and addresses; 

(2) the class and number of shares of stock owned beneficially and of record by them;  

(3) a description of any arrangements or understandings between them and each proposed nominee and any 
other persons (including their names) pursuant to which the nominations are being made;  

(4) a representation that they intend to appear in person or by proxy at the at the annual meeting to nominate 
the person named in the notice; 
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(5) a representation as to whether they are part of a group that intends to deliver a proxy statement or solicit 
proxies in support of the nomination; and  

(6) any other information that would be required to be included in the proxy statement. 

If such stockholder director nomination is made in accordance with instructions set forth above, the Nominating 
and Corporate Governance Committee of the Board of Directors will apply the same criteria in evaluating the 
nominee as it would any other board nominee candidate and will recommend to the Board of Directors whether 
or not the stockholder nominee should be included as a candidate for election in our proxy statement. The 
nominee and nominating stockholder must be willing to provide any information reasonably requested by the 
Nominating and Corporate Governance Committee in connection with its evaluation. The Board of Directors 
shall make the final determination whether or not a nominee will be included in the proxy statement and card 
for election (see “Consideration of Director Nominees” under the Board Structure and Compensation section of 
this proxy statement). 

Q:  How may I communicate with Cypress’s Board of Directors or the non-management directors on 
Cypress’s Board of Directors? 

A:  You may submit an email to our Board of Directors at CYBOD@cypress.com. All directors have access to this 
email address. Communications intended for non-management directors should be directed to the Chairman of 
the Nominating and Corporate Governance Committee, c/o Corporate Secretary, Cypress Semiconductor 
Corporation, 198 Champion Court, San Jose, California 95134.  

Q: Does Cypress’s Board of Directors have a policy as to attendance at the Annual Meeting by directors? 

A. Cypress does not have a formal policy on director attendance at annual meetings, although directors are 
encouraged to attend. All of our directors were present at the 2006 Annual Meeting. We expect that the majority 
of our directors will be at this meeting in person. 

Q: Where can I find the voting results of the Annual Meeting? 

A: Cypress will announce preliminary voting results at the 2007 Annual Meeting and publish final results in 
Cypress’s quarterly report on Form 10-Q for the second quarter of fiscal year 2007.  

Q: How can I receive the proxy statement and annual report by electronic delivery? 

A: You may sign up for Cypress’s e-delivery program at www.cypress.com/edeliveryconsent.  When you sign up 
for our electronic delivery program, you will be notified by electronic mail whenever our annual report or proxy 
statement is available. 
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BOARD STRUCTURE AND COMPENSATION 

CORPORATE GOVERNANCE 

General 

We have long believed that good corporate governance is important to ensure that Cypress is managed for the 
long-term benefit of its stockholders. During the past year, we have continued to review our corporate governance 
policies and practices to ensure they comply with the requirements or suggestions of various authorities in corporate 
governance and the best practices of other public companies. We have also continued to review the rules of the Securities 
and Exchange Commission (SEC) and the listing standards of the New York Stock Exchange (NYSE) to ensure that our 
corporate governance policies and practices are compliant in particular with the new SEC disclosure rules.  To this end, 
we have reviewed our Corporate Governance Guidelines to ensure consistency with the new SEC disclosure rules. Our 
revised Corporate Governance Guidelines are available at http://media.corporate-ir.net/media_files/nys/cy/governance/ 
guidelines2.pdf.  You may also request a copy in print by writing to:  

Brad W. Buss 
Corporate Secretary 
Cypress Semiconductor Corporation 
198 Champion Court 
San Jose, California 95134 

 Our Code of Business Conduct and Ethics is available on our website at http://media.corporate-
ir.net/media_files/nys/cy/governance/conduct.pdf.  Our Code of Business Conduct and Ethics covers topics such as 
financial reporting, conflict of interest, insider trading, compliance with laws, rules and regulations, and other Company 
policies.  You may also request a copy in print by writing to: 

Brad W. Buss 
Corporate Secretary 
Cypress Semiconductor Corporation 
198 Champion Court 
San Jose, California 95134 

 On May 30, 2006, we submitted our 303A Annual CEO Certification to the NYSE. 

Determination of Independence 

In order to make a determination of independence of a director as required by our Corporate Governance 
Guidelines and rules of the NYSE and SEC, the Board of Directors (the “Board”) determines whether a director or a 
director nominee has a material relationship with Cypress (either directly or indirectly as a partner, stockholder or officer 
of an organization that has a relationship with Cypress). Each director or director nominee completed a questionnaire, 
with questions tailored to the rules of the NYSE, as well as the SEC requirements for independence. On the basis of the 
questionnaires completed and returned by each director, the Board determined that each of Messrs. Albrecht, Benhamou, 
Carney, Long, McCranie, and van de Ven is independent as determined under our Corporate Governance Guidelines and 
the rules of the NYSE and SEC. The Board determined that Mr. T.J. Rodgers, our President and Chief Executive Officer, 
has a material relationship with Cypress by virtue of his employment and position at Cypress, and therefore, is not 
independent.  Apart from Mr. Rodgers, no other director has a relationship with Cypress other than through his 
membership on the Board and its committees.  

Consideration of Director Nominees 

The Nominating and Corporate Governance Committee regularly assesses the appropriate size of the Board and 
whether any vacancies are expected due to retirement or otherwise. The Nominating and Corporate Governance 
Committee uses a variety of methods for identifying and evaluating nominees for directorships, including requests to 
Board members and others for recommendations.  

Stockholders may recommend, with timely notice, individuals for the Nominating and Corporate Governance 
Committee to consider as potential director candidates by submitting their names and background to the Nominating and 
Corporate Governance Committee, c/o Corporate Secretary, Cypress Semiconductor Corporation, 198 Champion Court, 
San Jose, California 95134. The Nominating and Corporate Governance Committee will consider a recommendation 
only if appropriate biographical information and background material are provided on a timely basis (see “How and 
when may I submit proposals for consideration at next year’s annual meeting of stockholders or to nominate individuals 
to serve as directors for Cypress?”).  
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The qualifications of recommended director candidates will be reviewed by the Nominating and Corporate 
Governance Committee in accordance with the criteria set forth in our Corporate Governance Guidelines and SEC and 
NYSE rules. These criteria include the candidate’s skills, attributes, integrity, experience, commitment, diligence, 
conflicts of interest and the ability to act in the interest of all stockholders. The Nominating and Corporate Governance 
Committee does not assign specific weights to particular criteria and no particular criterion is necessarily applicable to 
all prospective nominees. Cypress believes that the backgrounds and qualifications of our directors, considered as a 
group, should provide a significant composite mix of experience, knowledge and abilities that will allow our Board to 
fulfill its responsibilities.   

The process followed by the Nominating and Corporate Governance Committee to identify and evaluate 
nominees includes meeting from time to time to evaluate biographical information and background material relating to 
potential candidates and if appropriate, conducting interviews of selected candidates by members of the Nominating and 
Corporate Governance Committee and the Board. 

Assuming that appropriate biographical and background material are provided for candidates recommended by 
stockholders, the Nominating and Corporate Governance Committee will evaluate nominees by following substantially 
the same process, and applying substantially the same criteria, as for candidates submitted by Board members.  

The Board makes the final determination whether or not a stockholder-recommended candidate will be included 
as a director nominee for election in accordance with the criteria set forth in our Corporate Governance Guidelines. If the 
Board decides to nominate a stockholder-recommended candidate and recommends his or her election as a director by 
the stockholders, the name of the nominee will be included in Cypress’s proxy statement and proxy card for the 
stockholders meeting at which his or her election is recommended. 

Communications from Stockholders and Other Interested Parties 

The Board will give appropriate attention to written communications on valid issues that are submitted by 
stockholders and other interested parties, and will respond if and as appropriate. Absent unusual circumstances or as 
contemplated by committee charters, the Chairman of the Nominating and Corporate Governance Committee, with the 
assistance of the Corporate Secretary, will (1) be primarily responsible for monitoring communications from 
stockholders and other interested parties, and (2) provide copies or summaries of such communications to the other 
directors as the Chairman considers appropriate.  

Communications will be forwarded to all directors if they relate to substantive matters and include suggestions 
or comments that the Chairman of the Nominating and Corporate Governance Committee considers to be important for 
the directors to know. In general, communications relating to corporate governance and long-term corporate strategy are 
more likely to be forwarded to our full Board of Directors.   

Stockholders and other interested parties who wish to send communications on any topic to the Board may do 
so by sending an email to CYBOD@cypress.com or by addressing such communication to the Chairman of the Board of 
Directors, c/o Corporate Secretary, Cypress Semiconductor Corporation, 198 Champion Court, San Jose, California, 
95134.  

BOARD STRUCTURE AND COMMITTEES 

Eric A. Benhamou serves as Chairman of our Board of Directors. The Board held a total of eight (8) meetings 
during our 2006 fiscal year, which ended on December 31, 2006.  Every director attended at least 75% of the number of 
Board meetings that they were required to attend, and at least 75% of the meetings of the committees of the Board on 
which the director served.  Our “non-management” (who are all independent) directors met four (4) times in executive 
sessions during regularly scheduled Board meetings in the 2006 fiscal year. Mr. Benhamou presided over all executive 
sessions of our directors, as defined under the rules of the NYSE. 

Interested parties are able to make their concerns known to the non-management independent directors by 
electronic mail to CYBOD@cypress.com, or in writing addressed to the Chairman of the Board of Directors, c/o 
Corporate Secretary, Cypress Semiconductor Corporation, 198 Champion Court, San Jose, California 95134. 

The Board of Directors has an Audit Committee, a Compensation Committee, a Nominating and Corporate 
Governance Committee, and an Operations Committee.  The membership and functions of each committee in 2006 is 
described in the table below: 
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Director  
Audit 

Committee 
Compensation 

Committee 

Nominating and 
Corporate 

Governance 
Committee 

 
 

Operations 
Committee 

W. Steve Albrecht  Chairman    
Eric A. Benhamou  X Chairman   
Lloyd Carney X X   
James R. Long   X Chairman  
J. Daniel McCranie X   X 
Alan F. Shugart(1)   X  
Evert van de Ven   X X 
T.J. Rodgers     

(1) Mr. Shugart retired from the Board of Directors in May 2006. 

The Audit Committee 

The Audit Committee of our Board of Directors assists the Board in fulfilling its responsibilities with respect to 
its oversight of: 

• the quality and integrity of our financial statements;  

• our compliance with legal and regulatory requirements;  

• the registered independent public accounting firm’s qualification and independence; 

• the performance of our internal audit function and independent registered public accounting firm; and 

• the preparation of the report the SEC requires be included in our annual proxy statement. 

The Audit Committee operates under a written charter adopted by our Board of Directors, and was established 
in accordance with Exchange Act Section 3(a)(58)(A). The charter of the Audit Committee is available on our web site at 
http://www.corporate-ir.net/ireye/ir_site.zhtml?ticker=CY&script=2210&item_id=489.  The Board of Directors has 
determined that all the members of the Audit Committee are independent as independence is defined in NYSE Rule 
303A.02.  

The Audit Committee consists of Messrs. Albrecht, Benhamou, Carney, and McCranie, and met eight (8) times 
in fiscal year 2006. The Board of Directors determined that each member of the Audit Committee is financially literate 
and has accounting and/or related financial management expertise required under the rules of the NYSE.   

Our Audit Committee charter limits to three (3) the number of audit committees on which a Cypress Audit 
Committee member may serve without the review and approval of our Board of Directors. Mr. Albrecht currently serves 
on the audit committees of four public companies, including Cypress and SunPower Corporation, a Cypress subsidiary. 
Our Board of Directors has discussed with Mr. Albrecht his Audit Committee membership and evaluated the existing 
demands on his time. Based on these discussions, our Board concluded that such simultaneous service does not impair 
Mr. Albrecht's ability to continue to effectively serve on our Audit Committee.  Our Board designated Mr. Albrecht as 
the “audit committee financial expert” in accordance with the NYSE requirement. The responsibilities of our Audit 
Committee and its activities during fiscal year 2006 are described in the Report of the Audit Committee contained in this 
proxy statement.  

In discharging its duties, the Audit Committee: 

• reviews and approves the scope of the annual audit and the independent public accountants’ fees; 

• meets independently with our independent registered public accounting firm, internal auditors, and our 
senior management; 

• reviews the general scope of our accounting, financial reporting, annual audit and matters relating to 
internal control systems, as well as the results of the annual audit and review of interim financial 
statements, auditor independence issues, and the adequacy of the Audit Committee charter;  

• pre-approves all significant non-audit services provided by the registered independent registered public 
accounting firm; and 

• reviews SEC filings, earnings releases and other forms of significant investor communications. 
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The Compensation Committee 

The Compensation Committee consists of Messrs. Benhamou, Carney, and Long.  The Board has determined 
that the  members of the committee are independent as defined under the rules of the NYSE. The Compensation 
Committee assists the Board with discharging its duties with respect to the formulation, implementation, review and 
modification of the compensation of our directors, officers and senior executives, and the preparation of the annual 
report on executive compensation for inclusion in our proxy statement.  

The Committee, through delegation by the Board of Directors, has overall responsibility for the following: 

• establishing the specific performance objectives for our chief executive officer and subsequently evaluating 
his compensation based on achievement of those objectives.  The Committee also reviews his performance 
objectives with the full Board of Directors; 

• the formulation, implementation, review, and modification of the compensation of the Company’s directors 
and officers; 

• recommending to the Board for approval and evaluation the compensation plans, policies and programs of 
the Company; 

• the preparation of an annual report on executive compensation for inclusion in the Company’s annual proxy 
statement; 

• reviewing and approving the Company’s Compensation Discussion and Analysis (CD & A) for inclusion in 
the proxy statement; and 

• monitoring and approving the Company’s incentive and equity-based compensation plans, and any 
supplemental benefits. 

In discharging its duties, the Committee has retained the services of various compensation consultants in order 
to have independent, expert perspectives on matters related to executive compensation, Company and executive 
performance, equity plans and other issues. The Committee has the sole authority to determine the scope of services for 
these consultants and may terminate the consultants’ services at any time. The fees of these consultants are paid by the 
Company. 

No officer of the Company was present during discussions or deliberations regarding that officer’s own 
compensation. Additionally, the Committee met in executive session with its independent consultant to discuss various 
matters and formulate certain final decisions, including those regarding the performance and compensation of the Chief 
Executive Officer. 

 The Compensation Committee held five (5) meetings during our 2006 fiscal year. The responsibilities of our 
Compensation Committee and its activities during fiscal year 2006 are also described in the Report of the Compensation 
Committee contained in this Proxy Statement. The charter for our Compensation Committee is posted on our web site at 
http://www.corporate-ir.net/ireye/ir_site.zhtml?ticker=CY&script=2210&item_id=490. 

The Nominating and Corporate Governance Committee 

The Nominating and Corporate Governance Committee consists of Messrs. Long and van de Ven.  The Board 
has determined that the members of the Committee are independent as defined under the rules of the NYSE.  The 
purpose of the Nominating and Corporate Governance Committee is to:  

• identify and evaluate individuals qualified to become Board members; 

• recommend to the Board the persons to be nominated by the Board for election as directors at the annual 
meeting of stockholders, including any nomination of qualified individuals properly submitted by 
stockholders of the Company; and  

• develop, maintain and recommend to the Board a set of corporate governance principles and oversee the 
evaluation of the Board.  

The Nominating and Corporate Governance Committee is authorized to retain advisers and consultants and to 
compensate them for their services. The Nominating and Corporate Governance Committee did not retain any such 
advisers or consultants during fiscal year 2006.   

The Nominating and Corporate Governance Committee held two (2) meetings during fiscal year 2006. The 
charter for our Nominating and Corporate Governance Committee is posted on our web site at http://www.corporate-
ir.net/ireye/ir_site.zhtml?ticker=CY&script=2210&item_id=491. 
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The Operations Committee 

The Operations Committee consists of Messrs. McCranie and van de Ven. The purpose of the Operations 
Committee is to:  

• review strategic proposals and provide advice and counsel to Cypress regarding business operations; and 

• present to the Board an independent assessment of Cypress’s business operations and practices. 

To discharge their responsibilities, members of the Operations Committee attend various quarterly operations 
reviews and provide advice and counsel to the Company’s management.  As part of their committee responsibilities, 
Mr. van de Ven also serves on our Manufacturing Advisory Board (“MAB”) and Mr. McCranie serves on the Sales & 
Marketing Board (“S&MB”). The charter for our Operations Committee is posted on our web site at 
http://www.corporate-ir.net/ireye/ir_site.zhtml?ticker=CY&script=2210&item_id=6028. 

COMPENSATION OF DIRECTORS 

We pay an annual retainer fee of $45,000 to each non-management member of our Board.  We also pay an 
additional $2,500 to the chairman of our Audit Committee quarterly, and a quarterly payment of $1,250 to other 
members of the Audit Committee. Each of the chairmen of the Compensation Committee and the Nominating and 
Corporate Governance Committee is paid an additional $1,875 quarterly. No additional payment is made to other 
members of the Compensation Committee or the Nominating and Corporate Governance Committee.  The members of 
our Operations Committee are paid $2,500 for each business operations or each advisory board meeting they attend.  In 
addition to the compensation described above, we pay the travel and other meeting-related expenses of each of our non-
management directors. 

In addition to the cash remuneration set forth above, the 1994 Stock Plan, as amended, provides for the 
automatic grant of non-statutory options to our non-management directors. Upon their initial appointment to the Board, 
each non-management director is granted an option to purchase 80,000 shares of common stock.  Incumbent non-
management directors who have served since the last annual stockholders meeting and are re-elected at the Company’s 
next annual meeting automatically receive an additional option to purchase 20,000 shares of common stock as detailed in 
our 1994 Stock Plan. Vesting and pricing is effective as of the date of the Annual Meeting. If the re-elected incumbent 
director has not served on the Board since the last annual stockholders meeting, then the additional 20,000 option grant is 
pro-rated based on the number of months from the date of his initial grant to the date of his re-election.  Commencing in 
fiscal year 2007, we will be considering awarding to our directors restricted stock units instead of stock options. 

As long as a director maintains continuous status as a director, option grants vest on a monthly basis over a 
period of five (5) years from the date of grant. The exercise price of options granted under the 1994 Stock Plan is the fair 
market value of our common stock on the date of grant, which is the date of the annual meeting for returning directors. 
No other compensation is made to members of our Board, except as set forth under “Certain Relationships and Related 
Transactions.” 
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PROPOSAL ONE 

ELECTION OF DIRECTORS 

A board of seven (7) directors is to be elected at the 2007 Annual Meeting. The proxies cannot be voted for 
greater than the number of nominees named. All directors are elected annually and serve a one-year term until the next 
annual meeting where they or their successors are elected. Unless otherwise instructed, the proxy holders will vote the 
proxies received by them for the seven (7) nominees named below, each of whom is presently serving as one of our 
directors. If any nominee is unable or declines to serve as a director at the time of the Annual Meeting, the proxies will 
be voted for any nominee designated by the present Board of Directors to fill the vacancy. If additional persons are 
nominated for election as directors, the proxy holders intend to vote all proxies received by them in accordance with 
cumulative voting to elect as many of the nominees listed below as possible. In such event, the proxy holders will 
determine the specific nominees for whom such votes will be cumulated. We do not expect any nominee will be unable 
or will decline to serve as a director. There are no arrangements or understandings between any nominee and any other 
person pursuant to which he was selected as a director or a nominee. 

Nominees for Election to Our Board of Directors 

Name of Nominee Age Principal Occupation Director 
Since 

T.J. Rodgers  59 Our President and Chief Executive Officer  1982 

W. Steve Albrecht  60 Associate Dean and Andersen Alumni Professor of Accounting, 
Marriott School of Management, Brigham Young University 2003 

Eric A. Benhamou  51 Chairman of our Board, Chairman of the Board of 3Com 
Corporation and Palm, Inc.  1993 

Lloyd Carney 45 Chief Executive Officer, Carney Global Ventures 2005 

James R. Long 64 Former Executive Vice President of Nortel 2000 

J. Daniel McCranie 63 Chairman of the Board of ON Semiconductor and Virage Logic 2005 

Evert van de Ven 57 Former Executive Vice President and Chief Technical Officer of 
Novellus Systems 2005 

Except as set forth below, each of the nominees has been engaged in his principal occupation described above 
during the past five (5) years. There are no family relationships among our directors and executive officers.  

T.J. Rodgers is a co-founder of Cypress and has been the Company’s president and chief executive officer and a 
member of our board of directors since 1982. Mr. Rodgers also serves as a director of Bloom Energy (formerly Ion 
America), Silicon Light Machines, and SunPower Corporation.  Mr. Rodgers is also a member of the board of trustees at 
Dartmouth College. 

W. Steve Albrecht is the Associate Dean and Andersen Alumni Professor of Accounting at the Marriott School 
of Management at Brigham Young University (BYU). Mr. Albrecht, a certified public accountant, certified internal 
auditor, and certified fraud examiner, joined BYU in 1977 after teaching at Stanford University and the University of 
Illinois. Prior to BYU, he worked as an accountant for Deloitte & Touche. Mr. Albrecht is the past president of the 
American Accounting Association and the Association of Certified Fraud Examiners. He currently serves on the board of 
directors of Red Hat, SkyWest Airlines, and SunPower Corporation. He is currently a trustee of the Financial Accounting 
Foundation that provides oversight to the FASB (Financial Accounting Standards Board) and GASB (Governmental 
Accounting Standards Board). 

Eric A. Benhamou is the chairman of our board of directors, as well as the chairman of the board of directors of 
3Com Corporation and Palm, Inc. He served as chief executive officer of Palm, Inc. from October 2001 until October 
2003, and as chief executive officer of 3Com from 1990 until the end of 2000. Mr. Benhamou co-founded Bridge 
Communications, an early networking pioneer, and was vice president of engineering until its merger with 3Com in 
1987. He is also a member of the board of directors of RealNetworks, Inc. and Silicon Valley Bank. He serves on the 
executive committee of TechNet and the Computer Science and Technology Board (CSTB). He is the chief executive 
officer of Benhamou Global Ventures, an investment firm he established. 
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Lloyd Carney is the chairman of the board of directors and chief executive officer of Carney Global Ventures, 
an early round global venture fund.  Prior to founding Carney Global Ventures, he was the general manager of IBM’s 
NetCool Division.  Prior to his employment at IBM, he was the chairman and chief executive officer of Micromuse, 
before it was acquired by IBM in 2006. Prior to Micromuse, Mr. Carney was the chief operations officer and executive 
vice president at Juniper Networks where he oversaw the engineering, product management and manufacturing divisions. 
Prior to joining Juniper Networks, Mr. Carney was the president of the Core IP Division, the Wireless Internet Division 
and the Enterprise Data Division at Nortel Networks. 

James R. Long has been an independent business consultant since 1999. He retired in 1999 as executive vice 
president of Nortel Networks Corporation and president of Nortel Enterprise Solutions. Between 1991 and 1999, 
Mr. Long was the president of various business units at Nortel Networks, including Asia Pacific, Nortel World Trade, 
and the Enterprise Solutions group. Prior to joining Nortel, Mr. Long held a variety of senior executive positions with 
IBM Corporation and Rolm Company, an IBM and Siemens joint venture. He currently serves on the board of directors 
of 3Com Corporation and the Polynesian Cultural Center.  Mr. Long currently serves on Cypress’s Sales & Marketing 
Advisory Board. 

J. Daniel McCranie currently serves as chairman of the board of ON Semiconductor and Virage Logic. He is 
also a member of the board of directors of Actel Corporation. Mr. McCranie served as Cypress's executive vice president 
of sales and marketing from 1993-2001. Prior to his initial tenure with Cypress, Mr. McCranie was the chairman of the 
board, president and chief executive officer of SEEQ Technology, and held positions of increasing responsibility in 
management, engineering, and sales and marketing at Harris Corporation, Advanced Micro Devices, American 
Microsystems and Philips Corporation. 

Evert van de Ven has more than 30 years of experience in the semiconductor industry, including engineering 
and advisory positions at Philips Semiconductor, Matsushita Electronics Corporation and Applied Materials.  Mr. van de 
Ven retired as executive vice president and chief technology officer of Novellus Systems in 1995.  Mr. van de Ven 
previously served on the board of directors at Matrix Integrated Systems.  Mr. van de Ven has been a member of the 
Technology Advisory Board at Cypress since 1995, and was a member of the Company’s Manufacturing Advisory 
Board from 1999 to 2005. 

Required Vote 

The seven (7) nominees receiving the highest number of affirmative votes of the shares present or represented 
and entitled to vote shall be elected as directors to serve until our next annual meeting, where they or their successors 
will be elected. Votes withheld from this proposal are counted for purposes of determining the presence or absence of a 
quorum for the transaction of business, but have no further legal effect under Delaware law.  

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE “FOR” 
THE ELECTION TO THE BOARD OF EACH OF THE NOMINEES PROPOSED ABOVE. 
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PROPOSAL TWO 

RATIFICATION OF THE SELECTION OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

The Board of Directors, upon recommendation of the Audit Committee, has reappointed the firm of 
PricewaterhouseCoopers LLP as our independent registered public accounting firm for the fiscal year ending 
December 30, 2007, subject to ratification by our stockholders.   

PricewaterhouseCoopers LLP has served as our independent registered public accounting firm since 1982. A 
representative of PricewaterhouseCoopers LLP is expected to be present at the Annual Meeting and will have an 
opportunity to make a statement if he or she desires to do so, and will be available to respond to questions.   

Stockholder ratification of the selection of PricewaterhouseCoopers LLP as our independent registered public 
accounting firm is not required by our bylaws or other applicable legal requirements. However, the Board is submitting 
the selection of PricewaterhouseCoopers LLP to the stockholders for ratification as a matter of good corporate practice.  

If the stockholders fail to ratify the selection of our independent registered public accounting firm, the Audit 
Committee and the Board will reconsider whether or not to retain that firm. Even if the selection is ratified, the Board, at 
its discretion, may direct the appointment of a different independent registered public accounting firm at any time during 
the year if it determines that such a change would be in Cypress’s and its stockholders’ best interests.   

All fees charged to Cypress, including SunPower Corporation, by PricewaterhouseCoopers LLP for fiscal 
years 2006 and 2005 were pre-approved by the Audit Committee and were as follows: 

Services 2006 2005 
Audit Fees  $3,514,287  $3,953,088 

Audit-Related Fees  $359,300  $66,733 

Tax Fees  $1,127,284  $1,023,079 

 Total  $5,000,871  $5,042,900 

Breakdown of Fees for 2006 

Services Cypress SunPower Total 

Audit Fees   $2,296,287  $1,218,000  $3,514,287 

Audit-Related Fees  $182,300  $177,000  $359,300 

Tax Fees  $1,026,284  $101,000  $1,127,284 

Breakdown of Fees for 2005 

Services Cypress SunPower Total 

Audit Fees  $2,744,088  $1,209,000  $3,953,088 

Audit-Related Fees  $66,733  0  $66,733 

Tax Fees  $804,079  $219,000  $1,023,079 

Audit Fees:  Includes fees associated with the annual audit of financial statements and internal control over 
financial reporting in compliance with regulatory requirements under the Sarbanes-Oxley Act, review of our quarterly 
reports on Form 10-Q, annual report on Form 10-K and periodic reports on Form 8-K, consents issued in connection 
with our Form S-8 filings, assistance and review with other documents we filed with the SEC, and statutory audits 
required internationally. In addition, audit fees for 2005 included services rendered in connection with SunPower 
Corporation’s initial public offering in November 2005, and a secondary public offering in June 2006. 

Audit-Related Fees: Audit-related services principally include employee benefit plan audits, internal control 
consulting, and accounting consultations not associated with the audit.  
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Tax Fees: Includes fees for tax compliance (tax return preparation assistance and expatriate tax services), 
general tax planning, tax-related services on acquisition, and international tax consulting.  

All Other Fees: Cypress was not billed any other fees by PricewaterhouseCoopers LLP.    

Required Vote 

The affirmative vote of the holders of a majority of the shares represented and entitled to vote at the meeting 
will be required to ratify the selection of PricewaterhouseCoopers LLP as our independent registered public accounting 
firm for the fiscal year ending December 30, 2007. 

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE “FOR” 
THE RATIFICATION OF THE APPOINTMENT OF PRICEWATERHOUSECOOPERS 
LLP AS OUR INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM. 
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REPORT OF THE AUDIT COMMITTEE OF THE BOARD OF DIRECTORS 

The Audit Committee of Cypress’s Board of Directors serves as the representative of the Board of Directors 
with respect to its oversight of:  

• Cypress’s accounting and financial reporting processes and the audit of Cypress’s financial statements; 

• the integrity of Cypress’s financial statements; 

• Cypress’s internal controls and the audit of management’s assessment of the effectiveness of internal 
control over financial reporting; 

• Cypress’s compliance with legal and regulatory requirements; 

• the independent registered public accounting firm’s appointment, qualifications and independence; and 

• the performance of Cypress’s internal audit function. 

The Audit Committee also reviews the performance of Cypress’s independent registered public accounting firm, 
PricewaterhouseCoopers LLP, in the annual audit of financial statements and internal control over financial reporting 
and in assignments unrelated to the audit, and reviews the independent public accountants’ fees.  

The Audit Committee provides the Board such information and materials as it may deem necessary to make the 
Board aware of financial matters requiring the attention of the Board. The Audit Committee reviews the Company’s 
financial disclosures, and meets privately, outside the presence of our management, with our independent registered 
public accounting firm and our internal auditors to discuss our internal accounting control policies and procedures. In 
fulfilling its oversight responsibilities, the Audit Committee reviewed the audited financial statements in our Annual 
Report on Form 10-K for our fiscal year ended December 31, 2006, with management including a discussion of the 
quality and substance of the accounting principles, the reasonableness of significant judgments, and the clarity of 
disclosures in the financial statements. In addition, the Audit Committee reviewed the results of management’s 
assessment of the effectiveness of Cypress’s internal control over financial reporting as of December 31, 2006. The 
Audit Committee reports on these meetings to our Board of Directors.  

The charter of the Audit Committee is available at our website at: 

http://www.corporate-ir.net/ireye/ir_site.zhtml?ticker=CY&script=2210&item_id=489 

Cypress’s management has primary responsibility for preparing Cypress’s financial statements and for its 
financial reporting process.  In addition, management is responsible for establishing and maintaining adequate internal 
control over financial reporting. Cypress’s independent registered public accounting firm is responsible for expressing an 
opinion on the conformity of Cypress’s financial statements to generally accepted accounting principles and on 
management’s assessment of the effectiveness of Cypress’s internal control over financial reporting.   

The Audit Committee hereby reports as follows: 

(1) The Audit Committee has reviewed and discussed the audited financial statements for fiscal year 2006 
with Cypress’s management. 

(2) The Audit Committee has reviewed and discussed with management the evaluation of Cypress’s internal 
controls and the audit of management’s assessment on the effectiveness of Cypress’s internal control 
over financial reporting, as required by Section 404 of the Sarbanes-Oxley Act of 2002. 

(3) The Audit Committee has discussed with PricewaterhouseCoopers LLP, the independent registered 
public accounting firm for Cypress, the matters required to be discussed by SAS 61 (Codification of 
Statements on Auditing Standard, AU §380), as modified and supplemented. 

(4) The Audit Committee has received the written disclosures and the letter from PricewaterhouseCoopers 
LLP for Cypress required by Independence Standards Board Standard No. 1 “Independence Discussions 
with Audit Committees,” and has discussed with PricewaterhouseCoopers LLP their independence, 
including whether PricewaterhouseCoopers LLP’s provision of non-audit services to Cypress is 
compatible with their independence. 

The Audit Committee has adopted a policy that requires advance approval of all audit, audit-related, tax 
services, and other services performed by the independent registered public accounting firm. The policy provides for pre-
approval by the Audit Committee of specifically defined audit and non-audit services. With the exception of certain de-
minimus amounts, unless the specific service has been previously pre-approved with respect to that fiscal year, the Audit 
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Committee must approve the permitted service before the independent registered public accounting firm is engaged to 
perform such services for Cypress.  

Based on the review and discussion referred to in items (1) through (4) above, the Audit Committee 
recommended to Cypress’s Board of Directors and the Board approved, that the Company’s audited financial statements 
be included in Cypress’s Annual Report on Form 10-K for the fiscal year ended December 31, 2006, for filing with the 
SEC.  The Audit Committee also recommended the reappointment of PricewaterhouseCoopers LLP as Cypress’s 
independent registered public accounting firm for fiscal year 2007. 

Each member of the Audit Committee is independent as defined under the listing standards of the NYSE. 

AUDIT COMMITTEE OF THE BOARD OF DIRECTORS 

W. Steve Albrecht, Chairman 
Eric A. Benhamou  
Lloyd Carney 
J. Daniel McCranie 
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PROPOSAL THREE 

AMENDMENT OF THE 1994 STOCK PLAN 

Background 

Our 1994 Stock Plan (the “Plan”) currently allows us to grant stock options and restricted stock (including 
restricted stock units) to employees, officers and directors.  As of March 1, 2007, the Plan had approximately 
16.1 million stock options and 1 million shares of restricted stock or restricted stock units available for grant. 

Summary of the Proposal 

General.  Our Board of Directors approved the amendment and restatement of the Plan (as amended and 
restated, the “Amended Plan”) on March 26, 2007, subject to approval by the stockholders at the Annual Meeting.  The 
amendments approved by the Board have no effect on the term of the Plan.  Our executive officers and directors have an 
interest in this Proposal.  The Amended Plan includes the following features: 

• reduces the number of shares available for issuance from approximately 17.0 million shares to 15.3 million 
shares; 

• replaces the 2,000,000 share limitation on restricted stock and restricted stock unit awards with a provision 
removing 1.88 shares from the Plan share reserve for every share of restricted stock or restricted stock units 
issued under the Plan; 

• adds stock appreciation rights, with a maximum 8-year term, and a minimum exercise price of 100% of the 
fair market value of the underlying shares on the grant date as a permissible type of Plan award; 

• reduces the maximum term of stock options from 10 to 8 years; 

• clarifies that shares used to satisfy the minimum statutory withholding obligations or to exercise a stock 
appreciation right are not available for reissuance under the Plan; and 

• increases the minimum exercise price of nonstatutory stock options from 85% to 100% of the fair market 
value of the underlying shares on the grant date. 

Replacement of 2,000,000 Share Limitation on Full-Value Awards with a Fungible Share Provision.  Many 
technology companies and other employers, including us, have begun using “full-value” awards such as restricted stock 
and restricted stock units to a greater extent in order to retain and attract valuable employees.  Because such awards are 
typically issued in lesser numbers than stock options, they can result in less overall dilution from equity compensation 
awards than stock options.  In some cases, issuing lower numbers of full-value awards can also decrease the amount of 
equity compensation expense companies recognize for financial accounting purposes.  In order for us to have greater 
flexibility to use full-value awards, and to allow us to remain competitive in structuring our equity compensation 
packages, we are asking our stockholders to approve replacing the fixed 2,000,000 limit on full-value awards with a 
fungible share provision, under which each full-value award issued under the Amended Plan will result in a reduction of 
1.88 shares from the Amended Plan share reserve. 

Addition of Stock Appreciation Rights.  Stock appreciation rights are stock option type awards that are exercised 
by withholding the number of shares with a fair market value on the date of exercise equal to the aggregate exercise 
price.  Under the Amended Plan, stock appreciation rights may be settled in stock or in cash, although if this proposal is 
approved, we expect to primarily issue stock appreciation rights that may only be settled in stock.  Because shares are 
retained to satisfy the exercise price instead of being sold on the open market, as is typically the case with stock options, 
stock appreciation rights can be less dilutive than stock options.  From a plan share reserve perspective, however, the 
Amended Plan provides that the shares used to satisfy the exercise price and minimum tax withholding obligations on 
the exercise of a stock appreciation right will not be available for re-issuance. 

Critical Element of our Compensation Policy.  We believe that our employees are our most valuable asset.  The 
approval of the Amended Plan and the resulting ability to continue with our broad-based equity compensation program:  

• is fundamental to our compensation policy;  

• is crucial to our ability to motivate employees;  

• assists us to remain competitive by recruiting key talent and retaining our highly skilled work force; 
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• encourages and rewards employee performance; and 

• helps align employee interests with those of our stockholders. 

Shares Reserved Under the Amended Plan 

As of March 1, 2007, 17,048,291 shares of common stock were available for issuance under the current 1994 
Stock Plan.  Options to purchase approximately 26.6 million shares of common stock were outstanding, with a weighted 
exercise price of $15.57 per share.  We have issued 1,011,533 shares subject to restricted stock units, leaving us with 
988,467 shares available for issuance as restricted stock or restricted stock unit awards under the 2,000,000 share limit.  
Shares under the Amended Plan may be authorized but unissued, or reacquired shares. 

Required Vote 

The affirmative vote of the holders of a majority of the common stock present or represented at the meeting is 
required to approve the adoption of the Amended Plan. 

THE BOARD OF DIRECTORS RECOMMENDS VOTING “FOR” THE 
AMENDMENT OF THE 1994 STOCK PLAN. 
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SUMMARY OF THE AMENDED PLAN 

The following is a summary of the principal features of the Amended Plan and its operation.  However, the 
summary is qualified in its entirety by reference to the Amended Plan, as set forth in Appendix A. 

Background and Purpose of the Amended Plan 

The Amended Plan is intended to (i) attract, (ii) retain, and (iii) increase incentives through share ownership on 
the part of, eligible employees, consultants, and non-employee directors who provide significant services to us.  We 
believe that, over the years, our stock plans have made a significant contribution to the success of our business by 
increasing our ability to attract and retain highly competent individuals on whose judgment, initiative, leadership and 
continued efforts our growth and profitability depend. 

Types of Awards Granted Under the Amended Plan 

The Amended Plan permits the grant of the following types of discretionary incentive awards:  

(1) incentive stock options,  

(2) nonstatutory stock options, 

(3) restricted stock (including restricted stock units), and 

(4) stock appreciation rights. 

The Amended Plan also provides for the grant of automatic, nondiscretionary stock options and restricted stock 
units to our non-employee directors.  Collectively, the discretionary awards and the automatic options are referred to as 
“Awards.” 

Administration of the Amended Plan 

A committee of at least two non-employee members of our Board (the “Committee”) administers the Amended 
Plan. To make grants to certain of our officers and key employees, the members of the Committee must qualify as “non-
employee” directors under Rule 16b-3 of the Securities Exchange Act of 1934, and as “outside directors” under 
Section 162(m) of the Internal Revenue Code (so that we can receive a federal tax deduction for certain compensation 
paid under the Amended Plan). 

Subject to the terms of the Amended Plan, the Committee has the sole discretion to select the employees, 
consultants, and non-employee directors who will receive discretionary Awards, determine the terms and conditions of 
such discretionary Awards (for example, the exercise price and vesting schedule), and interpret the provisions of the 
Amended Plan and outstanding Awards.  The Committee also has the authority to amend outstanding Awards, including 
the authority to accelerate vesting or to extend an option’s post-termination exercise period (but not beyond the original 
option term).  Subject to applicable law, the Committee may delegate any part of its authority and powers under the 
Amended Plan to one or more of our directors and/or officers. 

No Repricing 

The Committee may not permit the repricing, including by way of exchange, of any Award without receiving 
prior stockholder approval. 

Share Counting Provisions 

Any restricted stock award or restricted stock unit award granted under the Amended Plan will result in 
1.88 shares being removed from the Amended Plan share reserve.  Shares withheld to satisfy minimum withholding 
obligations or to satisfy the exercise price of a stock appreciation right shall not become available for re-issuance under 
the Amended Plan. 

Awards that Expire or are Forfeited 

If an Award expires or is cancelled without having been fully exercised or vested, the unvested or cancelled 
shares will be returned to the available pool of shares reserved for issuance under the Amended Plan.  To the extent that 
the Amended Plan share reserve was reduced by 1.88 shares upon the grant of an award, the Amended Plan share reserve 
shall be increased by 1.88 shares upon the expiration or cancellation of such award. 
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Eligibility to Receive Awards 

The Committee selects (or Cypress management selects for approval by the Committee) the employees, 
consultants, and non-employee directors to be granted discretionary Awards, provided that only employees may receive 
incentive stock options.  The actual number of individuals who will receive discretionary Awards cannot be determined 
in advance because the Committee has the discretion to select the participants.   

Our non-employee directors are eligible to receive automatic options grants for each year they serve on the 
Board. 

As of March 1, 2007, 6,028 employees (including 19 executive officers), 14 outside advisors, and 9 non-
employee directors were eligible to participate in the Plan. 

Stock Options and Stock Appreciation Rights 

A stock option or stock appreciation right is the right to acquire shares at a fixed exercise price for a fixed 
period of time (stock appreciation rights may be settled in cash, if so provided in the award agreement).  Under the 
Amended Plan, the Committee may grant stock appreciation rights and nonstatutory stock options and/or incentive stock 
options (which entitle employees, but not Cypress, to more favorable tax treatment).   

Share Limits.  The Committee will determine the number of shares covered by each option and stock 
appreciation right, but during any fiscal year of Cypress, no participant may be granted options or stock appreciation 
rights covering, in the aggregate, more than 1,000,000 shares. 

Exercise Price.  The exercise price of the shares subject to each option and stock appreciation right is set by the 
Committee, but cannot be less than 100% of the fair market value (on the date of grant) of the shares covered by the 
option or stock appreciation right, except in the case of an incentive stock option to an employee who holds greater than 
10% of the voting power of all classes of stock of the Company or its subsidiaries.  In this case, the exercise price must 
be no less than 110% of the fair market value per share on the date of grant. 

Incentive Stock Options.  The aggregate fair market value of the shares (determined on the grant date) covered 
by incentive stock options which first become exercisable by any participant during any calendar year may not exceed 
$100,000.  Any shares in excess of this limit will be treated as a nonstatutory stock option.  If the employee holds more 
than one incentive stock option, the incentive stock options are considered in the order in which they were granted. 

Term and Vesting.  An option or stock appreciation right granted under the Amended Plan generally cannot be 
exercised until it becomes vested.  The Committee establishes the vesting schedule of each option or stock appreciation 
right at the time of grant. Options granted to new hires typically cliff vest as to 20% of the covered shares after one (1) 
year of service and vest monthly thereafter so as to be 100% vested after completing five (5) years of service.  Options 
granted to existing employees typically vest monthly over five (5) years. Options and stock appreciation rights granted 
under the Amended Plan expire at the times established by the Committee, but not later than eight (8) years after the 
grant date (such term is limited to five (5) years in the case of an incentive stock option granted to a participant who 
owns stock possessing more than 10% of the total combined voting power of all classes of stock of Cypress or any parent 
or subsidiary). 

Exercise of the Option or Stock Appreciation Right.  An option or stock appreciation right granted under the 
Amended Plan is exercised by giving written or electronic notice to the brokerage company retained by Cypress, 
specifying the number of shares to be purchased and, for stock options, tendering full payment of the exercise price to 
Cypress.  The Committee may permit payment through the tender of shares that are already owned by the participant, or 
by any other means that the Committee determines to be consistent with the purpose of the Amended Plan.  Stock 
appreciation rights are exercised by Cypress withholding shares with a fair market value equal to the aggregate exercise 
price.  The participant must pay any taxes that Cypress is required to withhold at the time of exercise. 

Termination of Participant.  In the event a participant’s continuous status as an employee, director, or 
consultant terminates for any reason other than upon the participant’s death or disability, all of the vested options and 
stock appreciation rights held by the participant under the Amended Plan will be exercisable (to the extent the option or 
stock appreciation right was exercisable on the date of termination, unless otherwise determined by the Committee) 
within such period of time as is specified in the applicable option or stock appreciation right agreement.  In the absence 
of a specified period of time in the agreement, the vested portion of the option or stock appreciation right will remain 
exercisable for a period of 30 days following the date of such termination.  In the event a participant’s continuous status 
as an employee, director, or consultant terminates as a result of the participant’s disability, all of the options and stock 
appreciation rights held by the participant under the Amended Plan will be exercisable (to the extent the option or stock 
appreciation right was exercisable on the date of termination, unless otherwise determined by the Committee) for a 
period of six (6) months following the date of such disability or such longer period of time not exceeding 12 months, as 
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specified in the applicable option or stock appreciation right agreement.  In the event a participant’s continuous status as 
an employee, director, or consultant terminates as a result of the participant’s death, all of the vested options and stock 
appreciation rights held by the participant under the Amended Plan will be exercisable (to the extent the option or stock 
appreciation right would have become exercisable had the participant continued living and remained in continuous status 
as an employee, director, or consultant for an additional 12 months) for a period of six (6) months following the date of 
such death.  In  addition, if the participant’s death occurs within 30 days after his or her termination of continuous status 
as an employee, director, or consultant, the option or stock appreciation right may be exercised within six (6) months 
following the date of such death (to the extent the option or stock appreciation right was exercisable on the date of 
termination, unless otherwise determined by the Committee).  However, in no event may the period of exercisability 
extend beyond the expiration date of the option or stock appreciation right. 

Restricted Stock/Restricted Stock Units 

Awards of restricted stock are shares that vest in accordance with the terms and conditions established by the 
Committee.  The Committee will determine the terms and conditions of restricted stock granted under the Amended 
Plan, including the number of shares of restricted stock granted to any employee, consultant, or non-employee director 
and whether the award will be in the form of restricted stock or restricted stock units; provided that during any fiscal year 
of Cypress, no participant may be granted more than 800,000 shares in the aggregate of restricted stock or restricted 
stock units. 

In determining whether an award of restricted stock or restricted stock units should be made, and/or the vesting 
schedule for any such Award, the Committee may impose whatever conditions to vesting as it determines to be 
appropriate.  For example, the Committee may determine to grant an Award of restricted stock only if the participant 
satisfies performance goals established by the Committee.  The Committee is considering implementing significant 
performance based restricted stock for executive officers and other senior management in 2007. 

Automatic Options Granted to Non-Employee Directors 

 Under the Amended Plan, our non-employee directors receive annual, automatic option grants.  No person has 
any discretion to select which non-employee directors will be granted automatic options or to determine the number of 
shares to be covered by the automatic option grants. 

 Administration and Grants of Options.  Automatic option grants are not subject to any discretionary 
administration and are made pursuant to a non-discretionary formula, as follows: 

• each non-employee director is automatically granted a nonstatutory stock option to purchase 80,000 shares 
(the “First Option”) upon the date such individual first becomes a non-employee director, whether through 
election by the stockholders of Cypress or by appointment by the Board in order to fill a vacancy; and 

• at each of Cypress’s annual stockholders meetings, each non-employee director who was a non-employee 
director on the date of the prior year’s annual stockholder meeting is automatically granted a nonstatutory 
stock option to purchase 20,000 shares.  Each remaining non-employee director receives an option covering 
the number of shares determined by multiplying 20,000 shares by a fraction, the numerator of which is the 
number of days since the non-employee director received his or her First Option, and the denominator of 
which is 365, rounded down to the nearest whole share. 

 Terms and Conditions of the Options.  Each automatic option is evidenced by a director option agreement 
between Cypress and the non-employee director, and is subject to the following terms and conditions: 

• Term of Options.  Each automatic option has a maximum term of eight (8) years from the date of grant.  No 
option may be exercised after the expiration of its term. 

• Exercise Price.  The exercise price of each automatic option is equal to 100% of the fair market value (on 
the date of grant) of the shares covered by the option. 

• Vesting/Exercise of the Option.  An automatic option is exercised by giving written (including electronic) 
notice of exercise to Cypress, specifying the number of shares to be purchased and tendering payment of 
the purchase price to Cypress in the form described below.  Options become exercisable as to 1/60th of the 
shares subject to the option each month, so as to become 100% vested on the five-year anniversary of the 
grant date, subject to the optionee maintaining his or her continuous status as a director on each vesting 
date. 

 Payment of the Exercise Price.  Payment for shares issued upon exercise of an option may, depending on the 
terms of the option agreement, consist of cash, check, certain other shares, cashless exercise, or any combination of these 
methods of payment. 
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 Termination of Directorship.  In the event an optionee’s status as a director terminates for any reason, all of the 
vested options held by the optionee under the Amended Plan will be exercisable (to the extent the option was exercisable 
on the date of termination, or in the case of death, to the extent the option would have become exercisable had the 
optionee continued living and remained in continuous status as a director for another 12 months) for a period of one year 
following the date of such termination.  In addition, if the optionee dies within 30 days after his or her termination of 
continuous status as a director, the vested options may be exercised within one year following the date of such death (to 
the extent the option was exercisable on the date of termination).  However, in no event may the period of exercisability 
extend beyond the expiration date of the options. 

Transfers or Leave of Absence 

Unless otherwise determined by the Committee, and subject to applicable laws, the vesting of options granted 
under the Amended Plan ceases during any unpaid leave of absence.  Moreover, unless otherwise determined by the 
Committee, any employee who transfers his or her employment to a subsidiary and receives an equity incentive covering 
such subsidiary’s equity securities in connection with such transfer, ceases vesting in his or her options granted under the 
Amended Plan, until such time (if at all), the employee transfers from the employ of the subsidiary or another subsidiary 
back to the employ of Cypress. 

Changes in Capitalization 

If we experience a stock split, reverse stock split, stock dividend, combination or reclassification of our shares, 
or any other increase or decrease in the number of issued shares effected without our receipt of consideration (except for 
certain conversions of convertible securities) appropriate adjustments will be made, subject to any required action by our 
stockholders, to the number of shares available for issuance under the Amended Plan, the number of shares issuable as 
restricted stock awards under the Amended Plan, the number of shares covered by each outstanding Award, the price per 
share covered by each outstanding Award, and the per-person limits on Awards, as appropriate to reflect the stock 
dividend or other change. 

Merger or Asset Sale 

In the event of our merger with or into another corporation or the sale of substantially all of our assets, the 
successor corporation (or its parent or subsidiary) will assume or substitute each outstanding Award. With respect to 
discretionary Awards, the Committee may, in its sole discretion, fully accelerate such Awards in lieu of assumption or 
substitution.  In such event, the Committee will notify all participants that their options and stock appreciation rights 
under the Amended Plan will be fully exercisable for a period of 30 days from the date of such notice and the option or 
stock appreciation right will terminate upon the expiration of such period. 

With respect to automatic option grants, in the event the successor corporation does not agree to assume or 
substitute for such options, each outstanding automatic option will become fully vested and exercisable, including as to 
shares that would not otherwise be exercisable, unless the Board, in its discretion, determines otherwise. 

Performance Goals 

The Committee, in its discretion, may make performance goals applicable to a participant with respect to an 
Award.  At the Committee’s discretion, one or more performance goals may apply including the following:  annual 
revenue, cash position, earnings per share, individual objectives, net income, operating cash flow, operating income, 
return on assets, return on equity, return on sales, and total stockholder return.  For awards that are not intended to 
qualify as performance-based compensation under 162(m), the Committee may choose other performance goals. 

Awards to be Granted to Certain Individuals and Groups  

 The number of discretionary Awards that an employee, consultant, or non-employee director may receive under the 
Amended Plan is at the discretion of the Committee and therefore cannot be determined in advance.  The following table sets 
forth (a) the aggregate number of shares subject to automatic option grants under the Plan during the last fiscal year, and 
(b) the average per share exercise price of such automatic options. 

Name of Group 
Number of Automatic 

Options Granted Average Per Share Exercise Price 
All directors who are not executive 
officers, as a group 114,410 $17.17 
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Limited Transferability of Awards 

Awards granted under the Amended Plan generally may not be sold, pledged, assigned, hypothecated, 
transferred, or disposed of in any manner other than by will or by the applicable laws of descent and distribution.  During 
the participant’s lifetime, only the participant may exercise the Award.  If the Committee makes an Award under the 
Amended Plan transferable, such Award will contain such additional terms and conditions as the Committee deems 
appropriate; provided, however, that in no event may an award be transferred in exchange for consideration. 

U.S. Federal Tax Aspects 

The following paragraphs are a summary of the general federal income tax consequences to U.S. taxpayers and 
Cypress of awards granted under the Amended Plan.  Tax consequences for any particular individual may be different. 

Nonstatutory Stock Options and Stock Appreciation Rights.  No taxable income is reportable when a 
nonstatutory stock option or stock appreciation right is granted to a participant.  Upon exercise, the participant will 
recognize ordinary income in an amount equal to the excess of the fair market value (on the exercise date) of the shares 
purchased over the exercise price of the option.  Any additional gain or loss recognized upon any later disposition of the 
shares would be capital gain or loss.  Any cash received upon exercise of a stock appreciation right will constitute 
ordinary income. 

Incentive Stock Options.  No taxable income is reportable when an incentive stock option is granted or exercised 
(except for purposes of the alternative minimum tax, in which case taxation is similar to nonstatutory stock options).  If 
the participant exercises the option and then later sells or otherwise disposes of the shares more than two years after the 
grant date and more than one year after the exercise date, the difference between the sale price and the exercise price will 
be taxed as capital gain or loss.  If the participant exercises the option and then later sells or otherwise disposes of the 
shares before the end of the two- or one-year holding periods described above, he or she generally will have ordinary 
income at the time of the sale equal to the fair market value of the shares on the exercise date (or the sale price, if less) 
minus the exercise price of the option.  

Restricted Stock/Restricted Stock Units.  A participant will not have taxable income upon grant unless he or she 
elects to be taxed at that time (except no such election is available for restricted stock units).  Instead, he or she will 
recognize ordinary income at the time of vesting equal to the fair market value (on the vesting date) of the shares 
received minus any amount paid for the shares.   

Tax Effect for Cypress.  Cypress generally will be entitled to a tax deduction in connection with an Award under 
the Amended Plan in an amount equal to the ordinary income realized by a participant and at the time the participant 
recognizes such income (for example, the exercise of a nonstatutory stock option).  Special rules limit the deductibility of 
compensation paid to certain of our executive officers.  Under Section 162(m) of the Internal Revenue Code, the annual 
compensation paid to any of these specified executives will be deductible only to the extent that it does not exceed 
$1,000,000.  However, Cypress can preserve the deductibility of certain compensation in excess of $1,000,000 if the 
conditions of Section 162(m) are met.  These conditions include stockholder approval of the Amended Plan, setting 
limits on the number of Awards that any individual may receive, and for awards other than certain stock options, 
establishing performance criteria that must be met before the award actually will vest or be paid.  The Amended Plan has 
been designed to permit the Committee to grant awards that qualify as performance-based for purposes of satisfying the 
conditions of Section 162(m), thereby permitting Cypress to receive a federal income tax deduction in connection with 
such awards. 

Amendment and Termination of the Plan 

The Board generally may amend, alter, suspend, or terminate the Amended Plan at any time, except that certain 
amendments may require stockholder approval or the consent of participants in the Amended Plan.  Adding shares to the 
Amended Plan requires stockholder approval, except in the case of adjustments due to a stock split or similar change in 
capitalization effected without the receipt of consideration by us. 

Summary 

We believe strongly that the approval of the Amended Plan is essential to our continued success.  Awards such 
as those provided under the Amended Plan constitute an important incentive for our key employees and other service 
providers and help us to attract, retain and motivate people whose skills and performance are critical to our success.  Our 
employees are our most valuable asset. We strongly believe that the Amended Plan is essential for us to compete for 
talent in the difficult labor markets in which we operate. 
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SECURITIES AUTHORIZED FOR ISSUANCE UNDER EQUITY COMPENSATION PLANS 

Information for 2006 with respect to our compensation plans (including individual compensation arrangements) 
under which equity securities of Cypress are authorized for issuance, are aggregated in the table below as follows: 

• all compensation plans previously approved by security holders; and  

• all compensation plans not previously approved by security holders. 

Equity Compensation Plan Information 

Plan Category 

Number of Securities to be 
Issued Upon Exercise of 

Outstanding Options, 
Warrants and Rights 

Weighted Average Exercise 
Price of Outstanding Options, 

Warrants and Rights 

Number of Securities 
Remaining Available for 

Future Issuance 
Equity Compensation Plans 
Approved by Security Holders  28,842(1) $15.46 17,830(2)

Equity Compensation Plans Not 
Approved by Security Holders 4,098 $16.13 4,247(3)

          Total  32,940(4) $15.55  22,077 
 

(1) Includes 1.0 million shares of restricted stock granted. 

(2) Includes 16.8 million shares available for future issuance under Cypress’s 1994 Stock Plan, generally used for 
grants to all employees including officers and directors. In addition, the amount includes 1.1 million shares 
available under Cypress’s Employee Stock Purchase Plan (“ESPP”) 

(3) Includes shares available under Cypress’s 1999 Nonstatutory Stock Option Plan used for grants to employees 
other than officers and directors. 

(4) Total number does not include 0.2 million outstanding options, with a weighted average exercise price of $8.79 
per share, originally granted under plans assumed by Cypress in connection with various acquisitions. Cypress 
does not intend to grant any additional options under these plans. 
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MANAGEMENT 

Security Ownership of Certain Beneficial Owners and Management 

The following table sets forth certain information regarding beneficial ownership of our common stock as of the 
Record Date (except as described below) by:  

• each of our directors; 

• our chief executive officer and each of the four other most highly compensated individuals who served as 
our executive officers at fiscal year-end (the “Named Executive Officers”); 

• all individuals who served as directors or Named Executive Officers at fiscal year-end as a group; and 

• each person (including any “group” as that term is used in Section 13(d)(3) of the Exchange Act of 1934, as 
amended) who is known by us to own beneficially more than 5% of our common stock. 

 

Directors, Officers and 5% Stockholders Shares Beneficially Owned 

Directors 

T.J. Rodgers(2)..................................................................................................................

W. Steve Albrecht(3) ........................................................................................................

Eric A. Benhamou(4) ........................................................................................................

Lloyd Carney(5) ................................................................................................................

James R. Long(6) ..............................................................................................................

J. Daniel McCranie(7) .......................................................................................................

Evert van de Ven(8) ..........................................................................................................

Named Executive Officers 

Brad W. Buss(9)................................................................................................................

Paul Keswick(10)...............................................................................................................

Christopher Seams(11) ......................................................................................................

Norman Taffe(12) ..............................................................................................................

All directors and executive officers at fiscal year-end as a group (12)(13)........................

5% Stockholders 

FMR Corp.(14) ..................................................................................................................
82 Devonshire Street 
Boston, Massachusetts  02109 

Janus Capital Management LLC(15) .................................................................................
151 Detroit Street 
Denver, Colorado 80206 
 

Number 

 4,195,900 

 84,932 

 92,917 

 19,441 

 148,431 

 38,553 

 74,773 

 90,487 

 468,934 

 686,501 

 108,439 

 5,418,580 

 21,585,100 

 8,199,875 

 

Percent(1)

2.4% 

* 

* 

* 

* 

* 

* 

* 

* 

* 

* 

3.7% 

15.0% 

5.7% 

 

 

* Less than 1% 

(1) The total number of shares outstanding as of the Record Date was 177,573,079. 

(2) Includes 1,613,531 shares of common stock held directly by Mr. Rodgers and options to purchase 
2,582,369 shares of common stock, which are exercisable within 60 days of the Record Date.  It does not 
include 100,251 shares purchased on Mr. Rodger’s behalf with funds contributed by Mr. Rodgers to the 
Company’s deferred compensation plans.  Such shares are held by the Company, and are not controlled 
by Mr. Rodgers. 
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(3) Represents 10,900 shares of common stock held directly by Mr. Albrecht and options to purchase 74,032 
shares of common stock, which are exercisable within 60 days of the Record Date. 

(4) Represents options to purchase 92,917 shares of common stock by Mr. Benhamou, which are exercisable 
within 60 days of the Record Date. 

(5) Represents options to purchase 19,441 shares of common stock by Mr. Carney, which are exercisable 
within 60 days of the Record Date.   Mr. Carney became a member of the Board in 2005. 

(6) Represents 4,300 shares of common stock held directly by Mr. Long and options to purchase 144,131 
shares of common stock, which are exercisable within 60 days of the Record Date.  

(7) Represents 1,239 shares of common stock held directly by Mr. McCranie and options to purchase 37,314 
shares of common stock, which are exercisable within 60 days of the Record Date.  Mr. McCranie 
became a member of the Board in 2005. 

(8) Represents 5,000 shares of common stock held directly and 1,000 shares of common stock held indirectly 
by Mr. van de Ven, and options to purchase 68,773 shares of common stock, which are exercisable 
within 60 days of the Record Date.  Mr. van de Ven became a member of our Board in June 2005. 

(9) Represents 1,754 shares of common stock held directly by Mr. Buss and options to purchase 88,733 
shares of common stock, which are exercisable within 60 days of the Record Date.  Mr. Buss joined 
Cypress in August 2005. 

(10) Represents 1,434 shares of common stock directly held by Mr. Keswick and options to purchase 467,500 
shares of common stock, which are exercisable within 60 days of the Record Date. 

(11) Includes 69,960 shares of common stock held directly by Mr. Seams, of which 54,500 shares were 
purchased under the stockholder-approved 2001 Employee Stock Purchase Assistance Plan.  Also 
includes options to purchase 616,541 shares of common stock, which are exercisable within 60 days of 
the Record Date.  It does not include 2,519 shares purchased on Mr. Seams’ behalf with funds 
contributed by Mr. Seams to the Company’s deferred compensation plans.  Such shares are held by the 
Company, and are not controlled by Mr. Seams. 

(12) Includes 4,196 shares of common stock held directly by Mr. Taffe.  Also includes options to purchase 
104,243 shares of common stock, which are exercisable within 60 days of the Record Date.   

(13) Includes 1,725,520 shares of common stock held directly by our directors, executive officers, and their 
family members.  Also includes options to purchase 3,693,060 shares of common stock exercisable as of 
December 31, 2006, by our directors, executive officers, and their family members. 

(14) The ownership information set forth in the table is based on information contained in a statement on 
Schedule 13G/A filed on February 14, 2007, with the SEC by FMR Corp.  FMR Corp. has sole voting 
power with respect to 14,100 shares and sole dispositive power with respect to 21,585,100 shares or 
common stock. 

(15) The ownership information set forth in the table is based on information contained in a statement on 
Schedule 13G filed on February 14, 2007, with the SEC by Janus Capital Management LLC. Janus 
Capital Management LLC has shared voting and dispositive power with respect to 100 shares, sole 
voting and dispositive power with respect to 8,199,875 shares.   
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The following table sets forth certain information regarding beneficial ownership of shares of the common stock 
of our significant active subsidiaries as of the Record Date by:  

• each of our directors; 

• each of the Named Executive Officers that held such shares of common stock or rights to acquire such 
common stock; and  

• each of our directors and Named Executive Officers as a group. 

SUNPOWER CORPORATION 

Directors/Officers Shares Beneficially Owned 

 

T.J. Rodgers(2).................................................................................

W. Steve Albrecht(3) .......................................................................

All directors and Named Executive Officers as a group .................

Number 
 Options Stock 

 0 7,500 

 2,402 1,500 

 2,402 9,000 

Percent(1)

 

* 

* 

* 

 
* Less than 1% 

 
(1) The total number of shares of capital stock of SunPower Corporation outstanding as of December 31, 

2006, was 69,620,359, of which Cypress owned 52,033,287 shares or 100% of the class B common 
stock, and 17,587,072, shares of class A common stock of which Cypress owned 0%. 

(2) Represents restricted stock units that have vested or would vest as of 60 days from our Record Date.  In 
2006, Mr. Rodgers was awarded 10,000 restricted stock of class A SunPower Corporation for his 
services as a director and active operational role as chairman of SunPower Corporation, a wholly owned 
subsidiary of Cypress.  Mr.  Rodgers did not receive any other remuneration for his services on the Board 
of Directors of SunPower Corporation. 

(3) Represents options held by Mr. Albrecht to purchase 2,402 shares of common A stock of SunPower 
Corporation.  Also represents 1,500 restricted stock of class A common stock of SunPower Corporation 
that would vest by 60 days from our Record Date.  For his board-related services, in 2006, Mr. Albrecht 
was granted options to purchase 6,000 shares of class A common stock and 2,000 restricted shares of 
SunPower’s class A common stock. 
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COMPENSATION DISCUSSION AND ANALYSIS 

Our Compensation Discussion and Analysis addresses the following topics: 

• our compensation philosophy and policies regarding executive compensation; 

• our compensation framework, or how we set compensation; 

• the components of our executive compensation program; and 

• our compensation decisions for fiscal year 2006 and the first quarter of fiscal year 2007. 

In this Compensation Discussion and Analysis section, the terms “we,” “our,” and “us” refer to management, 
the Company and sometimes, as applicable, the Compensation Committee of the Company’s Board of Directors. 

Compensation Philosophy 

We believe that our achievements result from the coordinated efforts of all employees working toward common 
objectives that are aimed at the continued improvement of the Company’s performance and stockholder value. This 
philosophy is reflected in how our executive compensation program is structured and implemented.   

Specifically, our executive compensation program is designed with the following objectives: 

• to provide competitive compensation opportunities that will attract and retain top executives;  

• to motivate executives to achieve outstanding operational and financial results for the Company; 

• to create a direct and meaningful link between individual performance and rewards, and the Company’s 
success; 

• to reward executives for meeting and exceeding short-term and long-term goals; 

• to align executive and stockholder interests by creating wealth via equity; and  

• to instill in each individual a sense of ownership of the Company. 

As with all employees, we provide our executive officers with a base salary, equity incentives, short- and long-
term cash awards that are tied to performance against corporate and individual goals, and other benefits, such as health 
and insurance plans.  In addition, our executives may participate in our deferred compensation plans. 

To achieve the objectives set forth above, we consider the following principles when making our compensation 
decisions: 

We Begin our Focus on Strategic Objectives and then Reward Results 

Our compensation analysis begins with an examination of Cypress’s business plan and strategic objectives.  Our 
Chief Executive Officer and Board of Directors meet annually to set our business plans and strategic objectives, and at 
least quarterly to review our results and progress against such objectives.  It is our intent that our compensation program 
attract and retain leaders who will meet objective measures of success, and reward such individuals for achieving 
Cypress’s intended results.  Formulas that measure such achievement are built into certain components of our 
compensation program such that our executive officers earn less when our corporate goals are not met, and may earn 
more when the goals are exceeded.  For example, fiscal year 2006 was a strong year for financial, strategic, operational 
and stockholder performance by the Company.  Consequently, bonuses were earned under our Company’s bonus 
program in each quarter of fiscal year 2006.  See below under Cash Incentive Pay under Components of Executive 
Compensation. 

Below are some of the key highlights for the year that were taken into consideration, based on actual results to 
date and projected results for 2006, when we evaluated the compensation for our chief executive officer and other 
executive officers during 2006: 

• Revenue—fiscal 2006 consolidated revenue increased 23% year over year. 

• Earnings per share (EPS)—our fully diluted EPS increased from a ($.69) loss per share in 2005 to $.25 
income per share in 2006 (including the impact of SFAS 123(R) compensation expense which was 
implemented for the first time in 2006). 

• The Company executed on its strategy to divest non-core and under-performing businesses. 
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• The Company made several strategic changes to its business model which focused on the introduction of a 
flexible manufacturing strategy and the exiting of some internally developed process technology. 

• The Company achieved record design wins for its revamped product portfolio. 

• Equity dilution—the Company changed its equity award program by decreasing the standard option award 
tables by 25% and introduced restricted stock units. This resulted in a net dilution rate (gross equity awards 
less cancellations) of less than 1% of outstanding shares, a record low for the Company.  

• The Company’s common stock appreciated strongly in 2006, significantly outperforming the two key 
indices the Company benchmarks against for relative stock appreciation: the Philadelphia Semiconductor 
Index (SOXX) and the S&P Semiconductor Index. The table below shows the relative stock appreciation 
performance for 2006 for the Company as well as the key benchmarks: 

 

Period Cypress SOXX 
S&P Semiconductor 

Index 
2006 18% (3%) (10%) 

 
We Promote a Pay-for-Performance Culture 

We believe strongly that an individual’s compensation should be directly linked to the performance of the 
Company and the individual.  This belief has guided certain compensation-related decisions:  

• A substantial portion of executive officer compensation is contingent on, and variable with, achievement of 
measurable corporate and/or individual goals; and 

• Total target compensation and accountability should reflect and increase with an individual’s position and 
level of responsibility.  Consistent with this philosophy are the following elements of our executive 
compensation program: 

• Total compensation is higher for individuals with responsibility and greater ability to influence the 
Company’s achievement of targeted results and strategic objectives;  

• As positions and responsibilities increase, a greater portion of the executive officer’s total target 
compensation is performance-based; and 

• Equity-based compensation is higher for persons with higher levels of responsibility, making a 
significant portion of total compensation dependent on long-term stock appreciation.  

We Believe Our Compensation Decisions Should Be Consistent with the Interests of Stockholders 

The elements of our compensation program are intended to drive management to a balance of short-term 
achievements to drive profitability with long-term successes that will ensure a strong future for the Company. We 
believe that stock option and restricted stock unit grants create a sense of ownership and long-term incentive that align 
the interests of management with our stockholders.  

We Believe Compensation Should be Reasonable, Responsible and Competitive 

It is essential that Cypress’s overall compensation levels be competitive enough to attract talented leaders and 
motivate those leaders to achieve superior results. At the same time, we believe that compensation at all levels should be 
set at responsible levels and be consistent with Cypress’s focus on controlling costs and rewarding performance. 

We Use Equity Compensation for Recruitment and Retention 

We believe that stock ownership is a key element for attracting and retaining executives.  We also believe that 
equity based compensation opportunities should be based on position, salary level and competitive practice, and should 
reflect each executive’s individual contribution and potential, as well as retention objectives. 
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Compensation Framework  

Market Analysis 

In October 2005, the Compensation Committee engaged AON Consulting to provide an analysis of pay levels 
and pay mix for our executive officers for 2006.  AON evaluated data from our semiconductor peers on a national level.  
AON’s benchmarking analysis encompassed each component of our compensation program, including cash, equity, and 
incentive-based compensation of our executives.  AON compared the compensation of our executives for alignment with 
(a) our Company’s compensation philosophy, and (b) similar positions within our industry.  Consistent with its charter 
provisions, our Compensation Committee has retained AON Consulting in the past to provide general advice on other 
compensation matters.  AON’s analysis was based on data obtained from publicly available data of our peer group 
companies. 

AON’s analysis confirmed that Cypress’s executive compensation levels were generally aligned with the 
Company’s compensation philosophy.  Except for the compensation of our chief executive officer, the table below is a 
summary of how our compensation packages ranked in the benchmarking analysis:  

Base Salary Target Total Cash 
Annual Equity 

Value 
Number of 

Options 
Total Benefit 
Ownership 

50th Percentile 50th–75th Percentile 50th–75th Percentile 75th Percentile 50th–75th Percentile 
 
Targeted Overall Compensation 

Together with the performance objectives, we establish targeted total compensation levels (i.e., maximum 
achievable compensation) for each of the senior executive officers. In making this determination, we are guided by the 
compensation philosophy described above.  We also consider historical compensation levels, competitive pay practices 
at the companies in the study groups, and the relative compensation levels among the companies’ senior executive 
officers.  We may also consider industry conditions, retention needs, corporate performance versus a peer group of 
companies and the overall effectiveness of our compensation program in achieving desired performance levels.  

As discussed above, the Compensation Committee retained the services of AON Consulting to provide 
information regarding compensation programs for executive officers of peer group companies and to provide advice on 
other executive compensation matters. We were able to use the information and advice provided by AON to help 
establish our “targeted overall compensation,” or the aggregate level of compensation we will pay if performance goals 
are fully met. The AON analysis included compensation information for 22 peer group companies. The peer group 
included a broad range of companies in the high technology industry with whom Cypress competes for executive talent. 
For fiscal year 2006, the Compensation Committee considered major high technology competitors for executive talent as 
well as companies similar in size and scope to Cypress, as measured by market capitalization, net income, revenue and 
total stockholder return. The peer group consisted of the following companies:  

Altera KLA Tencor 
Advanced Micro Devices Lam Research 
Agere Systems Linear Technology 
Analog Devices LSI Logic 
Applied Materials National Semiconductor  
Atmel Nokia 
BroadCom ON Semiconductor 
Fairchild Semiconductor PMC Sierra 
Integrated Circuit Systems San Disk 
Integrated Device Technology Texas Instruments 
Intel Xilinx 

Publicly available information on the above-mentioned peer group companies does not typically include 
information regarding target cash compensation, so AON’s review relied on compensation surveys prepared by Radford 
Surveys and Consulting to benchmark total cash compensation. Data was gathered for base salary levels, bonus targets 
and all forms of equity awards, including stock options, performance shares, restricted stock, and long term cash-based 
awards. Data on deferred compensation benefits, or other generally available benefits, such as 401(k) plans or health care 
coverage was not included in the AON analysis. 

 Once we determined our targeted overall compensation, our Chief Executive Officer recommended to the 
Compensation Committee, and the Compensation Committee approved, each executive officer’s 2006 total annual cash 
compensation, including base salary and bonuses.  In doing so, the Compensation Committee considered a number of 
factors, including the information in the AON analysis and other publicly available information.  For example, the 
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Committee compared the proposed base pay and target cash compensation against publicly available information and the 
survey data. Cypress’s goal is to target base pay and total cash compensation for its executive officers at or around the 
50th percentile, as ranked among its peer group. Positioning base pay at the 50th percentile of peer companies aids 
Cypress in controlling fixed costs and puts a higher portion of targeted cash compensation at risk.  However, in 
determining base salary, the Committee also considers factors such as job performance, skill set, prior experience, the 
executive’s time in his or her position and/or with Cypress, internal consistency regarding pay levels for similar positions 
or skill levels within the Company, external pressures to attract and retain talent, and market conditions. 

AON’s analysis showed that Mr. Rodgers’ cash and equity compensation were below the 50th percentile of 
other chief executive officers in our peer group companies.  However, our Compensation Committee decided to conduct 
a more thorough and focused survey with respect to our Chief Executive Officer’s compensation with a view to 
addressing any inequities during his annual performance review in June 2006.   

The Compensation Committee, therefore, requested AON to conduct the survey specifically focused on 
Mr. Rodgers’ annual remuneration.  Our Compensation Committee wanted this research to be based on real-time data of 
a revised, more current set of peer group companies.  AON’s report was produced in March 2006, and confirmed that our 
Chief Executive Officer’s compensation was below our ideal target of 50th percentile of market.   

Our Compensation Committee engaged Pearl Meyer & Partners, another nationally recognized consulting firm, 
to provide an independent evaluation and review of the survey data from AON.  Pearl Meyer’s report showed that 
Mr. Rodgers’ cash and equity compensations were below market. 

Based on year to date accomplishments of strategic goals, financial performance, share price appreciation, 
estimates of future financial and strategic goal accomplishments, and input from AON and Pearl Meyer, commencing 
July 2006, our Compensation Committee: 

• Increased Mr. Rodgers’ base annual salary from $460,000 to $600,000 to bring it to 100% of the 
50th percentile. 

• Decided that the bonus component of Mr. Rodgers’ cash compensation, which constitutes approximately 
2/3 of his total cash compensation, should remain at risk in order to provide incentive for Mr. Rodgers to 
achieve strategic and financial goals set by the Board for the Company.  Mr. Rodgers’ Key Employee 
Bonus Plan target was set at 150% of his base salary and remained unchanged from 2005. 

• Awarded Mr. Rodgers 425,000 stock options that vest equally over 60 months. 

The Compensation Committee or Cypress management considers whether to provide employees with additional 
compensation in the form of discretionary cash bonuses or equity awards as circumstances may warrant. These 
circumstances include, but are not limited to, the need to retain key employees or to recognize outstanding performance. 
No such awards were made in fiscal 2006, except to our Chief Executive Officer. Mr. Rodgers was instrumental in all 
aspects of developing and guiding SunPower Corporation to its initial public offering.  The initial public offering (IPO) 
for SunPower was recognized by all as a tremendous success, creating value for all stockholders including Cypress 
Semiconductor Corporation, which owned 70% of SunPower shares on a fully diluted basis, as of December 31, 2006, 
corresponding to a market value of $1.93 billion. 

To provide the Compensation Committee some guidance with respect to compensating Mr. Rodgers for the 
successful SunPower IPO, we also asked Pearl Meyer to review recent precedents for special one-time awards due to 
special transactions or events.  For the successful IPO of SunPower, Pearl Meyer recommended that Mr. Rodgers be 
granted restricted stock units with service-based vesting.  As a result of his outstanding contribution and the value that 
was created by SunPower, the Compensation Committee awarded Mr. Rodgers a one-time award of 100,000 restricted 
stock units, which vest annually over two years. 

Components of Executive Compensation 

There are four (4) elements that comprise Cypress’s executive compensation program: (i) base salary; (ii) cash 
incentive opportunities, or bonuses; (iii) long-term incentives, such as equity awards; and (iv) deferred compensation and 
other generally available benefit programs. Cypress has selected these elements because each is considered useful and/or 
necessary to meet one or more of the principal objectives of our compensation program.  For instance, base salary and 
bonuses opportunities are set with the goal of attracting quality employees and adequately compensating and rewarding 
them for their performance, while our equity programs are geared toward motivating and rewarding long-term goal 
achievement and retaining key talent. Cypress believes that these elements of compensation, when combined, are 
effective in achieving the objectives of our compensation program and the Company overall.  
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The following chart shows the allocation of various compensation elements as a percentage of total compensation 
for our Named Executive Officers in 2006. The equity compensation amounts are based on grant date fair market value 
and do not represent actual cash compensation earned or received. 

Name and Principal 
Position Base Salary Cash Bonus Awards Equity Compensation 

All Other 
Compensation 

T.J. Rodgers 
President, Chief Executive 
Officer and Director 

11.1% 15.2% 64.4% 9.3% 

Brad W. Buss 
Executive Vice President, 
Finance and 
Administration, 
Chief Financial Officer 

21.5% 16.0% 62.5% 0.0% 

Paul Keswick 
Executive Vice President,  
New Product Development 

32.9% 24.7% 42.4% 0.0% 

Christopher Seams, 
Executive Vice President, 
Sales, Marketing and 
Operations 

28.8% 22.5% 43.6% 5.1% 

Norman Taffe 
Executive Vice President,  
Consumer and Computation 
Division 

31.1% 18.9% 45.0% 5.0% 

 
Base Salary 

Base pay is a critical element of executive compensation because it provides executives with a guaranteed level of 
monthly income. In determining base salaries, we consider the executive’s qualifications, experience, scope of 
responsibilities and potential, the goals and objectives established for the executive, the executive’s past performance, 
competitive salary practices at peer companies, internal pay equity and the tax deductibility of base salary. We strive to 
set competitive base salaries, which we believe to be at or around the 50th percentile for our industry. For our executive 
officers, base salaries are set so that a significant portion (generally 40% or more) of the total cash compensation that 
such executives can earn is performance-based pay.  

The salary ranges for our executive officers reflect levels that the Compensation Committee concluded are 
appropriate based upon the judgment and level of responsibility expected for each position.  In some circumstances it is 
necessary to provide compensation at above-market levels.  These circumstances include an effort to retain a key 
individual, recognition of a role that is larger in scope or accountability than standard market positions, or an effort to 
reward individual performance.  We review base salaries annually, adjusting them as needed to realign with market 
levels after taking into account individual responsibilities, performance and experience.   

Guided by the Company’s compensation philosophy and objectives and the survey results provided by the 
Compensation Committee’s consultants, our Chief Executive Officer made recommendations to the Compensation 
Committee with respect to the total compensation of the Company’s executive officers other than himself. In setting 
compensation levels for a particular executive, the Committee takes into consideration the proposed compensation 
package as a whole and each element individually, and the executive’s past and expected future contributions to our 
business. Consistent with our philosophy, we increased the salaries of our executive officers by between 2.5% to 10%. 

Our Chief Executive Officer does not participate in the setting of his salary.  Our Compensation Committee 
approves the salary of our Chief Executive Officer and reviews his performance and compensation package with the 
independent members of the Board of Directors in an executive session. 

Cash Incentive Pay 

We establish a link between Cypress’s performance, individual performance and the individual’s level of 
compensation through our variable cash bonus plans.  For example, our primary variable cash bonus plans, the 
Performance Profit Sharing Plan (“PPSP”), and the Key Employee Bonus Plan (“KEBP”) provide variable compensation 
based on the individual’s performance and an objective measure of Cypress’s profitability.  Cypress’s philosophy is to 
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bias compensation toward this kind of variable compensation as well as equity awards. This means that when the 
executive officer and the Company perform well, as principally indicated by profitability in the case of the Company, 
executive officers will be well compensated.  In fact, strong performers may exceed the industry median for 
compensation.   When our performance is below our business plan, however, variable compensation will be limited or 
non-existent and equity compensation will not attain the same value, meaning that the executive officer’s overall 
compensation package may be below industry median levels.   

 The bonus targets for our Named Executive Officers for 2006 were as follows:  
 

 KEBP Targets (% of Base Salary) PPSP Targets (Actual Days of Pay) 

Name Q1 Q2 Q3 Q4 Annual 
Q1 

Actual 
Q2 

Actual 
Q3 

Actual 
Q4 

Actual 
T.J. Rodgers 150% 150% 150% 150% 150% 1.5 days 2.4 days 3.7 days 5.0 days 
Brad W. Buss 80% 80% 80% 80% 80% 1.5 days 2.4 days 3.7 days 5.0 days 
Paul Keswick 80% 80% 80% 80% 80% 1.5 days 2.4 days 3.7 days 5.0 days 
Christopher Seams 80% 80% 80% 80% 80% 1.5 days 2.4 days 3.7 days 5.0 days 
Norman Taffe 80% 80% 80% 80% 80% 1.5 days 2.4 days 3.7 days 5.0 days 
 
Performance Profit Sharing Plan 

All Cypress employees, including our executive officers, are eligible to participate in Cypress’s Performance 
Profit Sharing Plan (“PPSP”), a quarterly cash formula-driven bonus program that pays out based on a combination of 
the Company’s performance and each employee’s achievement of individual, quarterly goals.  Prior to the start of each 
fiscal quarter, employees define short-term, operational, strategic and/or financial goals or critical success factors 
(“CSFs”), that are measurable and able to be completed within the applicable fiscal quarter. CSFs are not guaranteed and 
generally reflect actions required to achieve Company objectives.  These actions require significant participation by the 
employee.  Each employee determines their “CSF score” by scoring their achievements against such goals on a scale of 0 
to 100.  For purposes of the PPSP, the Company’s performance is measured by fully diluted adjusted GAAP earnings per 
share (EPS). Specifically, the actual EPS for a given fiscal quarter is compared to the applicable quarter’s planned EPS 
as approved by management and the Board at the beginning of the fiscal year.  For each participant, including executive 
officers, the amount paid under the PPSP is based on the following formula: 

ACTUAL EPS   ×   ONE WEEK’S PAY   ×   CSF SCORE 
   PLAN EPS 

The intent of this formula is to ensure that bonuses under the PPSP are only paid during profitable periods and 
to those who meet their defined objectives.  PPSP bonuses were earned in each quarter of fiscal 2006. 

Key Employee Bonus Plan 

Our Key Employee Bonus Plan (“KEBP”) is a formula-driven, bonus plan for eligible senior employees, 
including executive officers.  During 2006, approximately three hundred and thirty-six (336) employees participated in 
the KEBP. The objective of the KEBP is to provide incentives to eligible participants based on the Company's quarterly 
fully diluted adjusted GAAP earnings per share (EPS) performance, our Chief Executive Officer’s CSF performance and 
the participant’s individual CSF score, which range from 0 to 100.   

Each KEBP participant is placed at an incentive level, which determines the percentage of that individual’s base 
salary they are eligible to earn over the course of the year.  The incentive levels are 150%, 80%, 50%, 30% and 20% of 
the eligible participant’s base salary. Our Chief Executive Officer is the only participant at the 150% incentive level. All 
of our Named Executive Officers are at the 80% incentive level.  In respect to our executives, it means that their overall 
cash compensation depends heavily on their actual bonus earned under the KEBP program. 

The Compensation Committee and the Board of Directors participate in the setting, scoring and approval of our 
Chief Executive Officer’s CSFs on a quarterly basis.  Similarly, our Chief Executive Officer participates in the setting, 
scoring and approval of the CSFs of all other executive officers. CSFs are set for each fiscal quarter and for the year.  
CSFs are measurable goals for which minimum, or zero point, and maximum achievement levels are defined.  They can 
be based on the time of completion of a goal or a defined deliverable. For example, an individual may set a CSF of 
$10 million in new product sales to a strategic customer with a zero point of $9 million.  If the Company achieves 
$8.9 million in sales, zero points would be credited to that CSF, $9.5 million in sales would receive a 50% score and 
$10 million in sales would achieve a 100% score.  CSFs are scored at the end of each quarter, except for annual CSFs, 
which are scored at the end of the fiscal year.   
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The performance of the executive vice president that each KEBP participant reports to also has an impact on the 
individual’s potential payout.  That is, the participant’s earned payout can be adjusted downward if his or her vice 
president’s CSF performance is less than 80%. For example, if a KEBP participant’s executive vice president scores a 
64%, then regardless of the individual’s CSF achievement, the potential payout will be zero.  If the KEBP participant’s 
executive vice president scores from 65–80%, then he or she will be eligible to 50% of what he or she would otherwise 
be entitled to, and if such executive vice president scores above 80%, then that person’s direct reports will be eligible for 
100% of their available KEBP payout. 

The KEBP formula is driven very heavily by the Company’s fully diluted adjusted GAAP EPS performance.  
As with our PPSP, the KEBP only pays out when the Company is profitable, which is determined by comparing the 
actual EPS for a given period against the planned EPS for that same period.  Therefore, if the Company performs well, 
there is a greater likelihood that the participant will earn money under the KEBP program.  Conversely, if the Company 
does not perform well, the participant is not likely to earn a bonus, even if such participant has a high CSF score, thereby 
making a large portion of our executive officer’s compensation at risk.  Our KEBP program clearly demonstrates our 
philosophy of pay for performance, especially against the Company’s plan for the applicable period.   

The principles above are set out in the KEBP formula below, which reflects how each bonus is determined: 

ANNUAL BASE PAY   ×   KEBP %   ×   ACTUAL EPS   ×   CSF % 
        5                                       PLAN EPS 

To be eligible for a KEBP payment, the participant must still be employed by the Company on the payment 
date.  A participant who terminates employment prior to the payment date will forfeit the bonus, including all future 
payments.  Quarterly payouts under KEBP are made in the quarter following the measuring period, and the payout for 
the annual target is made in the first quarter of the fiscal year following the measuring period. 

Payment of bonus amounts under our KEBP and the PPSP, and therefore total cash compensation, depends on 
the achievement of specified performance goals, or CSFs. Achievement of these CSFs would result in total cash 
compensation for fiscal 2006 to end up slightly above the targeted 50th percentile of the Cypress peer group, which our 
Compensation Committee and the Company believe is an appropriate range to enable Cypress to attract and retain key 
personnel and  motivate our executives to meet Cypress’s business goals. As a result, the bonuses are targeted at a level 
that if achieved, and when combined with base salary, will result in total cash compensation to the executive in 
approximately the 50th percentile of Cypress’s peer companies. For fiscal 2006, Mr. Rodgers made recommendations to 
the Compensation Committee with respect to target bonus amounts, expressed as a percentage of base salary, for each of 
the Named Executive Officers other than himself. Except for Mr. Rodgers, whose bonus target remained at 150% base 
salary, each of our Named Executive Officer’s bonus target was set at 80% of annual base salary. In 2006, these 
recommended target bonus amounts were consistent with our intention to target total cash compensation at the 50th 
percentile level and were approved by the Compensation Committee as proposed.  None of the Named Executive 
Officers achieved 100% of their cash bonus target in 2006. 

The following table shows the 2006 KEBP and PPSP bonuses earned by our Named Executive Officers:  

 Q106 Q206 Q306 Q406 Annual   

Name KEBP PPSP KEBP PPSP KEBP PPSP KEBP PPSP KEBP Total 

T.J. Rodgers $121,868 $2,412 $220,657 $6,703 $147,427 $7,067 $100,050 $6,413 $168,300 $780,897 

Brad W. Buss $39,712 $1,473 $58,265 $3,319 $44,481 $3,998 $27,296 $3,281 $42,636 $224,461 

Paul Keswick $44,019 $1,633 $51,505 $2,934 $39,715 $3,570 $29,352 $3,528 $43,338 $219,594 

Christopher Seams $53,461 $1,984 $70,633 $4,023 $55,115 $4,954 $34,246 $4,116 $54,685 $283,217 

Norman Taffe $39,367 $1,461 $49,656 $2,828 $33,260 $2,990 $23,174 $2,785 $15,469 $170,990 
 

The amount earned under the KEBP annual target in 2006 was paid to participants in the first quarter of 2007.  
Until fiscal year 2005, the amounts earned under KEBP annual target were paid in the first quarter of the second fiscal 
year following the quarter in which the bonus was earned.  Therefore, in the first quarter of fiscal year 2007, the amounts 
earned under the 2005 KEBP annual target were paid to participants who were still employed by our Company at the 
time of payment.  In 2006, the Compensation Committee revised the plan such that payments for KEBP annual target are 
paid in the quarter following the measuring period.  
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The following table shows the 2005 KEBP bonuses paid to our Named Executive Officers in 2007: 

Name Second Half Annual KEBP 2005 

T.J. Rodgers  $24,696 

Brad W. Buss  $0 

Paul Keswick  $8,474 

Christopher Seams  $9,802 

Norman Taffe  $7,394 

Equity Based Compensation 

Long-term Incentives 

Award of Stock Options and Restricted Stock Units 

Under our 1994 Stock Plan, we have the ability to provide our executive officers with long-term incentive 
awards through grants of stock options, restricted stock units and restricted stock awards.  

Stock options only provide value when the underlying share price increases; stock options directly align 
executives with stockholder interests. Stock options provide our executive officers with the opportunity to purchase and 
maintain an equity interest in Cypress and to share in stock value appreciation. The Company’s executive stock options 
typically have a five-year vesting period, in order to encourage a long-term perspective and to encourage our executives 
to remain at Cypress. All options to executive officers to date have been granted at the fair market value of Cypress’s 
common stock on the date of the grant. We believe that stock options are inherently a form of at-risk compensation, as 
the optionee does not receive any benefit unless Cypress’s stock price rises after the date that the option is granted, thus 
providing direct incentive for future performance.   

 In 2006, we amended our equity award programs to proactively decrease stockholder dilution. Standard stock 
option award guidelines for new hires, equity, promotions and annual focal awards were generally reduced by 25%. In 
addition, we also introduced full value awards in the form of restricted stock units (RSU’s) for some selected new hires, 
equity and promotion awards as well as a component of the annual focal awards. RSU’s were awarded based on a 
conversion ratio of 1 RSU for each 3 options.  For example, assume a mid-level engineer was eligible to receive 1,500 
stock options in 2005 as part of the annual focal award process. During 2006 the option table was reduced by 25% so the 
standard award would now be 1,125 stock options. As mentioned above, during 2006 the focal award for this level was 
given in RSU’s at a conversion ratio of 3 to 1 so the actual grant for 2006 was 375 RSU’s. This is a net decrease in 
stockholder dilution of 75%. 

 During our company-wide focal review completed in October 2006 for all employees and executive officers, 
other than our Chief Executive Officer, we introduced RSU’s as follows: all employees below director level received 
100% of their equity awards in RSU’s; director level received 50% of their awards in stock options and 50% in RSU’s; 
all vice presidents and above were eligible to receive a combination of stock options and RSU’s with the amount of 
RSU’s not being more than 50% of the total award. In 2006, all executive officers received 50% of their awards in stock 
options and 50% in RSU’s. 

 In approving these equity awards, we considered our compensation philosophy, the financial cost of the 
awards, impacts on stockholder dilution, the position and level of  responsibility of each officer, our belief that stock 
options should be a significant part of the total mix of executive compensation, the number of options currently held by 
each officer and the level of options granted to them in prior years. 

Cypress’s Policies With Respect to Equity Compensation Awards  

Equity Grants, Timing and Pricing 

Equity awards may be granted by either the Compensation Committee of the Board of Directors or their 
delegate, the Chief Executive Officer.  At Cypress, our Chief Executive Officer recommends to the Compensation 
Committee equity compensation amounts to be awarded to our executive officers and the Compensation Committee 
makes the final approval. The Compensation Committee, however, makes all equity awards to the Chief Executive 
Officer without his participation. 

(a) Standard Awards:  Our standard awards include equity grants to new hires; promoted employees; or 
awards made due to an equity adjustment for all employees other than our Chief Executive Officer and 
executive officers.  Awards begin to vest on the date of first anniversary of employment, effective date of 
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promotion, or equity adjustment.  All standard awards are priced at the closing market price on the eighth 
(8th) day of the month following the month of grant without regard to the current share price or to factors 
that may affect the future share price. 

(b) Non-Standard Awards: Non-standard awards include all other awards that do not fall under the standard 
award or the focal categories, and include any other award to our executive officers.  All non-standard 
awards, except for our Chief Executive Officer, are typically recommended by management based on 
input and recommendations from Human Resources.  With respect to our Chief Executive Officer, the 
Compensation Committee may also make such recommendation for equity awards to him, at its sole 
discretion.  

All non-standard awards are presented by management to the Compensation Committee for its review 
and approval.  If approved by the Compensation Committee, the exercise price of such award is the 
closing price of our stock on the date of the Compensation Committee’s approval.  All grants are priced 
without regard to the current share price or to factors that may affect the future share price. 

(c) Focal Awards:  Our focal awards generally occur once a year and the majority of all worldwide 
employees are eligible to participate. Our Human Resources Department works with the Compensation 
Committee and executive management to determine a budgeted number of shares and the award types. 
Upon completion of this process, the list is reviewed by executive management and the chief executive 
officer. The chief executive officer presents the final list of people eligible for awards and the number of 
shares to the Compensation Committee for its approval.  Our executive officers, including our chief 
executive officer, do not have any role in selecting the timing of the awards or the price. The price of 
options granted under our focal awards is the closing price on the date of the Compensation Committee’s 
approval.  All grants are priced without regard to the current share price or to factors that may affect the 
future share price. 

As long-term compensation, under our 1994 Stock Plan, we currently award restricted stock units or stock 
options to our employees at the time of hire, including executive officers.  For all approval requests from our Chief 
Executive Officer to the Compensation Committee, the Compensation Committee makes the grants in its meetings, and 
the Chief Executive Officer does not have discretion to determine grant dates. 

Factors used to determine stock-based compensation include market practice, projected business needs, the 
projected impact of stockholder dilution, and the compensation expense we will incur under the new equity 
compensation accounting rules.  During fiscal year 2006, we granted long-term incentive awards to Cypress’s executive 
officers based on the executive compensation review and individual and corporate performance, as determined by the 
Compensation Committee.  

 Effective January 2, 2006, we adopted the fair value recognition provisions of SFAS 123(R) using the modified 
prospective application transition method. Under the fair value recognition provisions of SFAS 123(R), we recognize 
stock-based compensation net of an estimated forfeiture rate and only recognize compensation cost for those shares 
expected to vest over the requisite service period of the awards. 

Determining the appropriate fair value model and calculating the fair value of share-based payment awards 
require the input of highly subjective assumptions, including the expected life of the share-based payment awards and 
stock price volatility. The assumptions used in calculating the fair value of share-based payment awards represent 
management’s best estimates, but these estimates involve inherent uncertainties and the application of management 
judgment. As a result, if factors change and we use different assumptions, our stock-based compensation expense could 
be materially different in the future. In addition, we are required to estimate the expected forfeiture rate and only 
recognize expense for those shares expected to vest. If our actual forfeiture rate is materially different from our estimate, 
the stock-based compensation expense could be significantly different from what we have recorded in the current period.  

We have no program, plan or practice to coordinate equity grants with the release of material information. The 
Committee does not accelerate or delay equity grants in response to material information, nor do we delay the release of 
information due to plans for making equity grants. 

Deferred Compensation and Other Benefit Plans 

In fiscal year 1995, we adopted a deferred compensation plan (Plan II), a legacy plan, which provides certain 
key employees, including our executive officers, with the option to defer the receipt of compensation in order to 
accumulate funds for retirement. Plan II is voluntary and is non-tax qualified.  In 2005, we froze Plan II and established a 
new 2005 Deferred Compensation Plan (Plan I) which is more insurance-based, and intended to comply with new tax 
laws applying to such.  Under Plan I, certain compensation may be deferred until termination or other specified dates 
participants may choose. Deferred amounts may be credited with earnings based on investment choices made available 
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by the 401(k) Investment Plan Committee or the Deferred Compensation Plan Committee for this purpose.  Certain 
participants’ beneficiaries are also eligible to receive a pre-retirement death benefit.  All employees who are eligible to 
participate in the Key Employee Bonus Plan may participate in Plan I.  Participants can defer up to 75% of their annual 
base salary and up to 100% of their cash bonuses or commissions they will earn in the following year. 

We do not match the contributions made by the employees or guarantee returns on their investments. As of 
December 31, 2006, deferred compensation plan obligations were $17.2 million under Plan I and $9.5 million under 
Plan II. 

Other Compensation Matters 

Pension Benefits 

None of our executive officers participate in or have account balances in qualified or non-qualified defined 
benefit plans sponsored by us. We do not offer such qualified or non-qualified defined benefit plans to our executives 
because we believe that such defined benefit plans are atypical for similar companies in both our industry and geographic 
region.  We also currently do not provide any 401(k) matching contributions to any employees including executive 
officers. Our Compensation Committee, which is comprised solely of “outside directors” as defined for purposes of 
Section 162(m) of the Internal Revenue Code, may elect to adopt qualified or non-qualified defined benefit plans in the 
future if the Compensation Committee determines that doing so is in our best interests.  

Executive Officer Severance Arrangements  

We do not have any severance pay arrangements with any of our executive officers that would be triggered in 
the event of the termination of his or her employment for reasons of termination without cause, mutual agreement, or 
termination under a change in control or otherwise. 

Change-in-Control Arrangements 

 None of our executive officers are entitled to any special payment of benefits upon a change in control of 
Cypress.  Discretionary equity awards for all employees under the 1994 Stock Plan or the 1999 Nonstatutory Stock 
Option Plan may, at the discretion of our Board of Directors or an authorized committee thereof, be accelerated upon a 
change in control. 

Stock Ownership Guidelines 

We currently do not have stock ownership guidelines.  We do recognize their importance and are considering 
establishing guidelines for our Company.  

Perquisites 

The philosophy of the Company is to provide no material perquisites to executive officers. Executive officers 
receive no benefits that other companies may provide such as car, airplane, country club and financial planning benefits. 
Executive officers are eligible to participate in the Employee Stock Purchase Plan and receive similar health, dental, and 
insurance benefits, which are available to other employees. 

Section 162(m) Treatment Regarding Performance-Based Equity Awards 

Our management and Compensation Committee have considered the implications of Section 162(m) of the 
Internal Revenue Code of 1986. This section precludes a public corporation from taking a tax deduction for individual 
compensation in excess of $1 million for its chief executive officer or any of its four other highest-paid officers. This 
section also provides for certain exemptions to this limitation, specifically compensation that is performance-based 
within the meaning of Section 162(m).  Only our Chief Executive Officer was paid compensation in excess of $1 million 
in fiscal year 2006. 

We currently intend to continue to structure the performance-based portion of the compensation of our executive 
officers in a manner that complies with Section 162(m).  Our Compensation Committee intends to preserve the 
deductibility of compensation payable to our executives, although deductibility will be only one among a number of 
factors considered in determining appropriate levels or modes of compensation.  
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REPORT OF THE COMPENSATION COMMITTEE OF THE BOARD OF DIRECTORS 

 We have reviewed and discussed the foregoing Compensation Discussion and Analysis (which is 
incorporated by reference in this report) with management. Based on our review and discussion with management, we 
have recommended to the Board of Directors that the Compensation Discussion and Analysis be included in this proxy 
statement and in Cypress’s Annual Report on Form 10-K for the year ended December 31, 2006. 

COMPENSATION COMMITTEE OF THE BOARD OF DIRECTORS  

Eric A. Benhamou, Chairman 
Lloyd Carney 
James R. Long 
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DIRECTOR COMPENSATION 

Fiscal Year Ended December 31, 2006 

Name 

Fees 
Earned or 

Paid in 
Cash 
($) 

Stock 
Awards 

($) 

Option 
Awards 

($)(1)

Non-Equity 
Incentive Plan 
Compensation 

($) 

Change in 
Pension Value 

and 
Nonqualified 

Deferred 
Compensation 

Earnings 
($) 

All Other 
Compensation 

($) 
Total 

($) 
T.J. Rodgers  0 (2) 0 0 N/A N/A 0 0 

W. Steve Albrecht  55,000 0 152,856 N/A N/A 0 207,856 

Eric A. Benhamou  63,000 (3) 0 145,228 N/A N/A 0 208,228 

Lloyd Carney  53,250 (4) 0 254,680 N/A N/A 0 307,930 

James R. Long  57,500 (5) 0 145,051 N/A N/A 0 202,551 

J. Daniel McCranie  93,000 (6) 0 215,825 N/A 0 108,925(7) 417,750 

Alan F. Shugart  11,250 (8) 0 88,782 N/A N/A 0 100,032 

Evert van de Ven  105,000 (9) 0 249,950 N/A N/A 0 354,950 
 

(1) Amounts shown do not reflect compensation actually received by our directors.  Instead, the amount shown 
reflects the grant date compensation cost of awards of stock options to our directors recognized by our Company 
during fiscal year 2006 for financial reporting purposes under SFAS 123(R).  The assumptions used to calculate 
the value of stock awards are set forth under Note 7 (Stock-Based Compensation), Notes of Consolidated 
Financial Statements included in our Company’s Annual Report on Form 10-K for fiscal year 2006 filed with the 
SEC on March 1, 2007. 

(2) Mr. Rodgers does not receive any remuneration for Board services, but he receives remuneration as Chief 
Executive Officer. 

(3) Amount includes $5,500 paid to Mr. Benhamou as a one-time special board committee fee for a special 
assignment by the Board. 

(4) Amount includes $2,000 paid to Mr. Carney as a one-time special board committee fee for a special assignment 
by the Board. 

(5) Amount includes $5,000 paid to Mr. Long as a one-time special board committee fee for a special assignment by 
the Board. 

(6) Amount includes $5,500 paid to Mr. McCranie as a one-time special board committee fee for a special assignment 
by the Board. 

(7) Amount represents distributions made in 2006 to Mr. McCranie under our Deferred Compensation (Plan II). 

(8) Mr. Shugart retired from our Board in May 2006. 

(9) Amount includes $2,500 paid to Mr. van de Ven as a one-time special board committee fee for a special 
assignment by the Board. 
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EXECUTIVE COMPENSATION 

Summary Compensation Table  

The following table sets forth information regarding compensation earned during fiscal year 2006 by our Chief 
Executive Officer, our Chief Financial Officer and our three other most highly compensated executive officers, who we 
refer to collectively as our Named Executive Officers.   

Our executive officers do not have employment contracts. They are not guaranteed salary increases or cash 
bonus amounts. We provide no pension benefits and do not match 401(k) contributions. We do not guarantee a return or 
provide above-market returns on compensation that has been deferred. We have not repriced any stock options in 2006, 
and we do not grant reload options. Executive officers receive no benefits or perquisites that are not available to other 
employees. We believe our compensation program holds our executive officers accountable for the financial and 
competitive performance of Cypress, and for their individual contribution toward that performance. 

 

Name and 
Principal 
Position Year 

Salary(1)

($) 
Bonus 

($) 

Stock 
Awards(2)

($) 

Option 
Awards(3)

($)  

Non-Equity 
Incentive Plan 

Compensation(4)

($) 

Change in 
Pension Value 

and Nonqualified 
Deferred 

Compensation 
Earnings(5)

($) 

All Other 
Compensation 

($) 

Total 
Compensation 

($) 
T.J. Rodgers 
President, Chief 
Executive 
Officer and  
Director 

2006 572,825 0 350,578 2,977,185 785,898 478,763 N/A 5,165,249 

Brad W. Buss 
Executive Vice 
President, 
Finance and 
Administration, 
Chief Financial 
Officer  

2006 302,596 0 6,080 873,203 224,461 N/A N/A 1,406,340 

Paul Keswick 
Executive Vice 
President,  
New Product 
Development 

2006 297,098 0 5,700 377,390 223,343 N/A N/A 903,531 

Christopher 
Seams, 
Executive Vice 
President, 
Sales, 
Marketing and 
Operations 

2006 363,066 0 5,130 544,858 283,217 14,708 50,000(6) 1,260,979 

Norman Taffe 
Executive Vice 
President,  
Consumer and 
Computation 
Division 

2006 280,476(7) 0 5,320 400,769 170,990 8,621 36,503 902,679 

 

(1) Represents actual salary earned in 2006, and reflects annual salary increases in fiscal year 2006.  Salary includes base 
pay and payment in respect of accrued vacation and holidays. 

(2) Amounts shown do not reflect compensation actually received by the Named Executive Officer.  Instead the amount 
shown reflects the grant date compensation cost of awards of restricted stock units to our Named Executive Officers 
recognized by our Company during fiscal year 2006 for financial reporting purposes under SFAS 123(R), excluding 
forfeiture assumption.  The assumptions used to calculate the value of stock awards are set forth under Note 7 (Stock-
Based Compensation) Notes of Consolidated Financial Statements included in our Company’s Annual Report on 
Form 10-K for fiscal year 2006 filed with the SEC on March 1, 2007.  
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(3) Amounts shown do not reflect the compensation actually received by the Named Executive officer, but reflect the 
grant date compensation cost of awards of stock options to our Named Executive Officers recognized by our 
Company during fiscal year 2006 for financial reporting purposes under SFAS 123(R), excluding forfeiture 
assumption.  The assumptions used to calculate the value of stock awards are set forth under Note 7 (Stock-Based 
Compensation) Notes of Consolidated Financial Statements included in our Company’s Annual Report on Form 10-K 
for fiscal year 2006 filed with the SEC on March 1, 2007. 

(4) Includes bonus amounts earned under our Key Employee Bonus Plan (“KEBP”) and bonuses earned under our 
Performance Profit Sharing Plan (“PPSP”).  Bonuses under our KEBP and PPSP are paid in arrears of the quarter in 
which earned.  The amounts earned are paid out in the fiscal quarter following the year earned, provided the 
employee is still employed by Cypress at the time of the payout, subject to conditions specified under the Plan.  Also 
shows $5,000 and $3,750 paid to Messrs. Rodgers and Keswick under our Patent Award Program. 

(5) Amount represents above-market or preferential earnings during 2006 on compensation that was deferred in or prior 
to fiscal year 2006 under our 1995 Deferred Compensation Plan (Plan II) and 2005 Deferred Compensation Plan 
(Plan I). 

(6) Represents cash distribution made to Mr. Seams in 2006 under our deferred compensation plans. 

(7) Of this amount, Mr. Taffe deferred the receipt of $28,216 under our Deferred Compensation (Plan I). 



The following table shows all plan-based awards granted to the Named Executive Officers during fiscal year 2006, which ended December 31, 2006.  The option awards and 
the unvested portion of the stock awards identified in the table below are also reported in the Outstanding Equity Awards at Fiscal Year-End table on the following page. 

GRANTS OF PLAN-BASED AWARDS 
Fiscal Year Ended December 31, 2006 

 
   

   

 

Estimated Future Payouts 
Under Non-Equity Incentive Plan 

Awards(1)

Estimated Future Payouts Under 
Equity Incentive 

Plan Awards 

Name and Principal Position 
Grant 
Date 

Threshold 
($) 

Target 
($) 

Maximum 
($) 

Threshold 
(#) 

Target 
(#) 

Maximum 
(#) 

All Other 
Stock 

Awards: 
Number of 
Shares of 
Stock or 
Units(2)

(#) 

All Other 
Option 

Awards: 
Number of 
Securities 

Underlying 
Options(3)

(#) 

Exercise 
or Base 
Price of 
Option 
Awards 
($/SH) 

Grant Date 
Fair Value 

of Stock and 
Option 
Awards 

($) 
6/30/06          N/A N/A N/A N/A N/A N/A  0  425,000 14.54  3,333,395
6/30/06         N/A N/A N/A N/A N/A N/A  100,000  0 0.00  1,454,000

T.J. Rodgers 
President, Chief Executive 
Officer and Director N/A        N/A N/A N/A N/A N/A N/A  0  0 0.00  0 

10/27/06        N/A N/A N/A N/A N/A N/A  0  32,000 16.43  241,887 
10/27/06        N/A N/A N/A N/A N/A N/A  10,667  0 0.00  175,259 

Brad W. Buss 
Executive Vice President, 
Finance and Administration, 
Chief Financial Officer N/A        N/A N/A N/A N/A N/A N/A  0  0 0.00  0 

10/27/06        N/A N/A N/A N/A N/A N/A  0  30,000 16.43  226,768 
10/27/06        N/A N/A N/A N/A N/A N/A  10,000  0 0.00  164,300 

Paul Keswick 
Executive Vice President, 
New Product Development  N/A        N/A N/A N/A N/A N/A N/A  0  0 0.00  0 

10/27/06        N/A N/A N/A N/A N/A N/A  0  27,000 16.43  204,091 
10/27/06        N/A N/A N/A N/A N/A N/A  9,000  0 0.00  147,870 

Christopher Seams 
Executive Vice President, 
Sales, Marketing and 
Operations N/A        N/A N/A N/A N/A N/A N/A  0  0 0.00  0 

10/27/06        N/A N/A N/A N/A N/A N/A  0  28,000 16.43  211,651 
10/27/06        N/A N/A N/A N/A N/A N/A  9,333  0 0.00  153,341 

Norman Taffe 
Executive Vice President, 
Consumer and Computation 
Division N/A        N/A N/A N/A N/A N/A N/A  0  0 0.00  0 

(1) There are no outstanding future payments under our Key Employee Bonus Plan (“KEBP”).  Since the plan was amended in 2006, all amounts earned under our KEBP program 
are paid in the quarter after which they were earned.  The annual component is paid in the quarter following the fiscal year in which it was earned. 

(2) In 2006 our Named Executive Officers, except our Chief Executive Officer, received 50% of their annual equity award in restricted stock units and 50% in stock option grants.  
Restricted stock unit awards granted under our 1994 Stock Plan typically vest annually over a five-year period of employment.  Except for the grant made to Mr. Rodgers, all 
of the restricted stock awards described in this column were granted under our 1994 Stock Plan and have these terms.  Mr. Rodgers’ award of 100,000 restricted stock units was 
a one-time special transaction bonus granted to Mr. Rodgers for the successful initial public offering of SunPower Corporation, a majority-owned subsidiary of Cypress.  The 
shares vest over a two-year period from the date of grant, with a one-year cliff. 

(3) All stock option grants described in this column were made under our 1994 Stock Plan and typically have a ten-year term, vest over a five-year period of employment and have 
an exercise price equal to 100% of the fair market value of the shares on the grant date.  Mr. Rodgers’ stock option grant occurred in June as part of a review of his total 
compensation by the Compensation Committee and our Board, and was approved by the Compensation Committee at a scheduled meeting.  All employees, including executive 
officers, other than Mr. Rodgers, received stock option awards during our annual focal review in October 2006.  These awards were all approved by the Compensation 
Committee at a scheduled meeting. 
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OUTSTANDING EQUITY AWARDS  
Fiscal Year End December 31, 2006 

  Option Awards(1) Stock Awards(2)

Name and Principal 
Position 

Number of 
Securities 

Underlying 
Unexercised 

Options 
(#) 

Exercisable  

Number of 
Securities 

Underlying 
Unexercised 

Options 
(#) 

Unexercisable 

Equity 
Incentive Plan 

Awards: 
Number of 
Securities 

Underlying 
Unexercised 

Unearned 
Options 

(#) 

Option 
Exercise 

Price 
($) 

Option 
Expiration 

Date 

Number of 
Shares of 
Units of 
Stock 

Unvested 
(#) 

Market Value 
of Shares or 

Units of Stock 
that Have Not 

Vested  
($) 

Equity 
Incentive Plan 

Awards: 
Number of 
Unearned 

Shares, Units 
or Other Rights 
that Have Not 

Vested 
(#) 

Equity Incentive 
Plan Awards: 

Market or Payout 
Value of 

Unearned Shares, 
Units or Other 

Rights that Have 
Not Vested  

($) 
 200,000  0 0 8.37  09/17/08  0 0 0 0 
 300,000  0 0     16.73 03/16/11  0 0 0 0
 300,000  0 0     21.50 09/30/09  0 0 0 0
 400,000  0 0     23.19 12/14/10  0 0 0 0
 250,000  50,000 0     10.50 08/07/12  0 0 0 0
 151,666  198,334 0     21.34 01/02/14  0 0 0 0
 205,333  74,667 0     7.56 04/11/13  0 0 0 0
 116,666  233,334 0     14.55 02/25/15  0 0 0 0
 269  466 0     36.38 02/25/15  0 0 0 0
 472  816 0     14.55 02/25/15  0 0 0 0
 200,000  0 0     11.56 10/23/07  0 0 0 0
 253,328 (3)  126,672 (3) 0    11.40 02/03/15  0 0 0 0
 35,416  389,584 0      14.54 06/30/16  0 0 0 0

T.J. Rodgers 
President, Chief 
Executive Officer and 
Director 

 0  0 0      0.00 N/A 100,000(4) 1,687,000 0 0
 60,000  165,000 0      15.23 08/15/15  0 0 0 0
 5,000 (5)  70,000 (5) 0    15.23 08/15/15  0 0 0 0
 1,066  30,934 0      16.43 10/27/16  0 0 0 0

Brad W. Buss 
Executive Vice 
President, Finance and 
Administration, Chief 
Financial Officer  0  0 0       0.00 N/A  10,667 179,952 0 0

 36,000  0 0      10.00 02/12/08  0 0 0 0
 64,000  0 0      8.37 09/17/08  0 0 0 0
 50,000  0 0      16.73 03/16/11  0 0 0 0
 50,000  0 0      21.50 09/30/09  0 0 0 0
 50,000  0 0      23.19 12/14/10  0 0 0 0
 75,000  15,000 0      6.44 10/01/12  0 0 0 0
 7,500  2,500 0      6.44 10/01/12  0 0 0 0
 33,750  11,250 0      7.37 03/27/13  0 0 0 0
 26,000  34,000 0      19.60 10/23/13  0 0 0 0
 20,000  40,000 0      14.55 02/25/15  0 0 0 0
 65,000  0 0      11.56 10/23/07  0 0 0 0
 1,000  29,000 0      16.43 10/27/16  0 0 0 0

Paul Keswick 
Executive Vice 
President, New 
Product Development 

 0  0 0      0.00 N/A  10,000 168,700 0 0
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  Option Awards(1) Stock Awards(2)

Name and Principal 
Position 

Number of 
Securities 

Underlying 
Unexercised 

Options 
(#) 

Exercisable  

Number of 
Securities 

Underlying 
Unexercised 

Options 
(#) 

Unexercisable 

Equity 
Incentive Plan 

Awards: 
Number of 
Securities 

Underlying 
Unexercised 

Unearned 
Options 

(#) 

Option 
Exercise 

Price 
($) 

Option 
Expiration 

Date 

Number of 
Shares of 
Units of 
Stock 

Unvested 
(#) 

Market Value 
of Shares or 

Units of Stock 
that Have Not 

Vested  
($) 

Equity 
Incentive Plan 

Awards: 
Number of 
Unearned 

Shares, Units 
or Other Rights 
that Have Not 

Vested 
(#) 

Equity Incentive 
Plan Awards: 

Market or Payout 
Value of 

Unearned Shares, 
Units or Other 

Rights that Have 
Not Vested  

($) 
 8,667  0 0      9.75 01/29/08  0 0 0 0
 7,077  0 0      9.75 01/29/08  0 0 0 0
 8,867  0 0      8.37 09/17/08  0 0 0 0
 35,834  0 0      8.06 03/29/09  0 0 0 0
 144,000  0 0     16.84 10/08/11  0 0 0 0
 40,000  0 0      16.84 10/08/11  0 0 0 0
 150,000  30,000 0     6.44 10/01/12  0 0 0 0
 33,333  6,667 0      6.44 10/01/12  0 0 0 0
 67,500  22,500 0      7.56 04/11/13  0 0 0 0
 4,700  0 0      17.15 08/22/13  0 0 0 0
 12,272  1,428 0      9.30 05/19/13  0 0 0 0
 39,000  51,000 0      21.34 01/02/14  0 0 0 0
 23,333  46,667 0      14.55 02/25/15  0 0 0 0
 900  26,100 0     16.43 10/27/16  0 0 0 0

Christopher Seams 
Executive Vice 
President, Sales, 
Marketing and 
Operations 

 0  0 0      0.00 N/A  9,000 151,830 0 0
 4,224  0 0      9.75 01/29/08  0 0 0 0
 8,900  0 0      22.15 07/16/11  0 0 0 0
 9,500  0 0      21.34 07/09/11  0 0 0 0
 6,500  0 0      9.62 02/25/09  0 0 0 0
 8,755  0 0      21.50 09/30/09  0 0 0 0
 9,000  0 0      16.84 10/08/11  0 0 0 0
 3,000  1,500 0      6.44 10/01/12  0 0 0 0
 1,666  834 0      6.44 10/01/12  0 0 0 0
 3,164  2,261 0      7.37 03/27/13  0 0 0 0
 4,333  5,667 0      19.60 10/23/13  0 0 0 0
 5,000  10,000 0      14.55 02/25/15  0 0 0 0
 4,750  10,250 0      13.72 06/08/15  0 0 0 0
 17,333  47,667 0      16.24 09/06/15  0 0 0 0
 4,000  16,000 0      14.16 12/08/15  0 0 0 0
 933  27,067 0     16.43 10/27/16  0 0 0 0

Norman Taffe 
Executive Vice 
President, Consumer 
and Computation 
Division 

 0  0 0      0.00 N/A  9,333 157,447 0 0
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(4) In recognition of his outstanding contribution and the value that was created as a result of the SunPower IPO, Mr. Rodgers received a one-time award of 
100,000 restricted stock units that vest annually over two (2) years.  The restricted stock units will completely vest on June 30, 2007. 

(1) All stock option awards described in this table were made under our 1994 Stock Plan. Except as noted under footnotes 3 and 5, options granted under our 
1994 Stock Plan typically have a ten-year term, vest over a five-year period of employment and have an exercise price equal to market value on the date of 
grant. 

(5) Stock option awards granted to Mr. Buss start vesting one year from the date of grant, vest monthly over five (5) years thereafter, and expire ten (10) years 
from the date of grant. 

 

 

(2) All restricted stock unit (RSU) awards described in this table were made under the 1994 Stock Plan.  Except for the 100,000 RSUs awarded to Mr. Rodgers, 
which vest annually over two years, restricted stock typically have a ten-year term, and vest annually over a five-year period of employment, with a one-year 
cliff. 

(3) Mr. Rodgers was granted options to purchase a total of 380,000 shares of common stock in February 2005.  These 380,000 stock options vest quarterly over 
12 fiscal quarters, subject to accelerated vesting if certain performance conditions are met. 
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OPTION EXERCISES AND STOCK VESTING 

Fiscal Year Ended December 31, 2006 

 Option Awards Stock Awards 

Name of Executive 
Officer 

Number of Shares 
Acquired on Exercise 

(#) 

Value Realized Upon 
Exercise(2)

($) 

Number of Shares 
Acquired Upon 

Vesting 
(#) 

Value Realized Upon 
Vesting 

($) 

T.J. Rodgers  300,000(1)  1,704,000  0 0 

Brad W. Buss  0  0 0 0 

Paul Keswick  21,000  147,000 0 0 

Christopher Seams  6,493  40,660 0 0 

Norman Taffe  0  0 0 0 

 
(1) Mr. Rodgers exercised and purchased the underlying shares and continues to hold these shares. 

(2) Value is the difference between the option exercise price and the sale price of the underlying shares 
multiplied by the number of shares covered by the option. 

NON-QUALIFIED DEFERRED COMPENSATION  

Fiscal Year Ended December 31, 2006 

Name of Executive 
Officer 

Executive 
Contribution in 
the Last Fiscal 

Year 
($) 

Registrant 
Contribution 
in the Last 
Fiscal Year 

($) 

Aggregate 
Earnings 

in the Last 
Fiscal Year 

($) 

Aggregate 
Withdrawals/ 
Distributions 

($) 

Aggregate Balance at 
Last Fiscal Year End 

($) 

T.J. Rodgers 0 0  478,763 0  2,892,519 

Brad W. Buss 0 0  0 0  0 

Paul Keswick 0 0  0 0  0 

Christopher Seams 0 0  14,708 50,000  492,300 

Norman Taffe 28,216(1) 0  8,621 36,503  211,221 

 
(1) Mr. Taffe contributed this amount under our Deferred Compensation (Plan I), which provides certain key 

employees, including our executive officers, with the option to defer receipt of compensation in order to 
accumulate funds for retirement. Our Deferred Compensation (Plan I) is a voluntary, non-tax qualified 
plan.  Under this Plan, compensation may be deferred until termination or other specified dates the 
participant chooses. Deferred amounts may be credited with earnings based on the performance of 
investment choices made available by the 401(k) Investment Plan Committee. 
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OTHER DISCLOSURES 

Compensation Committee Interlocks and Insider Participation 

No member of the Compensation Committee was or is one of our officers or employees.   

Certain Relationships and Related Transactions 

Apart from service on our Board, there are no additional relationships between our directors and our Company, 
nor are there any related party transactions between our directors and our Company.    

Indebtedness of Executive Officers 

In 2001, prior to the Sarbanes-Oxley Act of 2002, we offered our employees loans under the stockholder-
approved 2001 Employee Stock Purchase Assistance Plan.  Christopher A. Seams, our Executive Vice President of 
Sales, Marketing, and Operations, made a one-time purchase of 54,500 shares of our common stock under this plan in 
2001. As of February 28, 2007, Mr. Seams was indebted to us in the principal amount of $1,154,095, plus accrued 
interest outstanding in the amount of $283,085. The principal amount of the loan did not exceed this amount in the fiscal 
year 2006.  We charge interest to Mr. Seams currently at a rate of 4.88% per annum, adjusted quarterly in accordance 
with the IRS permitted rates. 

 In 2001, prior to the Sarbanes-Oxley Act of 2002 and before Mr. Seams became a 16(b) officer, the Company 
gave a loan to Mr. Seams in the amount of $16,000 to purchase shares of common stock in Cypress’s Silicon Magnetic 
Systems (SMS). The principal amount of the loan did not exceed $16,000 in the fiscal year F2006.   

Section 16(a) Beneficial Ownership Reporting Compliance 

Section 16(a) of the Securities Exchange Act of 1934 requires our executive officers and directors, and persons 
who own more than 10% of a registered class of our equity securities, to file an initial report of ownership on Form 3 and 
changes in ownership on Form 4 or 5 with the SEC and the National Association of Securities Dealers. Such officers, 
directors and 10% stockholders are also required by the SEC rules to furnish us with copies of all Section 16(a) forms 
that they file.   

Based solely on our review of the copies of such forms received by us, we believe that during the fiscal year 
ended December 31, 2006, with the exception of a late Form 4 filing for shares gifted by Mr. Albrecht, all Section 16(a) 
filing requirements applicable to our officers, directors and 10% stockholders were satisfied.  
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OTHER MATTERS 

We know of no other matters to be submitted at the Annual Meeting. If any other matters properly come before 
the Annual Meeting, it is the intention of the persons named in the enclosed proxy to vote the shares they represent as the 
Board of Directors may recommend.   

It is important that your stock be represented at the Annual Meeting, regardless of the number of shares you 
hold. You are, therefore, urged to execute and return the accompanying proxy in the envelope provided or to vote by 
telephone or over the Internet at your earliest convenience. 

FOR THE BOARD OF DIRECTORS 

 
Brad W. Buss 
Corporate Secretary  

Dated: March 28, 2007 
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APPENDIX A 
TO THE PROXY STATEMENT 

CYPRESS SEMICONDUCTOR CORPORATION 
1994 STOCK PLAN 

(As amended and restated on May 3, 2007) 

1. PURPOSES OF THE PLAN.  THE PURPOSES OF THIS STOCK PLAN ARE: 

• to promote the long term success of the Company’s business; 

• to attract and retain the best available personnel for positions of substantial responsibility; and 

• to provide long term incentive to Employees, Consultants and Outside Directors that is aligned with the 
long term interest of all shareholders. 

2. COMPONENTS OF THE PLAN.  THE PLAN PROVIDES FOR: 

• the discretionary granting of Options, Stock Appreciation Rights, Restricted Stock or Restricted Stock 
Units to Employees,  Consultants and Outside Directors, which Options may be either Incentive Stock 
Options (for Employees only) or Nonstatutory Stock Options, as determined by the Administrator at the 
time of grant; and 

• the grant of Nonstatutory Stock Options, Stock Appreciation Rights, Restricted Stock or Restricted Stock 
Units to Outside Directors pursuant to an automatic, non-discretionary formula. 

3. STOCK SUBJECT TO THE PLAN.  As of March 1, 2007, a total of 16.1 million stock options and 1 million 
restricted stock shares or units were available for future issuance under the plan.  As of the date of the approval 
of the amended and restated Plan by the Board of Directors, subject to section 16 of the plan, the number of 
Shares available for issuance under the Plan shall be reduced so that the maximum aggregate number of Shares 
that may be issued under the Plan is 15.3 million Shares.  The Shares may be authorized, but unissued, or 
reacquired Common Stock.  Any Shares subject to Options or Stock Appreciation Rights shall be counted 
against the numerical limits of this section 3 as one Share for every Share subject thereto.  Any Shares of 
Restricted Stock or Restricted Stock Units with a per Share or unit purchase price lower than 100% of Fair 
Market Value on the date of grant shall be counted against the numerical limits of this section 3 as 1.88 Shares 
for every one Share subject thereto.  To the extent that a Share that was subject to an Award that counted as 
1.88 Shares against the Plan reserve pursuant to the preceding sentence is recycled back into the Plan under the 
next paragraph of this section 3, the Plan shall be credited with 1.88 shares.  

Subject to section 16 of the Plan, if any Shares that have been subject to an Option or SAR (whether granted 
under this Plan or the Terminated Plans) cease to be subject to such Option or SAR (other than through exercise 
of the Option or SAR), or if any Option or SAR granted hereunder or thereunder is forfeited, or any Option or 
SAR otherwise terminates prior to the issuance of Common Stock to the Participant, the Shares that were 
subject to such Option or SAR shall again be available for distribution in connection with future awards under 
the Plan (unless the Plan has terminated).  Shares that have actually been issued under the Plan upon exercise of 
an Option shall not in any event be returned to the Plan and shall not become available for future distribution 
under the Plan. With respect to SARs, when an SAR is exercised, the full number of shares subject to the SAR 
or portion thereof being exercised shall be counted against the numerical limits of this section 3 above as one 
Share for every Share subject thereto, regardless of the number of Shares used to settle the SAR upon exercise.  
For example, if an SAR covering 100 shares is exercised by a Participant and the Participant receives 80 Shares 
(with 20 Shares withheld to cover the SAR exercise price), the Plan Share reserve shall be debited the full 100 
Shares and such Shares will not be available for future distribution under the Plan.  Similarly, if Shares are 
withheld to satisfy the minimum statutory withholding obligations arising in connection with the vesting, 
exercise or issuance of any Award (or delivery of the related Shares), such withheld Shares will not be available 
for future issuance under the Plan. 

Shares of Restricted Stock (including Restricted Stock Units) that do not vest and thus are forfeited back to or 
repurchased by the Company shall become available for future grant or sale under the Plan (unless the Plan has 
terminated).  Shares of Restricted Stock or Restricted Stock Units that vest shall not in any event be returned to 
the Plan and shall not become available for future distribution under the Plan. 
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Notwithstanding the foregoing and, subject to adjustment as provided in section 16 of the Plan, the maximum 
number of Shares that may be issued upon the exercise of Incentive Stock Options will equal the aggregate 
Share number stated in the first paragraph of section 3, plus, to the extent allowable under Section 422 of the 
Code and the Treasury Regulations promulgated thereunder, any Shares that become available for issuance 
under the Plan pursuant to the second and third paragraphs of this section 3. 

4. ADMINISTRATION OF THE PLAN. 

4.1 Procedure. 

4.1.1 Multiple Administrative Bodies.  The Plan may be administered by different Committees with 
respect to different groups of Employees, Consultants and Directors. 

4.1.2 Section 162(m).  To the extent that the Administrator determines it to be desirable to qualify 
Options granted hereunder as “performance-based compensation” within the meaning of 
Section 162(m) of the Code, the Plan shall be administered by a Committee of two or more 
“outside directors” within the meaning of Section 162(m) of the Code. 

4.1.3 Rule 16b-3.  To the extent desirable to qualify transactions hereunder as exempt under 
Rule 16b-3, the transactions contemplated hereunder shall be structured to satisfy the 
requirements for exemption under Rule 16b-3. 

4.1.4 Other Administration.  Other than as provided above, the Plan shall be administered by 
(A) the Board or (B) a Committee, which Committee shall be constituted to satisfy Applicable 
Laws. 

4.1.5 Administration With Respect to Automatic Option Grants to Outside Directors.  Automatic 
Option grants to Outside Directors shall be pursuant to a non-discretionary formula as set 
forth in section 10 hereof and therefore shall not be subject to any discretionary 
administration. 

4.2 Powers of the Administrator.  Subject to the provisions of the Plan, and in the case of a Committee, 
subject to the specific duties delegated by the Board to such Committee, the Administrator shall have 
the authority, in its discretion: 

4.2.1 to determine the Fair Market Value of the Common Stock, in accordance with 
subsection 23.19 of the Plan; 

4.2.2 to select the Consultants, Employees and Outside Directors to whom Options, Stock 
Appreciation Rights, Restricted Stock or Restricted Stock Units may be granted hereunder; 

4.2.3 to determine whether and to what extent Options, Stock Appreciation Rights, Restricted Stock 
or Restricted Stock Units are granted hereunder; 

4.2.4 to determine the number of shares of Common Stock to be covered by each Award granted 
hereunder; 

4.2.5 to approve forms of agreement, including electronic forms, for use under the Plan; 

4.2.6 to determine the terms and conditions, not inconsistent with the terms of the Plan, of any 
Option, Stock Appreciation Right, Restricted Stock or Restricted Stock Unit award granted 
hereunder.  Such terms and conditions include, but are not limited to, the exercise price, the 
time or times when Options or SARs may be exercised and when Restricted Stock or 
Restricted Stock Units vest or are issued (which may, in either case, be based on performance 
criteria), any vesting acceleration or waiver of forfeiture or repurchase restrictions, and any 
restriction or limitation regarding any Award or the shares of Common Stock relating thereto, 
based in each case on such factors as the Administrator, in its sole discretion, shall determine; 

4.2.7 to construe and interpret the terms of the Plan and Awards granted pursuant to the Plan; 

4.2.8 to prescribe, amend and rescind rules and regulations relating to the Plan, including rules and 
regulations relating to sub-plans established for the purpose of qualifying for preferred tax 
treatment under foreign tax laws; 

4.2.9 to modify or amend each Award (subject to subsection 18.3 of the Plan), including the 
discretionary authority to extend the post-termination exercisability period of Options or 
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SARs longer than is otherwise provided for in the Plan (but not longer than the original 
Option or SAR term); 

4.2.10 to allow Participants to satisfy withholding tax obligations by electing to have the Company 
withhold from the Shares to be issued upon exercise of an Option or SAR or the vesting or 
issuance of Restricted Stock or Restricted Stock Units that number of Shares having a Fair 
Market Value equal to the minimum statutory amount required to be withheld.  The Fair 
Market Value of the Shares to be withheld shall be determined on the date that the amount of 
tax to be withheld is to be determined.  All elections by a Participant to have Shares withheld 
for this purpose shall be made in such form and under such conditions as the Administrator 
may deem necessary or advisable; 

4.2.11 to authorize any person to execute on behalf of the Company any instrument required to effect 
the grant of an Award previously granted by the Administrator; 

4.2.12 to determine the terms and restrictions applicable to Awards; and 

4.2.13 to make all other determinations deemed necessary or advisable for administering the Plan. 

4.3 Effect of Administrator's Decision.  The Administrator's decisions, determinations and interpretations 
shall be final and binding on all Participants and any other holders of Awards. 

5. ELIGIBILITY. 

5.1 Discretionary Awards.  Nonstatutory Stock Options, SARs, Restricted Stock and Restricted Stock Unit 
Awards may be granted to Employees, Consultants and Outside Directors.  Incentive Stock Options 
may be granted only to Employees.  If otherwise eligible, an Employee, Consultant or Outside Director 
who has been granted an Award may be granted additional Awards. 

5.2 Outside Director Options.  Outside Directors shall also receive automatically granted Options pursuant 
to section 10 hereof. 

6. LIMITATIONS. 

6.1 Each Option shall be designated in the Notice of Grant or Option Agreement as either an Incentive 
Stock Option or a Nonstatutory Stock Option.  However, notwithstanding such designations, to the 
extent that the aggregate Fair Market Value: 

6.1.1  of Shares subject to a Participant's incentive stock options granted by the Company, any 
Parent or Subsidiary, which 

6.1.2  become exercisable for the first time during any calendar year (under all plans of the 
Company or any Parent or Subsidiary) exceeds $100,000, such excess Options shall be treated 
as Nonstatutory Stock Options.  For purposes of this Section 6.1.2, incentive stock options 
shall be taken into account in the order in which they were granted, and the Fair Market Value 
of the Shares shall be determined as of the time of grant. 

6.2 Neither the Plan nor any Award shall confer upon any Participant any right with respect to continuing 
the Participant's employment or consulting relationship or tenure as a director with the Company, nor 
shall they interfere in any way with the Participant's, the Company's, or the Company's stockholders', 
right to terminate such employment or consulting relationship or tenure as a Director with the 
Company at any time, with or without cause. 

6.3 The following limitations shall apply to grants of Options and SARs to Employees: 

6.3.1 No Employee shall be granted, in any fiscal year of the Company, Options and SARs to 
purchase, in the aggregate, more than 1,000,000 Shares. 

6.3.2 The foregoing limitation shall be adjusted proportionately in connection with any change in 
the Company's capitalization as described in subsection 16.1. 

6.3.3 If an Option or SAR is cancelled (other than in connection with a transaction described in 
section 16), the cancelled Option or SAR will be counted against the limit set forth in 
subsection 6.3.1.  For this purpose, if the exercise price of an Option or SAR is reduced 
(which would require prior stockholder approval pursuant to section 22 hereof), the 
transaction will be treated as a cancellation of the Option or SAR and the grant of a new 
Option or SAR. 
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7. TERM OF PLAN.  The Plan became effective upon the date, in 2004, of its approval by the Board of Directors.  
It shall continue in effect for a term of ten (10) years thereafter unless terminated earlier under Section 16 of the 
Plan. 

8. TERM OF OPTION OR SAR.  The term of each Option or SAR shall be eight (8) years from the date of grant 
or such shorter term as may be provided in the Notice of Grant, Option or SAR agreement.  In the case of an 
incentive stock option granted to a participant who, at the time the incentive stock option is granted, owns stock 
representing more than ten percent (10%) of the voting power of all classes of stock of the company or any 
parent or subsidiary, the term of the incentive stock option shall be five (5) years from the date of grant or such 
shorter term as may be provided in the notice of grant or option agreement. 

9. OPTION AND SAR EXERCISE PRICE; OPTION CONSIDERATION. 

9.1 Exercise Price.  The per share exercise price for the Shares to be issued pursuant to exercise of an 
Option or SAR shall be determined by the Administrator, subject to the following: 

9.1.1 In the case of an Incentive Stock Option 

9.1.1.1 granted to an Employee who, at the time the Incentive Stock Option is granted, owns 
stock representing more than ten percent (10%) of the voting power of all classes of 
stock of the Company or any Parent or Subsidiary, the per Share exercise price shall 
be no less than 110% of the Fair Market Value per Share on the date of grant. 

9.1.1.2 granted to any Employee other than an Employee described in paragraph 
(A) immediately above, the per Share exercise price shall be no less than one 
hundred (100%) of the Fair Market Value per Share on the date of grant. 

9.1.2 In the case of a Nonstatutory Stock Option or an SAR, the per Share exercise price shall be no 
less than one hundred percent (100%) of Fair Market Value per Share on the date of grant.  

9.2 Waiting Period and Exercise Dates.  At the time an Option or SAR is granted, the Administrator shall 
fix the period within which the Option or SAR may be exercised and shall determine any conditions 
which must be satisfied before the Option or SAR may be exercised.  In so doing, the Administrator 
may specify that an Option or SAR may not be exercised until the completion of a service period or 
until certain performance milestones are achieved. 

9.3 Form of Option Consideration.  Except with respect to automatic stock option grants to Outside 
Directors, the Administrator shall determine the acceptable form of consideration for exercising an 
Option, including the method of payment.  In the case of an Incentive Stock Option, the Administrator 
shall determine the acceptable form of consideration at the time of grant.  Such form of consideration 
shall be set forth in the Notice of Grant or Option Agreement and may, as determined by the 
Administrator (and to the extent consistent with Applicable Laws), consist entirely of: 

9.3.1 cash; 

9.3.2 check; 

9.3.3 promissory note; 

9.3.4 other previously-owned Shares which have a Fair Market Value on the date of surrender equal 
to the aggregate exercise price of the Shares as to which said Option shall be exercised; 

9.3.5 delivery of a properly executed exercise notice together with such other documentation as the 
Administrator and the broker, if applicable, shall require to effect an exercise of the Option 
and delivery to the Company of the sale or loan proceeds required to pay the exercise price; 

9.3.6 any combination of the foregoing methods of payment; or 

9.3.7 such other consideration and method of payment for the issuance of Shares to the extent 
permitted by Applicable Laws. 

10. AUTOMATIC STOCK OPTION GRANTS TO OUTSIDE DIRECTORS. 

10.1 Procedure for Grants.  All grants of Options to Outside Directors under this section 10 shall be 
automatic and non-discretionary and shall be made strictly in accordance with the following 
provisions:  
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10.1.1 No person shall have any discretion to select which Outside Directors shall be granted 
Options or to determine the number of Shares to be covered by Options granted to Outside 
Directors. 

10.1.2 Each Outside Director shall be automatically granted an Option to purchase 80,000 Shares 
(the “First Option”) upon the date on which such person first becomes a Director, whether 
through election by the stockholders of the Company or appointment by the Board of 
Directors to fill a vacancy. 

10.1.3 At each of the Company’s annual stockholder meetings (A) each Outside Director who was 
an Outside Director on the date of the prior year’s annual stockholder meeting shall be 
automatically granted an Option to purchase 20,000 Shares, and (B) each Outside Director 
who was not an Outside Director on the date of the prior year’s annual stockholder meeting 
shall receive an option covering the number of Shares determined by multiplying 20,000 
Shares by a fraction, the numerator of which is the number of days since the Outside Director 
received their First Option, and the denominator of which is 365, rounded down to the nearest 
whole Share. 

10.1.4 Notwithstanding the provisions of subsections 10.1.2 and 10.1.3 hereof, in the event that an 
automatic grant hereunder would cause the number of Shares subject to outstanding Options 
plus the number of Shares previously purchased upon exercise of Options to exceed the 
number of Shares available for issuance under the Plan, then each such automatic grant shall 
be for that number of Shares determined by dividing the total number of Shares remaining 
available for grant by the number of Outside Directors on the automatic grant date.  Any 
further grants shall then be deferred until such time, if any, as additional Shares become 
available for grant under the Plan. 

10.1.5 The terms of an Option granted hereunder on or after the date of the 2007 Company annual 
stockholder meeting shall be as follows: 

10.1.5.1 the term of the Option shall be eight (8) years. 

10.1.5.2 the Option shall be exercisable only while the Outside Director remains a Director 
of the Company, except as set forth in subsection 10.3 hereof. 

10.1.5.3 the exercise price per Share shall be 100% of the Fair Market Value per Share on 
the date of grant of the Option. 

10.1.5.4 the Option shall become exercisable as to 1/60th of the covered Shares each month, 
so as to become 100% vested on the five year anniversary of the grant date, subject 
to the Participant maintaining Continuous Status as a Director on each vesting 
date. 

10.2 Consideration for Exercising Outside Director Stock Options.  The consideration to be paid for the 
Shares to be issued upon exercise of an automatic Outside Director Option shall consist entirely of 
cash, check, other Shares of previously owned Common Stock which have a fair market value on the 
date of surrender equal to the aggregate exercise price of the Shares as to which said Option shall be 
exercised, and, for Options granted on or after the 2004 Company annual stockholder meeting, to the 
extent permitted by Applicable Laws, delivery of a properly executed exercise notice together with 
such other documentation as the Administrator and the broker, if applicable, shall require to effect an 
exercise of the Option and delivery to the Company of the sale or loan proceeds required to pay the 
exercise price, or any combination of such methods of payment.  

10.3 Post-Directorship Exercisability. 

10.3.1 Termination of Status as a Director.  If an Outside Director ceases to serve as a Director, he 
may, but only within ninety (90) days, or, for Options granted on or after the 2004 
Company annual stockholder meeting, within one year, after the date he or she ceases to be 
a Director of the Company, exercise his or her Option to the extent that he or she was 
entitled to exercise it at the date of such termination.  To the extent that he or she was not 
entitled to exercise an Option at the date of such termination, or if he or she does not 
exercise such Option (which he was entitled to exercise) within the time specified herein, 
the Option shall terminate. 
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10.3.2 Disability of Director.  Notwithstanding the provisions of subsection 10.3.1 above, in the 
event a Director is unable to continue his or her service as a Director with the Company as a 
result of his or her Disability, he or she may, but only within six (6) months, or, for Options 
granted on or after the 2004 Company annual stockholder meeting, within one year, from 
the date of termination, exercise his or her Option to the extent he or she was entitled to 
exercise it at the date of such termination.  To the extent that he or she was not entitled to 
exercise the Option at the date of termination, or if he or she does not exercise such Option 
(which he was entitled to exercise) within the time specified herein, the Option shall 
terminate. 

10.3.3 Death of Director.  In the event of the death of a Participant: 

10.3.3.1 during the term of the Option who is at the time of his death a Director of the 
Company and who shall have been in Continuous Status as a Director since the 
date of grant of the Option, the Option may be exercised, at any time within six 
(6) months, or, for Options granted on or after the 2004 Company annual 
stockholder meeting, within one year,  following the date of death, by the 
Director's estate or by a person who acquired the right to exercise the Option by 
bequest or inheritance, but only to the extent of the right to exercise that would 
have accrued had the Participant continued living and remained in Continuous 
Status a Director for twelve (12) months after the date of death; or 

10.3.3.2 within thirty (30) days after the termination of Continuous Status as a Director, 
the Option may be exercised, at any time within six (6) months, or, for Options 
granted on or after the 2004 Company annual stockholder meeting, within one 
year, following the date of death, by the Participant's estate or by a person who 
acquired the right to exercise the Option by bequest or inheritance, but only to 
the extent of the right to exercise that had accrued at the date of termination. 

11. EXERCISE OF OPTION OR SAR. 

11.1 Procedure for Exercise; Rights as a Stockholder.  Any Option or SAR granted hereunder shall be 
exercisable according to the terms of the Plan and at such times and under such conditions as 
determined by the Administrator and set forth in the Option or SAR Agreement.  An Option or SAR 
may not be exercised for a fraction of a Share. 

 An Option or SAR shall be deemed exercised when the Company receives: (i) written or electronic 
notice of exercise (in accordance with the Option Agreement) from the person entitled to exercise the 
Option, and (ii) for Options only, full payment for the Shares with respect to which the Option is 
exercised.  Full payment for Options may consist of any consideration and method of payment 
authorized by the Administrator and permitted by the Option Agreement and the Plan.  Shares issued 
upon exercise of an Option or SAR shall be issued in the name of the Participant or, if requested by the 
Participant, in the name of the Participant and his or her spouse.  Until the stock certificate evidencing 
such Shares is issued (as evidenced by the appropriate entry on the books of the Company or of a duly 
authorized transfer agent of the Company), no right to vote or receive dividends or any other rights as a 
stockholder shall exist with respect to the Optioned Stock, notwithstanding the exercise of the Option 
or SAR.  The Company shall issue (or cause to be issued) such stock certificate promptly after the 
Option or SAR is exercised.  No adjustment will be made for a dividend or other right for which the 
record date is prior to the date the stock certificate is issued, except as provided in section 16 of the 
Plan. 

 Exercising an Option or SAR in any manner shall decrease the number of Shares thereafter available 
for sale under the Option or SAR by the number of Shares as to which the Option or SAR is exercised. 

11.2 Termination of Service.  Upon termination of a Participant's Continuous Status as an Employee, 
Consultant or Director, other than upon the Participant's death or Disability, the Participant may 
exercise the Option or SAR, but only within such period of time as is specified in the Notice of Grant, 
Option or SAR Agreement, and, unless otherwise determined by the Administrator, only to the extent 
that the Participant was entitled to exercise it at the date of termination (but in no event later than the 
expiration of the term of such Option as set forth in the Notice of Grant or Option Agreement).  In the 
absence of a specified time in the Notice of Grant, Option or SAR Agreement, the Option or SAR shall 
remain exercisable for thirty days following the Participant's termination of Continuous Status as an 
Employee, Consultant or Director.  If, at the date of termination, the Participant is not entitled to 
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exercise the entire Option or SAR, the Shares covered by the unexercisable portion of the Option or 
SAR shall revert to the Plan.  If, after termination, the Participant does not exercise the Option or SAR 
within the time specified by the Administrator, the Option or SAR shall terminate, and the Shares 
covered by such Option or SAR shall revert to the Plan. 

11.3 Disability of Participant.  In the event that a Participant's Continuous Status as an Employee, 
Consultant or Director terminates as a result of the Participant's Disability, the Participant may exercise 
his or her Option or SAR at any time within six (6) months or such other period of time not exceeding 
twelve (12) months, as is specified in the Notice of Grant, Option or SAR Agreement, except in the 
case of automatic stock option grants to Outside Directors, which shall be exercised as specified in 
section 10.  Unless otherwise determined by the Administrator, any such Options or SARs may only be 
exercised to the extent that the Participant was entitled to exercise it at the date of such termination 
(but in no event later than the expiration of the term of such Option or SAR as set forth in the Notice of 
Grant, Option or SAR Agreement).  If, at the date of termination, the Participant is not entitled to 
exercise his or her entire Option or SAR, the Shares covered by the unexercisable portion of the Option 
or SAR shall revert to the Plan.  If, after termination, the Participant does not exercise his or her Option 
or SAR within the time specified herein, the Option or SAR shall terminate, and the Shares covered by 
such Option or SAR shall revert to the Plan. 

11.4 Death of Participant.  In the event of the death of a Participant (other than an Outside Director with 
respect to his or her automatic stock option grant): 

11.4.1 during the term of the Option or SAR who is at the time of his or her death an Employee, 
Consultant or Director of the Company and who shall have been in Continuous Status as an 
Employee, Consultant or Director since the date of grant of the Option or SAR, the Option or 
SAR may be exercised, at any time within six (6) months following the date of death, by the 
Participant's estate or by a person who acquired the right to exercise the Option or SAR by 
bequest or inheritance, but only to the extent of the right to exercise that would have accrued 
had the Participant continued living and remained in Continuous Status as an Employee, 
Consultant or Director for twelve (12) months after the date of death; or 

11.4.2 within thirty (30) days after the termination of Continuous Status as an Employee, Consultant 
or Director, the Option or SAR may be exercised, at any time within six (6) months following 
the date of death, by the Participant's estate or by a person who acquired the right to exercise 
the Option or SAR by bequest or inheritance, but only to the extent of the right to exercise 
that had accrued at the date of termination. 

12. STOCK APPRECIATION RIGHTS.  

12.1 The SAR shall entitle the Participant, by exercising the SAR, to receive from the Company an amount 
equal to the excess of (x) the Fair Market Value of the Common Stock covered by exercised portion of 
the SAR, as of the date of such exercise, over (y) the Fair Market Value of the Common Stock covered 
by the exercised portion of the SAR, as of the date on which the SAR was granted; provided, however, 
that the Administrator may place limits on the amount that may be paid upon exercise of a SAR; and  

12.2 SARs shall be exercisable, in whole or in part, at such times as the Administrator shall specify in the 
Participant’s Award Agreement;   

12.3 Form of Payment.  The Company’s obligation arising upon the exercise of a SAR may be paid in 
Common Stock or in cash, or in any combination of Common Stock and cash, as the Administrator, in 
its sole discretion, may determine, but only as specified in the Notice of Grant or SAR Agreement.  
Shares issued upon the exercise of a SAR shall be valued at their Fair Market Value as of the date of 
exercise.   

12.4 Rule 16b-3.  SARs granted hereunder shall contain such additional restrictions as may be required to 
be contained in the Plan or Award Agreement in order for the SAR to qualify for the maximum 
exemption provided by Rule 16b-3.   
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13. RESTRICTED STOCK/RESTRICTED STOCK UNITS. 

13.1 Grant of Restricted Stock/Restricted Stock Units.  Subject to the terms and conditions of the Plan, 
Restricted Stock or Restricted Stock Units may be granted to Employees, Consultants and Outside 
Directors at any time and from time to time as shall be determined by the Administrator, in its sole 
discretion.  The Administrator shall have complete discretion to determine (i) the number of Shares 
subject to a Restricted Stock or Restricted Stock Unit Award granted to any Participant (provided that 
during any Fiscal Year, no Participant shall receive more than 800,000 Shares in the aggregate of 
Restricted Stock or Restricted Stock Unit Awards) (ii) whether the form of the award shall be Shares 
or rights to acquire Shares (i.e., Restricted Stock Units), and (iii) the conditions that must be satisfied, 
which may include or consist entirely of performance-based milestones, upon which is conditioned the 
grant or vesting of Restricted Stock or Restricted Stock Units.  For Restricted Stock Units, each such 
unit shall be the equivalent of one Share of Common Stock for purposes of determining the number of 
Shares subject to an Award.  Until the stock certificate evidencing such Shares is issued (as evidenced 
by the appropriate entry on the books of the Company or of a duly authorized transfer agent of the 
Company), no right to vote or receive dividends or any other rights as a stockholder shall exist with 
respect to the Restricted Stock or Restricted Stock Unit, notwithstanding its vesting.  The Company 
shall issue (or cause to be issued) such stock certificate promptly after the Restricted Stock or 
Restricted Stock Unit vests.  No adjustment will be made for a dividend or other right for which the 
record date is prior to the date the stock certificate is issued, except as provided in section 16 of the 
Plan. 

13.2 Other Terms.  The Administrator, subject to the provisions of the Plan, shall have complete discretion 
to determine the terms and conditions of Restricted Stock and Restricted Stock Unit Awards granted 
under the Plan.  Restricted Stock and Restricted Stock Unit Awards shall be subject to the terms, 
conditions, and restrictions determined by the Administrator at the time of grant, which may include 
such performance-based milestones as are determined appropriate by the Administrator, which may be 
Performance Goals, or for Restricted Stock or Restricted Stock Unit Awards not intended to qualify as 
“performance-based compensation” under Code Section 162(m), may be other performance-based 
milestones.  The Administrator may require the recipient to sign a Restricted Stock or Restricted Stock 
Unit Agreement as a condition of the Award.  Any certificates representing the shares of Stock 
awarded shall bear such legends as shall be determined by the Administrator. 

13.3 Restricted Stock or Restricted Stock Unit Award Agreement.  Each Restricted Stock or Restricted 
Stock Unit grant shall be evidenced by an Award agreement that shall specify the purchase price (if 
any) and such other terms and conditions as the Administrator, in its sole discretion, shall determine; 
provided; however, that if the Restricted Stock or Restricted Stock Unit Award has a purchase price, 
such purchase price must be paid no later than the earlier of (i) eight (8) years following the date of 
grant, or (ii) the vesting date.  

13.4 Section 162(m) Performance Restrictions.  For purposes of qualifying grants of Restricted Stock or 
Restricted Stock Units as “performance-based compensation” under Section 162(m) of the Code, the 
Administrator, in its discretion, may set restrictions based upon the achievement of Performance Goals.  
The Performance Goals shall be set by the Administrator on or before the latest date permissible to 
enable the Restricted Stock or Restricted Stock Units to qualify as “performance-based compensation” 
under Section 162(m) of the Code.  In granting Restricted Stock or Restricted Stock Units which is 
intended to qualify under Section 162(m) of the Code, the Administrator shall follow any procedures 
determined by it from time to time to be necessary or appropriate to ensure qualification of the 
Restricted Stock under Section 162(m) of the Code (e.g., in determining the Performance Goals). 

14. LEAVES OF ABSENCE.  Unless the Administrator provides otherwise, and subject to Applicable Laws, 
vesting of Awards granted hereunder shall cease during any unpaid leave of absence.  Moreover, unless the 
Administrator provides otherwise, any Employee who transfers his or her employment to a Subsidiary and 
receives an equity incentive covering such Subsidiary’s equity securities in connection with such transfer, shall 
cease vesting in Awards granted under this Plan until such time, if any, as such Employee transfers from the 
employ of such Subsidiary or another Subsidiary directly back to the employ of the Company. 

15. NON-TRANSFERABILITY OF AWARDS.  Unless determined otherwise by the administrator, an Award may 
not be sold, pledged, assigned, hypothecated, transferred, or disposed of in any manner other than by will or by 
the laws of descent or distribution and may be exercised, during the lifetime of the Participant, only by the 
Participant.  If the administrator makes an Award transferable, such Award shall contain such additional terms 
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and conditions as the administrator deems appropriate; provided, however, that in no event may an award be 
transferred in exchange for consideration. 

16. ADJUSTMENTS UPON CHANGES IN CAPITALIZATION OR SIMILAR TRANSACTION, 
DISSOLUTION, MERGER, ASSET SALE OR CHANGE OF CONTROL. 

16.1 Changes in Capitalization.  Subject to any required action by the stockholders of the Company, the 
number of shares of Common Stock covered by each outstanding Award, and the number of shares of 
Common Stock which have been authorized for issuance under the Plan but as to which no Awards 
have yet been granted or which have been returned to the Plan upon cancellation or expiration of an 
Award or forfeiture or repurchase of unvested Restricted Stock or Restricted Stock Units, the price per 
share, if any, of Common Stock covered by each such outstanding Award,  the number of Shares 
issuable pursuant to the automatic grant provisions of section 10, the limit on the number of Shares 
subject to an Option or SAR that may be granted to an Employee in any fiscal year under subsection 
6.3.1, as well as the limit of the number of Shares that may be issued as Restricted Stock or Restricted 
Stock Unit Awards under subsection 13.1, shall be proportionately adjusted for any increase or 
decrease in the number of issued shares of Common Stock resulting from a stock split, reverse stock 
split, stock dividend, combination or reclassification of the Common Stock, or any other increase or 
decrease in the number of issued shares of Common Stock effected without receipt of consideration by 
the Company; provided, however, that conversion of any convertible securities of the Company shall 
not be deemed to have been “effected without receipt of consideration.”  Such adjustment shall be 
made by the Board, whose determination in that respect shall be final, binding and conclusive.  Except 
as expressly provided herein, no issuance by the Company of shares of stock of any class, or securities 
convertible into shares of stock of any class, shall affect, and no adjustment by reason thereof shall be 
made with respect to, the number or price of shares of Common Stock subject to an Option or 
Restricted Stock award. 

16.2 Dissolution or Liquidation.  In the event of the proposed dissolution or liquidation of the Company, 
with respect to discretionary Awards granted under the Plan (but not with respect to Awards granted to 
Outside Directors) the Board may, in the exercise of its sole discretion in such instances, declare that 
any such Award shall terminate as of a date fixed by the Board and give each Participant the right to 
exercise his or her Option or SAR as to all or any part of the Optioned Stock, including Shares as to 
which the Option would not otherwise be exercisable or accelerate the vesting of a Participant’s 
Restricted Stock or Restricted Stock Unit Award. 

16.3 Merger or Asset Sale.  In the event of a merger of the Company with or into another corporation, or the 
sale of substantially all of the assets of the Company, each outstanding Award shall be assumed or an 
equivalent Award shall be substituted by the successor corporation or a Parent or Subsidiary of the 
successor corporation.  With respect to a discretionary Award granted under the Plan (but not with 
respect to Options granted to Outside Directors under section 10), the Administrator may, in the 
exercise of its sole discretion and in lieu of such assumption or substitution, provide for the Participant 
to have the right to exercise such Option or SAR as to all of the Optioned Stock, including as to Shares 
which would not otherwise be exercisable or provide for the accelerated vesting of Restricted Stock or 
Restricted Stock Units.  With respect to Options granted to Outside Directors under section 10, in the 
event that the successor corporation does not agree to assume such Options or to substitute equivalent 
options, each such outstanding Option shall become fully vested and exercisable, including as to 
Shares as to which it would not otherwise be exercisable, unless the Board, in its discretion, determines 
otherwise.   

If the Administrator makes a discretionary Option or SAR fully exercisable in lieu of assumption or 
substitution in the event of a merger or sale of assets, the Administrator shall notify the Participant that 
the Option or SAR shall be fully exercisable for a period of thirty (30) days from the date of such 
notice, and the Option or SAR will terminate upon the expiration of such period. 

For the purposes of this subsection, the Award shall be considered assumed if, following the merger or 
sale of assets, the Award confers the right to purchase (or, in the case of Restricted Stock or Restricted 
Stock Units without a purchase price, receive), for each Share subject to the Award immediately prior 
to the merger or sale of assets, the consideration (whether stock, cash, or other securities or property) 
received in the merger or sale of assets by holders of Common Stock for each Share held on the 
effective date of the transaction (and if holders were offered a choice of consideration, the type of 
consideration chosen by the holders of a majority of the outstanding Shares); provided, however, that if 
such consideration received in the merger or sale of assets was not solely common stock of the 
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successor corporation or its Parent, the Administrator may, with the consent of the successor 
corporation, provide for the consideration to be received upon the exercise of the Option or SAR or 
vesting of the Restricted Stock or Restricted Stock Unit Award, for each Share subject to the Award, to 
be solely common stock of the successor corporation or its Parent equal in fair market value to the per 
share consideration received by holders of Common Stock in the merger or sale of assets. 

17. AWARD GRANT DATE.  The date of grant of an Award shall be, for all purposes, the date on which the 
Administrator makes the determination granting such Option or Restricted Stock award, or such other later date 
as is determined by the Administrator.  Notice of the determination shall be provided to each participant within 
a reasonable time after the date of such grant. 

18. AMENDMENT AND TERMINATION OF THE PLAN. 

18.1 Amendment and Termination.  The Board may at any time amend, alter, suspend or terminate the Plan. 

18.2 Stockholder Approval.  The Company shall obtain stockholder approval of any Plan amendment to the 
extent necessary and desirable to comply with Applicable Laws.  Shares may not be added to the Plan 
(other than pursuant to sections 3 or 16.1 hereof) without obtaining stockholder approval. 

18.3 Effect of Amendment or Termination.  No amendment, alteration, suspension or termination of the 
Plan shall impair the rights of any Participant, unless mutually agreed otherwise between the 
Participant and the Administrator, which agreement must be in writing and signed by the Participant 
and the Company. 

19. CONDITIONS UPON ISSUANCE OF SHARES. 

19.1 Legal Compliance.  Shares shall not be issued pursuant to the exercise of an Option or SAR or vesting 
of a Restricted Stock or Restricted Stock Unit Award unless the exercise of such Option or SAR or 
vesting of such Restricted Stock or Restricted Stock Unit Award and the issuance and delivery of such 
Shares shall comply with Applicable Laws and shall be further subject to the approval of counsel for 
the Company with respect to such compliance. 

19.2 Investment Representations.  As a condition to the exercise of an Option or SAR or purchase of 
Restricted Stock or Restricted Stock Unit, the Company may require the person exercising such Option 
or SAR or purchasing such Restricted Stock or Restricted Stock Unit to represent and warrant at the 
time of any such exercise or purchase that the Shares are being purchased only for investment and 
without any present intention to sell or distribute such Shares if, in the opinion of counsel for the 
Company, such a representation is required. 

20. LIABILITY OF COMPANY. 

20.1 Inability to Obtain Authority.  The inability of the Company to obtain authority from any regulatory 
body having jurisdiction, which authority is deemed by the Company's counsel to be necessary to the 
lawful issuance and sale of any Shares hereunder, shall relieve the Company of any liability in respect 
of the failure to issue or sell such Shares as to which such requisite authority shall not have been 
obtained.  

20.2 Awards Exceeding Allotted Shares.  If the Shares covered by an Award exceed, as of the date of grant, 
the number of Shares which may be issued under the Plan without additional stockholder approval, 
such Award shall be void with respect to such excess Shares, unless stockholder approval of an 
amendment sufficiently increasing the number of Shares subject to the Plan is timely obtained in 
accordance with subsection 18.2 of the Plan. 

21. RESERVATION OF SHARES.  The company, during the term of this plan, will at all times reserve and keep 
available such number of shares as shall be sufficient to satisfy the requirements of the Plan. 

22. NO REPRICING.  The administrator may not permit the repricing, including by way of exchange, of any 
Award, without receiving prior stockholder approval. 

23. DEFINITIONS.  As used herein, the following definitions shall apply: 

23.1 “Administrator” means the Board or any of its Committees as shall be administering the Plan, in 
accordance with section 4 of the Plan. 

23.2 “Annual Revenue” means the Company’s or a business unit’s net sales for the Fiscal Year, determined 
in accordance with generally accepted accounting principles; provided, however, that prior to the 
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Fiscal Year, the Administrator shall determine whether any significant item(s) shall be excluded or 
included from the calculation of Annual Revenue with respect to one or more Participants. 

23.3 “Applicable Laws” means the legal requirements relating to the administration of stock option plans 
under federal and state corporate and securities laws, the Code and any stock exchange on which the 
Common Stock is listed or quoted. 

23.4 “Award” means an award hereunder of an Option, Stock Appreciation Right, Restricted Stock or 
Restricted Stock Unit. 

23.5  “Board” means the Board of Directors of the Company.  

23.6 “Cash Position” means the Company’s level of cash and cash equivalents. 

23.7 “Code” means the Internal Revenue Code of 1986, as amended. 

23.8 “Committee” means a committee appointed by the Board or its Compensation Committee in 
accordance with section 4 of the Plan. 

23.9 “Common Stock” means the Common Stock of the Company. 

23.10 “Company” means Cypress Semiconductor Corporation, a Delaware corporation. 

23.11 “Consultant” means any person, including an advisor, engaged by the Company or a Parent or 
Subsidiary to render services and who is compensated for such services; provided, however, that the 
term “Consultant” shall not include Outside Directors, unless such Outside Directors are compensated 
for services to the Company other than through payment of director's fees. 

23.12 “Continuous Status as a Director” means that the Director relationship is not interrupted or terminated. 

23.13 “Continuous Status as an Employee, Consultant or Director” means that the employment, consulting or 
Director relationship with the Company or any Parent or Subsidiary is not interrupted or terminated.  
Continuous Status as an Employee, Consultant or Director shall not be considered interrupted in the 
case of: (i) any leave of absence approved by the Company, including sick leave, military leave, or any 
other personal leave; provided, however, that for purposes of Incentive Stock Options, no such leave 
may exceed ninety (90) days, unless reemployment upon the expiration of such leave is guaranteed by 
contract (including certain Company policies) or statute; provided, further, that on the ninety-first 
(91st) day of any such leave (where reemployment is not guaranteed by contract or statute) the 
Participant's Incentive Stock Option shall cease to be treated as an Incentive Stock Option and will be 
treated for tax purposes as a Nonstatutory Stock Option; or (ii) transfers between locations of the 
Company or between the Company, its Parent, its Subsidiaries or its successor. 

23.14 “Director” means a member of the Board. 

23.15 “Disability” means total and permanent disability as defined in Section 22(e)(3) of the Code.  

23.16 “Earnings Per Share” means as to any Fiscal Year, the Company’s or a business unit’s Net Income, 
divided by a weighted average number of common shares outstanding and dilutive common equivalent 
shares deemed outstanding, determined in accordance with generally accepted accounting principles. 

23.17 “Employee” means any person, including Officers and Directors, employed by the Company or any 
Parent or Subsidiary of the Company.  Neither service as a Director nor payment of a director's fee by 
the Company shall be sufficient to constitute “employment” by the Company. 

23.18 “Exchange Act” means the Securities Exchange Act of 1934, as amended. 

23.19 “Fair Market Value” means, as of any date, the value of Common Stock determined as follows: 

23.19.1 If the Common Stock is listed on any established stock exchange or a national market system, 
including without limitation the New York Stock Exchange, the Fair Market Value of a Share 
of Common Stock shall be the closing sale price for such stock (or the mean of the closing bid 
and asked prices, if no sales were reported), as quoted on such exchange (or the exchange 
with the greatest volume of trading in Common Stock) or system on the date of such 
determination (or, in the event such date is not a trading day, the trading day immediately 
prior to the date of such determination), as reported in The Wall Street Journal or such other 
source as the Administrator deems reliable; or 
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23.19.2 If the Common Stock is regularly quoted by a recognized securities dealer but selling prices 
are not reported, the Fair Market Value of a Share of Common Stock shall be the mean of the 
closing bid and asked prices for such stock on the date of such determination (or, in the event 
such date is not a trading day, the trading day immediately prior to the date of such 
determination), as reported in The Wall Street Journal or such other source as the 
Administrator deems reliable; or 

23.19.3 In the absence of an established market for the Common Stock, the Fair Market Value shall be 
determined in good faith by the Administrator. 

23.20 “Incentive Stock Option” means an Option intended to qualify as an incentive stock option within the 
meaning of Section 422 of the Code and the regulations promulgated thereunder.  

23.21 “Individual Objectives” means as to a Participant, the objective and measurable goals set by a 
“management by objectives” process and approved by the Administrator (in its discretion). 

23.22 “Net Income” means as to any Fiscal Year, the income after taxes of the Company for the Fiscal Year 
determined in accordance with generally accepted accounting principles, provided that prior to the 
Fiscal Year, the Administrator shall determine whether any significant item(s) shall be included or 
excluded from the calculation of Net Income with respect to one or more Participants. 

23.23 “Nonstatutory Stock Option” means an Option not intended to qualify as an Incentive Stock Option. 

23.24 “Notice of Grant” means a written notice evidencing certain terms and conditions of an individual 
Option grant.  The Notice of Grant is part of the Option Agreement.  

23.25 “Operating Cash Flow” means the Company’s or a business unit’s sum of Net Income plus 
depreciation and amortization less capital expenditures plus changes in working capital comprised of 
accounts receivable, inventories, other current assets, trade accounts payable, accrued expenses, 
product warranty, advance payments from customers and long-term accrued expenses, determined in 
accordance with generally acceptable accounting principles. 

23.26 “Operating Income” means the Company’s or a business unit’s income from operations but excluding 
any unusual items, determined in accordance with generally accepted accounting principles. 

23.27 “Officer” means a person who is an officer of the Company within the meaning of Section 16 of the 
Exchange Act and the rules and regulations promulgated thereunder. 

23.28 “Option” means a stock option granted pursuant to the Plan or the Terminated Plans. 

23.29 “Option Agreement” means a written agreement between the Company and a Participant evidencing 
the terms and conditions of an individual Option grant.  The Option Agreement is subject to the terms 
and conditions of the Plan. 

23.30 “Optioned Stock” means the Common Stock subject to an Option or SAR. 

23.31 “Outside Director” means a Director who is not an Employee or Consultant. 

23.32 “Parent” means a “parent corporation”, whether now or hereafter existing, as defined in 
Section 424(e) of the Code.  

23.33 “Participant” means an Employee, Consultant or Outside Director who holds an outstanding Option or 
Restricted Stock award.  

23.34 “Performance Goals” means the goal(s) (or combined goal(s)) determined by the Administrator (in its 
discretion) to be applicable to a Participant with respect to a Restricted Stock award.  As determined by 
the Administrator, the Performance Goals applicable to a Restricted Stock award may provide for a 
targeted level or levels of achievement using one or more of the following measures: (a) Annual 
Revenue, (b) Cash Position, (c) Earnings Per Share, (d) Individual Objectives, (e) Net Income, 
(f) Operating Cash Flow, (g) Operating Income, (h) Return on Assets, (i) Return on Equity, (j) Return 
on Sales, and (k) Total Shareholder Return.  The Performance Goals may differ from Participant to 
Participant and from award to award and other goals may be added or changed at the discretion of the 
Administrator. 

23.35 “Plan” means this 1994 Stock Option Plan, as amended.  

23.36 “Restricted Stock” means shares of Common Stock granted pursuant to section 12 of the Plan. 
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23.37 “Restricted Stock Unit” means a right to acquire shares of Common Stock granted pursuant to section 
12 of the Plan. 

23.38  “Return on Assets” means the percentage equal to the Company’s or a business unit’s Operating 
Income before incentive compensation, divided by average net Company or business unit, as 
applicable, assets, determined in accordance with generally accepted accounting principles.  

23.39 “Return on Equity” means the percentage equal to the Company’s Net Income divided by average 
stockholder’s equity, determined in accordance with generally accepted accounting principles. 

23.40 “Return on Sales” means the percentage equal to the Company’s or a business unit’s Operating Income 
before incentive compensation, divided by the Company’s or the business unit’s, as applicable, 
revenue, determined in accordance with generally accepted accounting principles. 

23.41 “Rule 16b-3” means Rule 16b-3 of the Exchange Act or any successor to Rule 16b-3, as in effect when 
discretion is being exercised with respect to the Plan. 

“Stock Appreciation Right” or “SAR” means a Stock Appreciation Right granted pursuant to section 
12 of the Plan. 

23.42  “Share” means a share of the Common Stock, as adjusted in accordance with section 16 of the Plan. 

23.43 “Subsidiary” means a “subsidiary corporation”, whether now or hereafter existing, as defined in 
Section 424(f) of the Code.  

23.44 “Total Shareholder Return” means the total return (change in share price plus reinvestment of any 
dividends) of a Share. 
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stock held by each executive officer and director and by each person who owns 5% or more of the outstanding common stock have been
excluded from the foregoing calculation in that such persons may be deemed affiliates. This determination of affiliate status is not
necessarily a conclusive determination for other purposes.

As of February 12, 2007, 152,000,950 shares of the registrant’s common stock were outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Parts of the Proxy Statement for registrant’s Annual Meeting of Stockholders for the year ended December 31, 2006 are incorporated
by reference in Items 10 - 14 of Part III of this Annual Report on Form 10-K.



TABLE OF CONTENTS

Page

PART I

Item 1 Business 4
Item 1A Risk Factors 16
Item 1B Unresolved Staff Comments 29
Item 2 Properties 29
Item 3 Legal Proceedings 30
Item 4 Submission of Matters to a Vote of Security Holders 31

PART II

Item 5 Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities 32

Item 6 Selected Financial Data 35
Item 7 Management’s Discussion and Analysis of Financial Condition and Results of Operations 35
Item 7A Quantitative and Qualitative Disclosure About Market Risk 60
Item 8 Financial Statements and Supplementary Data 62
Item 9 Changes in and Disagreements with Accountants on Accounting and Financial Disclosures 131
Item 9A Controls and Procedures 131
Item 9B Other Information 132

PART III

Item 10 Directors, Executive Officers and Corporate Governance 133
Item 11 Executive Compensation 133
Item 12 Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters 133
Item 13 Certain Relationships and Related Transactions and Director Independence 134
Item 14 Principal Accountant Fees and Services 134

PART IV

Item 15 Exhibits and Financial Statement Schedules 135
Signatures and Power of Attorney 139

2



FORWARD-LOOKING STATEMENTS

The discussion in this Annual Report on Form 10-K contains statements that are not historical in nature, but
are 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, that involve risks and uncertainties,
including, but not limited to, statements as to our ability to develop and bring to market new products; our intent
regarding our investment in SunPower; the rate of customer acceptance of our products and our resulting market
share; our business strategies; the general economy and its impact on the markets we serve; the changing
environment and/or cycles of the semiconductor and solar power industries; the successful integration and
achievement of the objectives of acquired businesses; competitive pricing; our ability to efficiently manage our
manufacturing facilities and achieve our cost goals emanating from manufacturing efficiencies; the availability of
raw materials, such as polysilicon, used in the manufacture of SunPower’s products; the financial and operational
performance of our subsidiaries; the adequacy of cash and working capital; risks related to investing in
development stage companies; our management of the risk related to our outstanding employee loans; our ability
to manage our interest rate and exchange rate exposure; and our expectations regarding our pending litigation and
investigations and outstanding warranty liability. We use words such as “anticipates,” “believes,” “expects,”
“future,” “intends,” “plan,” “will,” and similar expressions to identify forward-looking statements. Such forward-
looking statements are made as of the date hereof and are based on our current expectations, beliefs and
intentions regarding future events or our financial performance and the information available to management as
of the date hereof. Except as required by law, we assume no responsibility to update any such forward-looking
statements. Our actual results could differ materially from those expected, discussed or projected in the forward-
looking statements contained in this Annual Report on Form 10-K for any number of reasons, including, but not
limited to, the materialization of one or more of the risks set forth above or in the “Item 1A. Risk Factors”
section in this Annual Report on Form 10-K.
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PART I

ITEM 1. BUSINESS

General

Our mission is to transform Cypress Semiconductor Corporation (“Cypress”) from a traditional, broad-line
semiconductor company to a leading supplier of programmable system solutions. We deliver high-performance,
mixed-signal, programmable solutions that provide customers with rapid time-to-market and system value. Our
offerings include the programmable system-on-chip (“PSoC”) products, universal serial bus (“USB”) controllers,
general-purpose programmable clocks and memories. Cypress also offers wired and wireless connectivity
solutions that enhance connectivity and performance in multimedia handsets. Cypress serves numerous markets
including consumer, computation, data communications, automotive, industrial and, through our majority-owned
subsidiary SunPower Corporation (“SunPower”), solar power.

As of the end of fiscal 2006, our internal organization was structured into the following reportable business
segments:

Reportable Segments Description

Consumer and Computation Division a product division focusing on general-purpose timing solutions, USB
and PSoC products

Data Communications Division a product division focusing on data communication devices for
wireless handset and professional / personal video systems

Memory and Imaging Division a product division focusing on static random access memories
(“SRAM”), nonvolatile memories and image sensor products

SunPower a majority-owned subsidiary of Cypress specializing in solar power
products

Other includes Silicon Light Machines (“SLM”), a majority-owned
subsidiary of Cypress specializing in optical components, Silicon
Valley Technology Center (“SVTC”), a division of Cypress, certain
foundry-related services performed by us on behalf of others, and
certain corporate expenses

We were incorporated in California in December 1982. The initial public offering of our common stock
occurred in May 1986, at which time our common stock commenced trading on the Nasdaq National Market. In
February 1987, we were reincorporated in Delaware and in October 1988, we began listing our common stock on
the New York Stock Exchange under the symbol “CY.” Our corporate headquarters are located at 198 Champion
Court, San Jose, California 95134, and our main telephone number is (408) 943-2600. We maintain a website at
www.cypress.com. The contents of our website are not incorporated into, or otherwise to be regarded as part of,
this Annual Report on Form 10-K.

Business Strategies

We have made substantial progress in our mission to become a leading “programmable solutions” company.
In addition to building a comprehensive programmable product portfolio based on our PSoC platform, we have
divested businesses that do not align with our long-term plans, and have made a successful shift to flexible
manufacturing. We have also added senior management with broad experience defining and bringing to market
new generations of high-performance programmable products. We exited fiscal 2006 with our most-focused
product portfolio ever, which helped drive design wins to an all-time record.
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We will continue to pursue the following key strategies:

‰ Drive programmability – Our proprietary programmable technology and programmable product
leadership, led by our PSoC family of devices, is an important competitive advantage. Driven by current
and anticipated demand, we will continue to define, design and develop new programmable products
and solutions that offer our customers increased flexibility and efficiency, higher performance, and
higher levels of integration.

‰ Extend technology leadership and drive “PSoC Everywhere” – The first and most important step of our
programmability initiative is to drive “PSoC Everywhere,” meaning in any possible application. PSoC
devices can be used in a wide array of applications ranging from MP3 players and handsets to running
shoes, appliances, laptops and fitness equipment. The product’s easy-to-use PSoC Express programming
software and broad range of development kits can facilitate rapid adoption across many different
platforms.

‰ Expand our customer base – Cypress’ strategy is to grow its customer base rapidly through direct sales,
independent sales representatives and distributors. No longer satisfied with a few thousand customers,
Cypress, with its flagship PSoC product, is targeting tens of thousands of smaller customers who are
looking to compete against larger competitors using the flexible, programmable PSoC platform.

‰ Collaborate with customers to build system-level solutions – Cypress works closely with customers from
initial product design through manufacturing and delivery. Our sales, customer and technical support,
product marketing and development efforts are organized to maximize our customers’ design efforts,
helping them to speed time-to-market. Our engineering expertise is focused on developing whole
product solutions, including software and reference designs.

‰ Flexible manufacturing – Our manufacturing strategy combines capacity from leading foundries with
output from Cypress’ internal fabs. The initiative allows us to meet rapid swings in customer demand
without the burden of high fixed costs, a capability that is particularly important in high-volume
consumer markets that we serve with our leading programmable product portfolio.

‰ “No More Moore” – With many of our leading programmable products no longer requiring aggressive
linewidth reductions, we abandoned our longstanding commitment to independent process technology
development based on Moore’s Law. We will continue to have access to leading-edge processes for our
products that do require world-class manufacturing processes through our foundry relationships.

‰ Continuing to build and support SunPower – We are the majority stockholder of SunPower and will
continue to support SunPower to become the leader in high-performance solar power products. We will
continue to work with SunPower to maintain its technology advantage, expand manufacturing capacity
while reducing manufacturing costs, drive efficiency improvements through relationships with suppliers
and customers, and develop a leading brand name.

‰ Exiting legacy or non-strategic, underperforming businesses – A focused business will allow us to better
achieve our current objectives. Over the past year, we have divested certain business units that were
inconsistent with our future initiatives and long-term plans. Exiting these businesses will allow us to
focus our current resources and efforts on the core business model.

‰ Pursuing complementary strategic relationships – Complementary acquisitions can expand our markets
and strengthen our competitive position. As part of our growth strategy, we continue to assess
opportunities to develop strategic relationships, including acquisitions, investments and joint
development projects with key partners and other businesses.

As we continue to implement our strategies, there are internal and external factors that could impact our
ability to meet any or all of our objectives. Some of these factors are discussed under Item 1A “Risk Factors.”
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Business Segments and Product/Service Overview

Consumer and Computation Division:

The Consumer and Computation Division designs and develops solutions for many of the world’s leading
manufacturers of consumer and computation end products. Its programmable product offerings are the linchpin
of our programmable solutions strategy. This division’s products include PSoC devices, the industry’s broadest
selection of USB controllers and WirelessUSB products, general-purpose programmable clocks and
programmable-radio-on-a-chip (“PRoC”) products. PSoC products are used in various consumer applications
such as MP3 players, mass storage, household appliances, laptop computers and toys. USB is used primarily in
PC applications and is finding increased adoption rates in consumer devices such as MP3 players, mobile
handsets and set-top boxes. During the third quarter of fiscal 2006, we sold our personal clock (“PC Clock”)
product line, a component of this division, to Spectra Linear (see “Divestitures” below).

PSoC. Our PSoC products are mixed-signal arrays with an on-board microcontroller, providing a low-cost,
single-chip solution for a variety of consumer, industrial and control applications. The mixed-signal arrays
integrate a microcontroller and the analog and digital components that typically surround it in an embedded
system. A single PSoC device can integrate as many as 100 peripheral functions with a microcontroller, saving
customers design time, board space, power consumption, and system costs. Our PSoC CapSense device replaces
dozens of mechanical switches and controls with simple, touch-sensitive controls. CapSense-based “button” and
slider controls are more reliable than their mechanical counterparts because they are not prone to the
environmental wear-and-tear that affects exposed buttons and switches. PSoC allows customers to modify
designs at any time, providing unmatched flexibility.

USB Controllers. USB provides the primary connection between a PC and peripherals, including keyboards,
mice, printers, joysticks, scanners and modems. It is also used to connect various non-PC systems, such as
handheld games, digital still cameras and MP3 players. The USB standard facilitates a “plug-and-play”
architecture that enables instant recognition and interoperability when a USB-compatible peripheral is connected
to a system. We offer a full range of USB solutions, including low-speed (1.5 Mbps), full-speed (12 Mbps) and
high-speed (480 Mbps) USB products. We also offer a variety of USB hubs, transceivers, serial interface engines
and embedded-host products for a broad range of applications.

WirelessUSB. Designed for short-range wireless connectivity, WirelessUSB enables personal computer
peripherals, gaming controllers, remote controls, toys, and other point-to-point or multipoint-to-point
applications to “cut the cord” with a low-cost, 2.4-GHz wireless solution. The WirelessUSB system acts as a
USB human interface device, so the connectivity is transparent to the designer at the operating system level.
WirelessUSB also operates as a simple, cost-effective wireless link in a host of other applications
including industrial, consumer, and medical markets.

Programmable Clocks. Programmable timing solutions such as Cypress’s InstaClock device combine high
performance with the flexibility and fast time to market of field-programmable devices at a cost that is
competitive against custom clocks at equivalent volumes. Working with our easy-to-use CyberClocks software,
designers can optimize device parameters such as drive strength, phased-lock loop bandwidth and crystal input
capacitive loading. Cypress’s programmable clocks are ideal for devices requiring multiple frequencies including
Ethernet, PCI, USB, HDTV, and audio applications.

RoboClock Clock Buffers. Our RoboClock family of clock buffers feature programmable output skew,
programmable multiply/divide factor, and user-selectable redundant reference clocks that provide fault tolerance.
Designers can control output skew and multiply and divide factors to help accommodate last-minute changes.
RoboClock offers a high-performance timing solution for designers of communications, computation and storage
networking applications.

PRoC. PRoC includes two of our technologies—WirelessUSB and PSoC—in one integrated device. It offers
access to a general-purpose mixed signal array with four programmable analog and four programmable digital
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blocks, 8 Kbytes of flash program memory storage, 512 bytes of SRAM data storage, an 8-bit microcontroller,
and a powerful direct sequence spread spectrum 2.4 GHz radio system. It is an ideal solution for quickly
implementing highly integrated, space-saving, low-cost, wireless systems operating in the worldwide 2.4-GHz
ISM band.

Data Communications Division:

The Data Communications Division focuses on communication products, peripheral controllers, dual-port
interconnects, programmable logic devices and Power PSoC. Our communication products are primarily used in
the networking and telecommunications market. This division also makes a line of HDMI switches, cable drivers
and equalizers for the professional video market.

Our specialty memory products consist of first-in, first-out and dual port memories. First-in, first-out
memories are used for applications such as switches and routers, and dual port memories are used in switching
applications and handsets, including networking switches and routers, cellular base stations, mass storage
devices, mobile handsets, and telecommunication equipment.

Dual-Port Memories. Dual ports, which can be accessed by two different processors or buses
simultaneously, target shared-memory and switching applications, including networking switches and routers,
cellular base stations, mass storage devices and telecommunications equipment. We offer a portfolio of over 160
synchronous and asynchronous dual-port interconnects ranging in densities from 8 Kbits to 36 Mbits with speeds
of up to 250 MHz. Our dual ports are the compelling solutions for interprocessor communication in a broad range
of applications. For high-volume multiprocessor applications (wireless handsets, PDAs, consumer) we offer the
MoBL dual port, providing a low cost, quick time-to-market interconnect solution with the industry’s lowest
power-consumption.

First-In, First-Out (“FIFO”) Memories. FIFOs are used as a buffer between systems operating at different
frequencies. Our high-performance FIFO products provide the ideal solution to interconnect problems such as
flow control, rate matching, and bus matching. Our FIFO portfolio is comprised of more than 100 synchronous
and asynchronous memories in a variety of speeds, bus widths, densities and packages. Using industry-standard
pinouts, these products are easily integrated into new and existing designs. Unidirectional, bidirectional, tri-bus
and double sync configurations are available with built-in expansion logic and message-passing capabilities for
various markets including video, data communications, telecommunications and network switching/routing.

Physical Layer Devices. Our portfolio includes HOTLink, HOTLinkDX and HOTLinkII. These transceiver
families cover data transmission rates of 50 Mbps up to 1.5 Gbps. These flexible devices are ideal for proprietary
serial backplane applications. They also comply with many industry standards such as 10 Gbps Ethernet, gigabit
Ethernet, Fibre Channel, Enterprise System Connection, Digital Video Broadcast, and high-definition television.
In addition, we supply a chipset for the transmission of digital video signals. This chipset is based on our
HOTLink family and is widely used in professional digital video equipment such as editing, routing, recording
and storage.

Programmable Logic Devices (“PLDs”). System logic performs non-memory functions such as floating-
point mathematics or the organization and routing of signals throughout a computer system. We manufacture
several types of PLDs, that facilitate the replacement of multiple standard logic devices with a single
programmable device, increasing flexibility and reducing time to market. Our wide range of PLDs includes
products ranging from 32 to more than 3,000 macrocells.

Peripheral Bridge Controllers. Our West Bridge Antioch peripheral controller, targeting the handsets
market, is the first in a family of new devices that enables users to talk on the phone while downloading music
from their PC. The device uses Cypress Simultaneous Link to Independent Multimedia architecture to free the
phone’s processor from USB and storage-management tasks and to enable high-performance data transfers.
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Memory and Imaging Division:

The Memory and Imaging Division consists of our memory business and image sensor business. Our
memory business designs and manufactures SRAM products and nonvolatile memories (“nvSRAMs”) which are
used to store and retrieve data in networking, wireless infrastructure and handsets, computation, consumer,
automotive, industrial and other electronic systems. Our memory products target a variety of markets including
networking, telecommunications, wireless communications and consumer applications. Our image sensor
products are used in high-end industrial, medical and aeronautic applications.

Asynchronous SRAMs. We manufacture a wide selection of fast asynchronous SRAMs with densities
ranging from 16 Kbits to 4 Mbits. Our fast asynchronous portfolio includes the high-performance 16-bit-wide
and 24-bit-wide families, which are optimized for the latest generation of fast digital signal processors. These
memories are available in many combinations of bus widths, packages and temperature ranges and are ideal for
use in network switches and routers, IP phones, IC testers, DSLAM Cards and automotive electronics.

Synchronous SRAMs. Our high-speed synchronous SRAMs include standard synchronous pipelined, No Bus
Latency (“NoBL”), Quad Data Rate, and Double Data Rate SRAMs, and are typically used in networking
applications. NoBL synchronous SRAMs are optimized for high-speed applications that require maximum bus
bandwidth, including those in the networking, instrumentation, video and simulation businesses. Quad Data Rate
products are targeted toward next-generation networking applications, particularly switches and routers that
operate at data rates beyond 300 MHz. Double Data Rate SRAMs target network applications and servers that
operate at data rates up to 400 MHz.

MicroPower SRAMs. Our family of micropower SRAM products provides solutions for wireless and other
battery-powered applications, such as cell phones, pagers, radios, handheld games, and GPS systems. Available
in densities of up to 32 Mbits, these low-speed, low-power SRAMs extend the operating time of battery-powered
products.

nvSRAMs. Cypress makes high-speed nonvolatile SRAM devices that can store data for more than 20 years
without battery backup, ensuring data integrity in the event of a power outage. The memories are ideal for copy
machines, point-of-sale terminals redundant array of independent disks (“RAID”) storage arrays and consumer
electronics.

Pseudo SRAMs (“PSRAMs”). Our Specialty Dynamic Random Access Memory (“DRAM”) business unit
manufactures PSRAMs, which is a memory technology that combines a DRAM (a high-density, low-cost-per-bit,
random access memory device that provides high-speed data storage and retrieval) with an asynchronous SRAM
external interface. PSRAM combines the minimal power consumption of SRAM with a much lower cost-per-bit
to provide an economical alternative to SRAM. The target applications include mobile phones and other
low-power applications that need low-power SRAM or PSRAM.

Image Sensors. Our CMOS image sensor portfolio spans both the high-end and consumer mass markets
where we deliver high-performance sensors for custom and high-end digital photography; ultra high-speed and
high dynamic range imaging solutions for machine vision and motion analysis. Our LUPA-300, used in machine
vision and motion-analysis applications, features a high frame rate and a fully synchronous snapshot shutter,
enabling it to read one image while the next is being acquired and to capture moving objects without distortion.

Other:

Optical Navigation Sensors. SLM’s Ovation-ONS laser-based optical navigation sensor is targeted at
high-end and mid-range wired and wireless mice. The sensor delivers fast and precise tracking on more surfaces
than other sensors on the market, using our patented OptiCheck technology, which offers outstanding accuracy
and a variable resolution ranging from 800 to 2,400 counts per inch.
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Grating Light Valve (“GLV”). Designed by SLM, GLV technology switches, modulates and attenuates light
in a variety of applications. The GLV is used for applications in the communications, digital imaging, simulation,
display and direct-to-print markets.

SVTC. SVTC offers startups and established companies the opportunity to develop and characterize novel
silicon-based technologies cost effectively using a shared research and development environment. SVTC provides
customers access to a state-of-the-art manufacturing-like fab environment and semiconductor toolset, allowing
customers to bring their technologies to mass production quickly and without a costly investment in equipment.
During the first quarter of fiscal 2007, we announced our plan to divest SVTC to two private equity firms.

SunPower

SunPower designs, develops, manufactures, markets and sells solar electric power products, systems and
services. SunPower’s products are based on its proprietary processes and technologies. It has spent more than 15
years developing high performance solar cells, which are semiconductor devices that directly convert sunlight
into electricity. SunPower believes its solar cells have the highest conversion efficiency, a measurement of the
amount of sunlight converted by the solar cell into electricity, available for the mass market. During the first
quarter of fiscal 2007, SunPower completed the acquisition of PowerLight Corporation (“PowerLight”).

During fiscal 2005, SunPower completed the initial public offering of 8.8 million shares of its class A
common stock. During fiscal 2006, SunPower completed a follow-on public offering of 7.0 million shares of its
class A common stock. Currently, SunPower has two classes of authorized common stock: class A and class B
common stock. As of December 31, 2006, Cypress owned 52.0 million shares of SunPower class B common
stock, representing approximately 75% of SunPower’s total outstanding shares of capital stock (approximately
70% of SunPower’s total outstanding shares of capital stock on a fully diluted basis, and approximately 96% of
the total voting power of SunPower’s outstanding shares of capital stock).

Only Cypress, its successors in interest and its subsidiaries may hold shares of SunPower class B common
stock unless Cypress distributes the shares to its stockholders in a tax-free distribution. Cypress currently does
not have any plans to distribute to its stockholders shares of SunPower class B common stock, although Cypress
may elect to do so in the future. Cypress is continuing to explore ways in which to allow its stockholders to fully
realize the value of its investment in SunPower. There can be no assurance that Cypress will commence or
conclude a transaction, or take any other actions, in the short term, or at all.

In conjunction with SunPower’s acquisition of PowerLight, Cypress has entered into an agreement with
PowerLight in which Cypress has agreed not to solicit to sell, make any agreement to sell, or make any demand
registration rights for any of its 52.0 million SunPower class B common shares until the earlier of (1) June 30,
2007 and (2) 60 days after the date on which the Registration Statement on Form S-3 is filed with the Securities
and Exchange Commission in connection with the resale of SunPower class A common stock issued in the
PowerLight acquisition.

In addition, in conjunction with the issuance of SunPower’s senior convertible debentures, Cypress has
entered into an agreement with SunPower’s underwriters in which Cypress has agreed not to solicit to sell, make
any agreement to sell, or make any demand registration rights for any of its 52.0 million SunPower class B
common shares for a period up to 60 days beginning February 2, 2007.

See Note 3 and Note 22 of Notes to Consolidated Financial Statements under Item 8, Part II of this Annual
Report on Form 10-K for further discussion on the acquisition and the issuance of the senior convertible
debentures by SunPower.

Product Overview:

Solar Cells. Solar cells are semiconductor devices that directly convert sunlight into electricity. SunPower’s
current standard solar cell product is the A-300 solar cell, a silicon solar cell with a specified power value of 3.1
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watts and a conversion efficiency of between 20% and 21.5%. SunPower believes the A-300 solar cell has the
highest conversion efficiency available for the mass market. SunPower’s A-300 solar cell is designed without
highly reflective metal contact grids or current collection ribbons on the front of the solar cells. This feature
enables SunPower’s solar cells to be assembled into solar panels that exhibit a more uniform appearance than
conventional solar panels. SunPower’s next generation solar cells are expected to deliver 3.3 watts and begin
commercial production in the second quarter of fiscal 2007.

Solar Panels. Solar panels are solar cells electrically connected together and encapsulated in a weatherproof
package. SunPower believes solar panels made with its solar cells are the highest efficiency solar panels
available for the mass market. Because SunPower’s A-300 solar cells are more efficient relative to conventional
solar cells, when SunPower’s solar cells are assembled into panels, the assembly cost per watt is less because
more power can be incorporated into a given size package. Higher solar panel efficiency allows installers to
mount a solar power system with more power within a given roof or site area and reduces per watt installation
costs.

Inverters. Inverters transform direct current electricity produced by solar panels into the more common form
of alternating current electricity. Inverters are used in virtually every on-grid solar power system and typically
feed power either directly into the home electrical circuit or into the utility network. SunPower’s inverter product
line currently includes five models spanning a power range of 2.5 to 5.2 kilowatts. SunPower’s packaged system
designs optimize performance through the appropriate combinations of these inverters with its solar panels.

Imaging Detectors and Infrared Detectors. SunPower’s imaging detectors are high performance, back
contact light sensor arrays for medical imaging applications where digital flat panel and computed tomography
systems are replacing conventional film-based X-ray imaging. Digital imaging is a demanding application for
imaging detectors. X-rays pose a risk of radiation exposure, and this risk of exposure limits the practical dose that
can be applied to the patient. A sensor must therefore maximize the conversion of incoming photons into
electricity, the same fundamental challenge of solar power generation. SunPower’s imaging detectors are
designed to have low current leakage and high sensitivity.

SunPower also offers infrared detectors based on its high performance all back contact technology.
SunPower’s infrared detectors are semiconductors which detect light signals primarily for use in computing and
mobile phone applications. SunPower’s infrared detectors are used in devices such as personal digital assistants
to beam information from one device to another.

Acquisition

The markets in which we compete require a wide variety of technologies, products and capabilities. As
discussed above, we are committed to the ongoing evaluation of strategic opportunities and, where appropriate,
to the acquisition of additional products, technologies or businesses that are complementary to, or broaden the
markets for, our products.

PowerLight:

During the fourth quarter of fiscal 2006, SunPower signed a definitive agreement to acquire PowerLight.
The acquisition was subsequently completed during the first quarter of fiscal 2007. PowerLight is a leading
global provider of large-scale solar power systems. PowerLight designs, manufactures, markets and sells solar
electric power system technology that integrates solar cells and solar panels manufactured by SunPower and
other suppliers to convert sunlight to electricity compatible with the utility network. PowerLight also provides
solar power systems to end customers on a turn-key, whole-solution basis by developing, engineering, procuring
permits and equipment for, managing construction of, offering access to financing for, and providing monitoring,
operations and maintenance services for large-scale roof-mounted and ground-mounted solar power applications.
PowerLight was a significant customer of SunPower accounting for 16% of SunPower’s revenue in fiscal 2006.
SunPower expects that the results of operations of the PowerLight business will be material to its overall
operating results in future periods.
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See Note 3 and Note 22 of Notes to Consolidated Financial Statements under Item 8, Part II of this Annual
Report on Form 10-K for further discussion on the acquisition by SunPower.

Divestitures

In fiscal 2006, we began our efforts to transform Cypress from a traditional, broad-line semiconductor
company to a leading supplier of programmable system solutions. This mission is the focus of a restructuring
effort that has included, among other initiatives, the divestitures of businesses that do not align with our new
long-term business plan. The following table summarizes the divestitures we have successfully completed in
fiscal 2006 or announced in the first quarter of fiscal 2007:

Business Units Reportable Segments Buyers Consideration

A portion of Network Search Engines (“NSE”) (1) Data Communications Division NetLogic Microsystems
(“NetLogic”)

1.7 million NetLogic common shares
valued at $58.5 million.

PC Clock (1) Consumer and Computation Division Spectra Linear $8.0 million in cash and 7.4 million
Spectra preferred stock valued at $6.4
million.

SVTC (2) Other Private equity firms $53.0 million in cash.
A portion of Image Sensors (2) Memory and Imaging Division Sensata Technologies $11.4 million in cash.

(1) Completed in fiscal 2006.
(2) Expected to be completed by the end of the first quarter of fiscal 2007.

See Note 4 and Note 22 of Notes to Consolidated Financial Statements under Item 8, Part II of this Annual
Report on Form 10-K for further discussion on the divestitures.

Manufacturing

During fiscal 2006, we manufactured approximately 81% of our semiconductor products at our wafer
fabrication facilities in Round Rock, Texas and Bloomington, Minnesota. These fabrication facilities utilize our
proprietary 90-nanometer and 0.13 through 0.8-micron CMOS, 0.25 and 0.8-micron BiCMOS, and 0.35-micron
Silicon Nitride Oxide Silicon (“SONOS”) processes. Wafer foundries manufactured the balance of our products.

In December 2005, we entered into a strategic foundry partnership with Grace Semiconductor
Manufacturing Corporation (“Grace”), located in Shanghai, China. Under the terms of the agreement, we will
transfer certain of our proprietary process technologies to Grace. This agreement will provide additional
production capacity to augment output from our manufacturing facilities in Texas and Minnesota. During fiscal
2006, we completed the transfer of our .35-micron SONOS process to Grace and began purchasing products from
Grace that were manufactured using this process.

We conduct assembly and test operations, excluding SunPower products, at our highly automated assembly
and test facility in the Philippines. This facility accounted for approximately 51% of our total assembly output
and 82% of our total test output in fiscal 2006. Various subcontractors in Asia performed the balance of the
assembly and test operations.

Our Philippines facility manufactures primarily volume products and packages where our ability to leverage
manufacturing costs is high. This facility has nine fully integrated, automated manufacturing lines enabling
complete assembly and test operations with minimal human intervention. These autolines have shorter
manufacturing cycle times than conventional assembly/test operations, which enable us to respond more rapidly
to changes in demand.

SunPower produces its solar cells at its manufacturing facility in the Philippines. SunPower currently operates
four solar cell manufacturing lines in this facility, with a total manufacturing capacity of approximately 108
megawatts per year. SunPower has recently started construction of a second solar cell manufacturing facility in the
Philippines, which is designed to house up to ten additional manufacturing lines. SunPower expects three
manufacturing lines in the new facility to be operational by the end of fiscal 2007, which will give SunPower an
aggregate rated manufacturing capacity of approximately 207 megawatts per year. Currently, most of SunPower’s
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solar panels are assembled by a third-party subcontractor in China. SunPower supplements this capacity with
in-house production at its automated panel assembly factory located in the Philippines. SunPower expects to
produce up to 30 megawatts of solar panels per year from its first manufacturing line. The panel assembly factory
has sufficient space to expand capacity to 90 megawatts per year.

Research and Development

Research and development expenses are primarily focused on the development and design of new
semiconductor and solar power products. Our goal is to increase efficiency in order to maintain our competitive
advantage. Our research and development organization works closely with our manufacturing facilities, suppliers
and customers to improve our semiconductor and solar cell designs and lower manufacturing costs. Our process
technology research focuses primarily on developing derivatives of our .13-micron and 90-nanometer
technologies for use in new products. We spent $244.1 million, $226.8 million and $261.6 million on research
and development expenses in fiscal 2006, 2005 and 2004, respectively.

We have both central and division-specific design groups that focus on new product creation and
improvement of design methodologies. These groups conduct ongoing efforts to reduce design cycle time and
increase first pass yield through structured re-use of intellectual property blocks from a controlled intellectual
property library, development of computer-aided design tools and improved design business processes. We
currently have approximately 40 design teams working on new product designs. Design and related software
development work primarily occurs at design centers located in the United States, Europe, India and China.

Sales and Marketing

We sell our products through several channels: sales through global domestically-based distributors; sales
through international distributors, trading companies and representative firms; sales by our sales force to direct
original equipment manufacturer; and sales by manufacturing representative firms. SunPower’s products are sold
worldwide to system integrators and original equipment manufacturers through a direct sales force. Our
marketing and sales efforts are organized around four regions: North America, Europe, Japan and Asia/Pacific.
We also have a strategic-account group and a contract-manufacturing group which are responsible for specific
customers with worldwide operations. We augment our sales effort with field application engineers, specialists in
our products, technologies and services who work with customers to design our products into their systems. Field
application engineers also help us to identify emerging markets and new products.

Sales to distributors accounted for approximately 59% of our total revenues in fiscal 2006, compared with
53% in fiscal 2005 and 50% in fiscal 2004. International revenues accounted for 72% of our total revenues in
fiscal 2006, compared with 70% in fiscal 2005 and 66% in fiscal 2004. No customer accounted for more than
10% of our total revenues in fiscal 2006. Sales to one distributor accounted for 11% and 15% of total revenues in
fiscal 2005 and 2004, respectively.

Backlog

Our sales typically rely upon standard purchase orders for delivery of products. Customer relationships are
generally not subject to long-term contracts. However, we have entered into long-term supply agreements with
certain customers. With the exception of certain long-term supply agreements entered into by SunPower that
contain minimum firm purchase commitments, our long-term supply agreements generally do not contain such
purchase commitments. Products to be delivered and the related delivery schedules are frequently revised to
reflect changes in customer needs. Accordingly, our backlog at any particular date is not representative of actual
sales for any succeeding period and we believe that our backlog is not a meaningful indicator of future revenues.

Competition

We face competition from domestic and foreign integrated circuit manufacturers, many of which have
advanced technological capabilities and have increased their participation in the markets in which we operate.
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We compete with a large number of companies primarily in the telecommunications, data communications,
computation and consumer markets. Companies who compete directly with some of our products include Altera,
Applied Micro Circuits, Atmel, Freescale Semiconductor, Integrated Device Technology, Lattice Semiconductor,
Microchip Technology, Micron Technology, National Semiconductor, OmniVision Technologies, PMC-Sierra,
Samsung Electronics, Standard Microsystems, STMicroelectronics, Synaptics, Texas Instruments, Vitesse
Semiconductor and Xilinx.

SunPower faces competition from solar power product manufacturers, including BP Solar International,
Evergreen Solar, Mitsubishi Electric Corporation, Q-Cells AG, Sanyo Corporation, Sharp Corporation, First
Solar and Suntech Power Holdings. In addition, SunPower competes with Hamamatsu Photonics and UDT
Sensors in the market for high-performance imaging detectors, and Vishay Intertechnology, Rohm Co. and
Agilent Technologies for infrared detectors.

The semiconductor and the solar power industries are intensely competitive and continually evolving. This
intense competition results in a challenging operating environment for most companies in these industries,
including Cypress and SunPower. This environment is characterized by potential erosion of product sale prices
over the life of each product, rapid technological change, limited product life cycles and strong domestic and
foreign competition in many markets. Our ability to compete successfully depends on many factors, including:

‰ our success in developing new products and manufacturing technologies;
‰ delivery, performance, quality and price of our products;
‰ diversity of our product line;
‰ cost effectiveness of our design, development, manufacturing and marketing efforts;
‰ quality of our customer service, relationships and reputation;
‰ pace at which customers incorporate our products into their systems;
‰ number and nature of our competitors and general economic conditions; and
‰ power efficiency and aesthetic appearance of SunPower’s solar power products.

We believe that we currently compete effectively in the above areas to the extent they are within our
control; however, our current abilities are not a guarantee of future success. If we are not able to compete
successfully in this environment, our business, operating results and financial condition will be harmed.

Environmental Regulations

We use, generate and discharge hazardous chemicals and waste in our research and development and
manufacturing activities. United States federal, state and local regulations, in addition to those of other countries
in which we operate, impose various environmental rules and obligations, which are becoming increasingly
stringent over time, intended to protect the environment and in particular on the management and disposal of
hazardous substances. We are committed to the continual improvement of our environmental systems and
controls. However, we cannot provide assurance that we have been, or will at all times be, in complete
compliance with all environmental laws and regulations. Other laws impose liability on owners and operators of
real property for any contamination of the property even if they did not cause or know the contamination. While
to date we have not experienced any material adverse impact on our business from environmental regulations, we
cannot provide assurance that environmental regulations will not impose expensive obligations on us in the
future, or otherwise result in the incurrence of liability such as the following:

‰ a requirement to increase capital or other costs to comply with such regulations or to restrict discharges;
‰ liabilities to our employees and/or third parties; and
‰ business interruptions as a consequence of permit suspensions or revocations or as a consequence of the

granting of injunctions requested by governmental agencies or private parties.
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Intellectual Property

We rely on a combination of patents, copyrights, trade secrets, trademarks and proprietary information to
maintain and enhance our competitive position. As of December 31, 2006, we had approximately 1,490 issued
patents and approximately 750 additional patent applications on file with the United States Patent and Trademark
Office. We are preparing to file more than 160 new patent applications in fiscal 2007. In addition to factors such
as innovation, technological expertise and experienced personnel, we believe that patents are increasingly
important to remain competitive in our industry. We have an active program to obtain patent and other
intellectual property protection.

We have entered into, and in the future may continue to enter into, technology license agreements with third
parties that give those parties the right to use patents and other technology developed by us. Some of these
agreements also give us the right to use patents and other technologies developed by such other parties, some of
which involve payment of royalties. Historically, these arrangements have not been a material source of revenues
to us.

Financial Information about Geographic Areas

Financial information about geographic area is incorporated herein by reference to Note 21 of Notes to
Consolidated Financial Statements under Item 8, Part II of this Annual Report on Form 10-K.

International revenues historically accounted for a significant portion of our total revenues. Our
manufacturing, assembly and test operations located in the Philippines, as well as our international sales offices
and design centers, face risks frequently associated with foreign operations including:

‰ currency exchange fluctuations;
‰ the devaluation of local currencies;
‰ political instability;
‰ labor issues;
‰ changes in local economic conditions;
‰ import and export controls;
‰ potential shortage of electric power supply; and
‰ changes in tax laws, tariffs and freight rates.

To the extent any such risks materialize, our business, financial condition or results of operations could be
seriously harmed.

Employees

As of December 31, 2006, we had approximately 5,800 employees worldwide, including SunPower.
Geographically, 3,100 employees were located in the Philippines, 2,100 employees were located in the United
States and 600 employees were located in other countries. Of the total employees, approximately 4,200
employees were engaged in manufacturing, 900 employees in research and development, and 700 employees in
selling, general and administrative functions. None of our employees is represented by a collective bargaining
agreement, nor have we ever experienced organized work stoppages.
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Executive Officers

Certain information as of December 31, 2006 regarding each of our executive officers is set forth below:

Name Age Position

T. J. Rodgers 58 President, Chief Executive Officer and Director
Brad W. Buss 42 Executive Vice President, Finance and Administration and Chief

Financial Officer
Ahmad R. Chatila 40 Executive Vice President, Memory and Imaging Division
Sabbas A. Daniel 44 Executive Vice President, Quality
Paul D. Keswick 49 Executive Vice President, New Product Development
Dinesh Ramanathan 37 Executive Vice President, Data Communications Division
Christopher A. Seams 44 Executive Vice President, Sales and Marketing and Operations
Shahin Sharifzadeh 42 Executive Vice President, Manufacturing and Research and

Development
Norman P. Taffe 40 Executive Vice President, Consumer and Computation Division
Thomas H. Werner 46 Chief Executive Officer, SunPower
Hal Zarem 47 Chief Executive Officer, Silicon Light Machines

T.J. Rodgers is a co-founder of Cypress and has been a Director and its President and Chief Executive
Officer since 1982. Mr. Rodgers serves as a director of Bloom Energy (formerly Ion America), Silicon Light
Machines and SunPower. Mr. Rodgers is also a member of the Board of Trustees at Dartmouth College.

Brad W. Buss joined Cypress in 2005 as Executive Vice President, Finance and Administration and Chief
Financial Officer. Prior to joining Cypress, Mr. Buss served as Vice President of Finance at Altera Corporation.
Mr. Buss spent seven years as a finance executive with Wyle Electronics, culminating as Chief Financial Officer
and Secretary of the Atlas Services division. Mr. Buss was also a member of Cisco System’s worldwide sales
finance team. In addition, Mr. Buss served as Senior Vice President of Finance and Chief Financial Officer and
Secretary at Zaffire, Inc. Mr. Buss currently serves as a board member of Silicon Light Machines.

Ahmad R. Chatila was appointed Executive Vice President, Memory and Imaging Division, in 2005. Prior
to his current position, Mr. Chatila served as managing director of the low power memory business unit in the
Memory and Imaging Division. Mr. Chatila has been with Cypress since 1991, and has held a number of
management roles in wafer technology development, manufacturing and sales.

Sabbas A. Daniel was appointed Executive Vice President, Quality, in 2006. Prior to his current position,
Mr. Daniel has held various management positions responsible for Cypress’s reliability and field quality
organizations. Before joining Cypress in 1998, Mr. Daniel held management roles at Samsung Semiconductor in
Korea.

Paul D. Keswick is the Executive Vice President, New Product Development, since 1996. Prior to his
current position, Mr. Keswick has held various management positions, including vice president and general
manager for various business divisions. Mr. Keswick has been with Cypress since 1986.

Dinesh Ramanathan was named Executive Vice President, Data Communications Division, in 2005. Prior
to his current appointment, Dr. Ramanathan was a business unit director for the specialty memory and
communications business units. Prior to joining Cypress in 2004, Dr. Ramanathan held senior marketing and
engineering positions at Raza Microelectronics, Raza Foundries and Forte Design Systems.

Christopher A. Seams was named Executive Vice President, Sales and Marketing and Operations, in 2005.
Prior to his current appointment, Mr. Seams was Executive Vice President, Manufacturing and Research and
Development. Mr. Seams joined Cypress in 1990 and has held a variety of positions in technical and operational
management in manufacturing, development and foundry.
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Shahin Sharifzadeh was named Executive Vice President, Manufacturing and Research and Development,
in 2005. Dr. Sharifzadeh directs our process technology research and development and wafer manufacturing
operations worldwide. Prior to his current position, Dr. Sharifzadeh served as Vice President, Research and
Development, where he was responsible for all aspects of technology development. Dr. Sharifzadeh joined
Cypress in 1989.

Norman P. Taffe was named Executive Vice President, Consumer and Computation Division, in 2005.
Prior to his current position, Mr. Taffe has held numerous positions, including marketing director of the
programmable logic and interface products divisions, managing director of our mergers and acquisitions and
venture funds, managing director of the wireless business unit and most recently, Vice President of the Personal
Communications Division. Mr. Taffe joined Cypress in 1989.

Thomas H. Werner has served as SunPower’s Chief Executive Officer and as a member of SunPower’s
board of directors since 2003. Prior to joining SunPower, Mr. Werner served as Chief Executive Officer of
Silicon Light Machines from 2001 to 2003. Prior to Silicon Light Machines, Mr. Werner was a vice president and
general manager at 3Com Corp. Mr. Werner currently serves as a board member of Three-Five Systems, Silicon
Light Machines and Cree.

Hal Zarem has served as Silicon Light Machines’ Chief Executive Officer since 2003. Dr. Zarem joined
Silicon Light Machines in 2002 as Vice President, Sales and Marketing. Prior to joining Silicon Light Machines,
Dr. Zarem held several management positions within the sales and marketing organizations at JDS Uniphase.
Dr. Zarem also served as a general manager at Ortel Corporation (since acquired by Agere Corporation).

There are no family relationships between any of our directors or executive officers, nor are any of the
above adverse to Cypress in any pending litigation or investigations.

Available Information

We make available our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports
on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or Section 15(d) of the
Securities Exchange Act of 1934, as amended, free of charge on our website at www.cypress.com, as soon as
reasonably practicable after they are electronically filed with or furnished to the Securities and Exchange
Commission. The contents of our website are not incorporated into, or otherwise to be regarded as part of, this
Annual Report on Form 10-K.

ITEM 1A. RISK FACTORS

We face significant volatility in supply and demand conditions for our products and this volatility, as well as
any failure by us to accurately forecast future supply and demand conditions, could materially and negatively
impact our business.

The semiconductor industry has historically been characterized by wide fluctuations in the demand for, and
supply of, semiconductors. Demand for our products depends in large part on the continued growth of various
electronics industries that use our products, including:

‰ wireless telecommunications equipment;
‰ computers and computer-related peripherals;
‰ memory and image sensor;
‰ networking equipment;
‰ consumer electronics, automotive electronics and industrial controls; and
‰ solar power products.

In addition, certain of our products, including USB micro-controllers and clocks, are incorporated into
computer and computer-related products, which have historically experienced, and may in the future experience,
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significant fluctuations in demand. Any downturn or reduction in the growth of these industries could seriously
harm our business, financial condition and results of operations.

We order materials and build our products based primarily on our internal forecasts and secondarily on
existing orders, which may be cancelled under many circumstances. Because our markets are volatile and subject
to rapid technological and price changes, our forecasts may be wrong causing us to make too many or too few of
certain products. Also, our customers frequently place orders requesting product delivery almost immediately
after the order is made, which makes forecasting customer demand even more difficult, particularly when supply
is abundant. In addition, we have in the past spent, and will continue to spend, significant amounts of money to
upgrade and increase our wafer fabrication, assembly and test manufacturing capability and capacity. If we
experience inadequate demand or a significant shift in the mix of product orders that makes our existing capacity
and capability inadequate, our fixed costs per semiconductor produced will increase, which will harm our
financial condition and results of operations. Alternatively, if we should experience a sudden increase in demand,
we will need to quickly ramp our inventory and/or manufacturing capacity to adequately respond to our
customers. If we are unable to ramp our inventory or manufacturing capacity in a timely manner or at all, we risk
losing our customers’ business, which could have a negative impact on our financial performance and reputation.

Our business, financial condition and results of operations will be seriously harmed if we fail to compete
successfully in our highly competitive industry and markets.

The semiconductor industry is intensely competitive. This intense competition results in a difficult operating
environment that is marked by erosion of average selling prices over the lives of each product and rapid
technological change resulting in limited product life cycles. In order to offset selling price decreases, we attempt
to decrease the manufacturing costs of our products and to introduce new, higher priced products that incorporate
advanced features. If these efforts are not successful or do not occur in a timely manner, or if our newly
introduced products do not gain market acceptance, our business, financial condition and results of operations
could be seriously harmed. Furthermore, we expect our competitors to invest in new manufacturing capacity and
achieve significant manufacturing yield improvements in the future. These developments could dramatically
increase the worldwide supply of competitive products and result in further downward pressure on prices.

A primary cause of this highly competitive environment is the strength of our competitors. The industry
consists of major domestic and international semiconductor companies, many of which have substantially greater
financial, technical, marketing, distribution and other resources than we do. We face competition from other
domestic and foreign high-performance integrated circuit manufacturers, many of which have advanced
technological capabilities and have increased their participation in markets that are important to us. We believe
that there is a variety of competing technologies under development by other companies that could result in
lower manufacturing costs than those expected for our products. Our development efforts may be rendered
obsolete by the technological advances of others, and other technologies may prove more advantageous for the
commercialization of solar power products and semiconductors generally.

Our ability to compete successfully in the rapidly evolving semiconductor technology industry depends on
many factors, including:

‰ our success in developing new products and manufacturing technologies;
‰ the quality and price of our products;
‰ the diversity of our product line;
‰ the cost effectiveness of our design, development, manufacturing and marketing efforts;
‰ our customer service;
‰ our customer satisfaction;
‰ the pace at which customers incorporate our products into their systems;
‰ the number and nature of our competitors and general economic conditions; and
‰ our access to and the availability of capital.
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Although we believe we currently compete effectively in the above areas to the extent they are within our
control, given the pace of change in the industry, our current abilities are not a guarantee of future success. If we
are unable to compete successfully in this environment, our business, financial condition and results of
operations will be seriously harmed.

Our financial results could be adversely impacted if we fail to develop, introduce and sell new products or fail
to develop and implement new technologies.

Like many semiconductor companies, which frequently operate in a highly competitive, quickly changing
environment marked by rapid obsolescence of existing products, our future success depends on our ability to
develop and introduce new products that customers choose to buy. We introduce significant numbers of products
each year, which are important sources of revenue for us. If we fail to introduce new product designs in a timely
manner or are unable to manufacture products according to the requirements of these designs, or if our customers
do not successfully introduce new systems or products incorporating our products, or market demand for our new
products does not exist as anticipated, our business, financial condition and results of operations could be
seriously harmed.

For us and many other semiconductor companies, introduction of new products is a major manufacturing
challenge. The new products the market requires tend to be increasingly complex, incorporating more functions
and operating at faster speeds than prior products. Increasing complexity generally requires smaller features on a
chip. This makes manufacturing new generations of products substantially more difficult than prior generations.
Ultimately, whether we can successfully introduce these and other new products depends on our ability to
develop and implement new ways of manufacturing semiconductors. If we are unable to design, develop,
manufacture, market and sell new products successfully, our business, financial condition and results of
operations would be seriously harmed.

The complex nature of our manufacturing activities makes us highly susceptible to manufacturing problems
and these problems can have a substantial negative impact on us when they occur.

Making semiconductors is a highly complex and precise process, requiring production in a tightly
controlled, clean environment. Even very small impurities in our manufacturing materials, difficulties in the
wafer fabrication process, defects in the masks used to print circuits on a wafer or other factors can cause a
substantial percentage of wafers to be rejected or numerous chips on each wafer to be non-functional. We, and
similarly, our third party foundry partners, may experience problems in achieving an acceptable success rate in
the manufacture of wafers and the likelihood of facing such difficulties is higher in connection with the transition
to new manufacturing methods. The interruption of wafer fabrication or the failure to achieve acceptable
manufacturing yields at any of our facilities, or the facilities of our third party foundry partners, would seriously
harm our business, financial condition and results of operations. We may also experience manufacturing
problems in our assembly and test operations and in the introduction of new packaging materials.

In addition, the manufacturing of SunPower’s solar cells is a highly complex process. Minor deviations in
the manufacturing process can cause substantial decreases in yield and in some cases, cause production to be
suspended or yield no output. SunPower has from time to time experienced lower than anticipated manufacturing
yields. This often occurs during the production of new products or the installation and start-up of new process
technologies or equipment. For example, SunPower recently acquired equipment for a fourth cell production line
and purchased a building to house its second solar cell manufacturing facility. As SunPower expands its
manufacturing capacity and brings additional lines or facilities into production, it may experience lower yields
initially as is typical with any new equipment or process. SunPower also expects to experience lower yields
initially as it migrates its manufacturing processes to thinner wafers. If SunPower does not achieve planned
yields, its product costs could increase, and product availability would decrease resulting in lower revenues than
expected.
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Problems in the performance or availability of other companies we hire to perform certain manufacturing and
transport tasks can seriously harm our financial performance.

A high percentage of our products are currently fabricated in our manufacturing facilities located in Texas,
Minnesota and the Philippines. However, we also increasingly rely on independent contractors to manufacture
some of our products. If market demand for our products exceeds our internal manufacturing capacity and
available capacity from our foundry partners, we may seek additional foundry manufacturing arrangements. A
shortage in foundry manufacturing capacity, which is more likely to occur at times of increasing demand, could
hinder our ability to meet demand for our products and therefore adversely affect our operating results. We
cannot guarantee that any foundries that supply our wafers will not experience manufacturing problems,
including yield deficiencies or delays in the realization of advanced manufacturing process technologies. In
addition, greater demand for wafers produced by any such foundries without an offsetting increase in foundry
capacity raises the likelihood of potential wafer price increases.

While a high percentage of our products are assembled, packaged and tested at our manufacturing facility
located in the Philippines, we rely on independent subcontractors to assemble, package and test the balance of
our products. We cannot be certain that these subcontractors will continue to assemble, package and test products
for us on acceptable economic and quality terms or at all and it might be difficult for us to find alternatives if
they do not do so.

We also rely on independent carriers and freight haulers to move our products between manufacturing plants
and our customers. Transport or delivery problems due to their error or because of unforeseen interruptions in
their business due to factors such as strikes, political instability, terrorism, natural disasters or accidents could
seriously harm our business, financial condition and results of operations and ultimately impact our relationship
with our customers.

SunPower is currently facing an industry-wide shortage of polysilicon. The prices that SunPower pays for
polysilicon have increased recently and SunPower expects these price increases to continue, which may
constrain revenue growth and decrease gross margins and profitability. In addition, an inability to secure
adequate polysilicon supplies could severely hurt operations and result in a significant decrease in
SunPower’s and Cypress’ revenues and profits.

Polysilicon is an essential raw material in SunPower’s production of photovoltaic, or solar, cells and also in
the solar cells and modules used by its PowerLight business to produce solar power systems. There is currently
an industry-wide shortage of polysilicon, which has resulted in significant price increases. SunPower expects that
the average price of polysilicon will continue to increase. Increases in polysilicon prices have in the past
increased SunPower’s manufacturing costs and may impact its manufacturing costs and net income in the future.
As demand for solar cells has increased, many of SunPower’s principal competitors have announced plans to add
additional manufacturing capacity. As this manufacturing capacity becomes operational, it will increase the
demand for polysilicon and further exacerbate the current shortage. Polysilicon is also used in the semiconductor
industry generally and any increase in demand from that sector will compound the shortage. The production of
polysilicon is capital intensive and adding additional capacity requires significant lead time. While SunPower is
aware that several new facilities for the manufacture of polysilicon are under construction, it does not believe that
the supply imbalance will be remedied in the near term. SunPower expects that polysilicon demand will continue
to outstrip supply throughout 2007 and potentially for a longer period.

Although SunPower has contracted with vendors for what it believes will be an adequate supply of silicon
ingots through 2007, SunPower’s estimates regarding its supply needs may not be correct and its purchase orders
and contracts may be cancelled by its suppliers. The volume and pricing associated with these purchase orders
and contracts may be changed by its suppliers based on market conditions. SunPower’s purchase orders are
generally non-binding in nature. If SunPower’s suppliers were to cancel its purchase orders or change the volume
or pricing associated with these purchase orders and/or contracts, SunPower may be unable to meet customer
demand for its products, which could cause SunPower to lose customers, market share and revenue. This would
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have a material negative impact on SunPower’s business and operating results. If SunPower’s manufacturing
yields decrease significantly, it adds manufacturing capacity faster than currently planned or its suppliers cancel
or fail to deliver, SunPower may not have made adequate provision for its polysilicon needs for the balance of
the year. In addition, SunPower currently purchases polysilicon and makes advances to suppliers to secure future
polysilicon supply, which adversely affects its liquidity. These advances may in the future take the form of equity
issuances, which would result in additional dilution to SunPower’s stockholders, including Cypress.

The inability to obtain sufficient polysilicon, ingots or wafers at commercially reasonable prices or at all
would adversely affect SunPower’s ability to meet existing and future customer demand for its products and
could cause SunPower to make fewer shipments, lose customers and market share and generate lower than
anticipated revenue, thereby seriously harming SunPower’s and Cypress’ business, financial condition and
results of operations.

SunPower will continue to be dependent on a limited number of third-party suppliers for key components for
its products, which could prevent it from delivering products to its customers within required timeframes,
which could result in installation delays, cancellations, liquidated damages and loss of market share.

In addition to SunPower’s reliance on a small number of suppliers for its solar cells and panels, SunPower’s
newly acquired PowerLight business relies on a limited number of third party suppliers for key components for
its solar power systems, some of whom are competitors of SunPower. If certain of our competitors who are
currently supplying solar panels to PowerLight were to terminate or reduce their supply commitments,
PowerLight would be unable to meet customer demand which would adversely impact SunPower’s and Cypress’
financial results.

If SunPower fails to develop or maintain its relationships with these or its other suppliers, SunPower may be
unable to manufacture its products or its products may be available only at a higher cost or after a long delay. To
the extent the processes that SunPower’s suppliers use to manufacture components are proprietary, SunPower
may be unable to obtain comparable components from alternative suppliers. The failure of a supplier to supply
components in a timely manner, or to supply components that meet SunPower’s quality, quantity and cost
requirements, could impair SunPower’s ability to manufacture its products or decrease their costs. If SunPower
cannot obtain substitute materials on a timely basis or on acceptable terms, SunPower could be prevented from
delivering its products to its customers within required timeframes, which could result in installation delays,
cancellations, liquidated damages and loss of market share, any of which could have a material adverse effect on
SunPower’s and Cypress’ business and results of operations.

A limited number of SunPower’s customers are expected to continue to comprise a significant portion of its
revenues and any decrease in revenue from these customers could have an adverse effect on SunPower.

Even though SunPower’s customer base is expected to increase and its revenue streams to diversify as a
result of its acquisition of PowerLight in the first quarter of fiscal 2007, a large portion of SunPower’s net
revenues will likely continue to depend on sales to a limited number of customers as well as the ability of those
customers to sell solar power products that incorporate SunPower’s solar cells and panels. Furthermore,
PowerLight directly competes, as a distributor of solar panels and systems, with many of SunPower’s customers.
For example, both Conergy AG and Solon AG, two of SunPower’s largest customers, actively compete with
PowerLight’s business in the large-scale solar power plant market. SunPower’s customer relationships have been
developed over a short period of time. SunPower cannot be certain that these customers will generate significant
revenue in the future or if these customer relationships will continue to develop in light of the PowerLight
acquisition. If SunPower’s relationships with its other customers do not continue to develop, it may not be able to
expand its customer base or maintain or increase its revenues. The loss of sales to any of these customers would
have a significant negative impact on SunPower’s and Cypress’ business.
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If the market for solar power products takes longer to develop than SunPower anticipates or does not develop
at all, or if SunPower fails to compete successfully in the solar power market, its revenue and profitability
could be adversely affected.

The market for solar power products manufactured by SunPower is emerging and rapidly evolving. If solar
power technology proves unsuitable for widespread commercial deployment or if demand for SunPower’s
products or solar power products generally fails to develop sufficiently or at all, SunPower’s revenues and
profitability could be affected adversely. In addition, demand for solar power products in the markets and
geographic regions SunPower targets may develop more slowly than it anticipates or not at all. Many factors will
influence the adoption of solar power technology as well as SunPower’s ability to compete in the solar power
products market, including:

‰ cost effectiveness of solar power technologies as compared with conventional and non-solar alternative
energy technologies;

‰ performance and reliability of solar power products as compared with conventional and non-solar
alternative energy products;

‰ success in developing new products and manufacturing technologies;
‰ ability to continue to ramp SunPower’s manufacturing capacities;
‰ the quality and price of SunPower’s products;
‰ the availability of the raw materials, including polysilicon, used in the production of solar cell products;
‰ the number and nature of SunPower’s competitors and general economic conditions;
‰ access to and the availability of capital;
‰ success of alternative power generation technologies;
‰ fluctuations in economic and market conditions which impact the viability of conventional and non-solar

alternative energy sources, such as increases or decreases in the prices of oil and other fossil fuels;
‰ the possibility of future product failures and the warranty implications thereof;
‰ availability of, and dependence on, subsidies and other incentives provided by various governmental

agencies; and
‰ existing or future regulations and policies that may present additional technical, economic or regulatory

barriers.

SunPower generally does not have long-term agreements with its customers and, accordingly, could lose
customers without warning.

SunPower does not have long-term agreements with customers, but instead operates on a purchase order
basis. Although SunPower believes that cancellations on its purchase orders to date have been insignificant, its
customers may cancel or reschedule purchase orders with SunPower on relatively short notice. Cancellations or
rescheduling of customer orders could result in the delay or loss of anticipated sales without allowing SunPower
sufficient time to reduce, or delay the incurrence of, its corresponding inventory and operating expenses. In
addition, changes in forecasts or the timing of orders from these or other customers expose SunPower to the risks
of inventory shortages or excess inventory. This in turn could cause SunPower’s operating results to fluctuate.
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Although SunPower expects the acquisition of PowerLight to be beneficial, such benefits may not be realized
because of integration difficulties or other challenges.

During the first quarter of fiscal 2007, SunPower completed the acquisition of PowerLight, a privately-held
leading provider of large-scale solar power systems. PowerLight has global operations that will need to be
integrated successfully in order for SunPower to realize the benefits anticipated from the acquisition. Realizing
these benefits will require the integration of technology, operations and personnel of SunPower and PowerLight
into a single organization. SunPower expects the integration to be a complex, time-consuming and expensive
process that, even with proper planning and implementation, could cause significant disruption. The challenges
that SunPower may face include, but are not limited to, the following:

‰ consolidating operations, including rationalizing corporate information technology and administrative
infrastructures;

‰ management gaining sufficient experience with technologies and markets in which the PowerLight
business is involved, which may be necessary to successfully operate and integrate the business;

‰ implementing and monitoring PowerLight’s revenue recognition policy on a “percent completion” basis;
‰ coordinating sales and marketing efforts between the two companies;
‰ overcoming any perceived adverse changes in business focus or model;
‰ realizing synergies necessary to meet SunPower’s long-term margin targets, given PowerLight’s

historical margins;
‰ coordinating and harmonizing research and development activities to accelerate introduction of new

products and technologies with reduced cost;
‰ preserving customer, supplier, distribution and other important relationships of SunPower and

PowerLight and resolving any potential conflicts that may arise;
‰ retaining key employees and maintaining employee morale;
‰ addressing differences in the business cultures of SunPower and PowerLight;
‰ coordinating and combining operations, relationships and facilities outside of the United States, which

may be subject to additional constraints imposed by geographic distance, local laws and regulations; and
‰ creating a consolidated internal control over financial reporting structure so that SunPower and its

independent auditors can report on the effectiveness of SunPower’s internal controls over financial
reporting.

SunPower may not be able to successfully integrate the operations of PowerLight in a timely manner, or at
all. In addition, SunPower may not realize the anticipated benefits and synergies of the acquisition to the extent
or when anticipated. Even if the integration of SunPower and PowerLight’s operations, products and personnel is
successful, it may place a significant burden on SunPower’s management resources. The diversion of
management’s attention and any difficulties encountered in the transition and integration process could harm
SunPower’s business, financial condition and operating results.

SunPower intends to recognize most of their revenues generated from PowerLight on a “percent completion”
basis and upon the achievement of contractual milestone, so any delay or cancellation of a project could
adversely affect SunPower’s and Cypress’ results of operations.

PowerLight, which was acquired by SunPower in the first quarter of fiscal 2007, recognizes revenue on a
“percent completion” basis and, as a result, the revenue from this business is driven by its performance of its
contractual obligations, which is generally driven by timelines for the installation of its solar power systems at
customer sites. SunPower intends to recognize revenue from projects of the PowerLight business on a similar
basis. As a consequence, SunPower will delay the recognition of revenue from sales of cells and panels to
PowerLight until PowerLight recognizes revenue. This could result in unpredictability of SunPower’s revenue
and, in the near term, a revenue decrease, both of which could negatively impact SunPower’s and Cypress’
results of operations.

As with any project-related business, there is the potential for delays within any particular customer project.
Variation of project timelines and estimates may impact SunPower’s ability to recognize revenue in a particular
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period. In addition, certain customer contracts may include payment milestones due at specified points during a
project. Because SunPower’s PowerLight business usually must invest substantial time and incur significant
expense in advance of achieving milestones and the receipt of payment, failure to achieve such milestones could
adversely affect SunPower’s and Cypress’ business and results of operations.

Our ability to meet our cash requirements depends on a number of factors, many of which are beyond our
control.

As of December 31, 2006, our outstanding debt obligations primarily included $599.0 million of aggregate
principal amount of our 1.25% convertible subordinated notes (“1.25% Notes”). During the first quarter of fiscal
2007, we called for redemption of all of our 1.25% Notes, resulting in total cash payment of approximately
$179.7 million to the holders of the 1.25% Notes and the issuance of 33.0 million shares of our common stock.

Our ability to meet our cash requirements is dependent upon our future performance, which will be subject
to financial, business and other factors affecting our operations, many of which are beyond our control. We
cannot guarantee that our business will generate sufficient cash flows from operations to fund our cash
requirements or to meet our debt service obligations. If we are unable to meet our cash requirements from
operations, we would be required to fund these cash requirements by alternative financing. The degree to which
we may be leveraged could materially and adversely affect our ability to obtain financing for working capital,
acquisitions or other purposes, could make us more vulnerable to industry downturns and competitive pressures
or could limit our flexibility in planning for, or reacting to, changes and opportunities in our industry, which may
place us at a competitive disadvantage. There can be no assurance that we would be able to obtain alternative
financing, that any such financing would be on acceptable terms or that we will be permitted to do so under the
terms of our existing financing arrangements. In the absence of such financing, our ability to respond to changing
business and economic conditions, make future acquisitions, react to adverse operating results, meet our debt
service obligations, or fund required capital expenditures may be adversely affected.

Any guidance that we may provide about our business or expected future results may prove to differ from
actual results.

From time to time we have shared our views in press releases or SEC filings, on public conference calls and
in other contexts about current business conditions and our expectations as to potential future results. Identifying
correctly the key factors affecting business conditions and predicting future events is inherently an uncertain
process. Our analyses and forecasts have in the past and, given the complexity and volatility of our business, will
likely in the future, prove to be incorrect. We offer no assurance that such predictions or analysis will ultimately
be accurate, and investors should treat any such predictions or analyses with appropriate caution.

We consolidate SunPower’s financial results in the results of operations we report to the public in press
releases and our SEC filings. SunPower’s financial performance may be affected by a number of factors,
including, but not limited to:

‰ the average selling price of its solar cells and modules;
‰ the availability and pricing of raw materials, particularly polysilicon;
‰ the rate and cost at which it is able to expand its manufacturing capacity to meet customer demand;
‰ timing, availability and changes in government incentive programs;
‰ unplanned additional expenses such as manufacturing failures, defects or downtime;
‰ the loss of one or more key customers or the significant reduction or postponement of orders from these

customers;
‰ foreign currency fluctuations, particularly in the Euro or Philippine peso;
‰ currency fluctuations and the effect of its currency hedging activities;
‰ changes in the relative sales mix of its solar cells, solar panels and imaging detectors;
‰ the availability, pricing and timeliness of delivery of other products, such as inverters, necessary for its

solar power products to function;
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‰ decreases in the overall average selling prices of its solar power products and imaging detectors; and
‰ increases or decreases in electric rates due to fossil fuel prices.

Any analysis or forecast that we make which ultimately proves to be inaccurate may adversely affect our
stock price.

The trading price for our common stock has been and may continue to be volatile and can be affected by the
trading price of SunPower class A common stock and/or speculation about the possibility of future actions we
might take in connection with our SunPower holdings.

The trading price of our common stock has been and will likely continue to be volatile. The trading price of
our common stock may fluctuate widely in response to various factors, some of which are beyond our control,
including:

‰ quarterly variations in our results of operations or those of our competitors;
‰ announcements by us or our competitors of acquisitions, new products, significant contracts,

commercial relationships or capital commitments;
‰ perceptions of general market conditions in the semiconductor industry;
‰ our ability to develop and market new and enhanced products on a timely basis;
‰ any major change in our board or management;
‰ changes in governmental regulations or in the status of our regulatory compliance;
‰ recommendations by securities analysts or changes in earnings estimates concerning us;
‰ announcements about our earnings that are not in line with analyst expectations;
‰ announcements by our competitors of their earnings that are not in line with analyst expectations;
‰ short sales, hedging and other derivative transactions on shares of our common stock;
‰ economic conditions and growth expectations in the markets in which our customers participate; and
‰ general economic conditions.

In addition, the implied market value of the shares of class B common stock of SunPower we hold has, since
SunPower’s initial public offering, been significant relative to the total value of our outstanding common stock.
As a result, the trading price of our common stock has been and likely will continue to be affected by several
factors related to SunPower, including:

‰ the trading price for SunPower class A common stock; and
‰ actions taken or statements made by us, SunPower or others concerning the potential separation of

SunPower from us, including by spin-off, split-off or sale.

Further, the stock market in general, and the market for technology companies in particular, have
experienced extreme price and volume fluctuations that have often been unrelated or disproportionate to the
operating performance of those companies. These broad market and industry factors may seriously harm the
market price of our common stock, regardless of our actual operating performance. In the past, following periods
of volatility in the overall market and the market price of a company’s securities, securities class action litigation
has often been instituted against these companies. This litigation, if instituted against us, could result in
substantial costs and a diversion of our management’s attention and resources.

We may be unable to protect our intellectual property rights adequately and may face significant expenses as a
result of ongoing or future litigation.

Protection of our intellectual property rights is essential to keeping others from copying the innovations that
are central to our existing and future products. Our flexible fab initiative requires us to enter into technology
transfer agreements with external foundry partners, providing third party access to our manufacturing intellectual
property and resulting in additional risk to our intellectual property. Consequently, we may become involved in
litigation to enforce our patents or other intellectual property rights, to protect our trade secrets and know-how, to
determine the validity or scope of the proprietary rights of others or to defend against claims of invalidity. We are
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also from time to time involved in litigation relating to alleged infringement by us of others’ patents or other
intellectual property rights.

Intellectual property litigation is frequently expensive to both the winning party and the losing party and
could take up significant amounts of management’s time and attention. In addition, if we lose such a lawsuit, a
court could find that our intellectual property rights are invalid, enabling our competitors to use our technology,
or require us to pay substantial damages and/or royalties or prohibit us from using essential technologies. For
these and other reasons, this type of litigation could seriously harm our business, financial condition and results
of operations. Also, although in certain instances we may seek to obtain a license under a third party’s
intellectual property rights in order to bring an end to certain claims or actions asserted against us, we may not be
able to obtain such a license on reasonable terms or at all.

For a variety of reasons, we have entered into technology transfer and/or license agreements with third
parties that give those parties the right to use the patents and other technology developed by us and/or give us the
right to use the patents and other technology developed by them. In some cases, these technology transfer and/or
license agreements are governed by foreign law, which could afford less protection and/or result in increased
costs to enforce such agreements. We anticipate that we will continue to enter into these kinds of licensing
arrangements in the future. It is possible, however, that licenses we want will not be available to us on
commercially reasonable terms or at all. If we lose existing licenses to key technology, or are unable to enter into
new licenses that we deem important, our business, financial condition and results of operations could be
seriously harmed.

It is critical to our success that we are able to prevent competitors from copying our innovations. Therefore,
we intend to continue to seek intellectual property protection for our technologies. The process of seeking patent
protection can be long and expensive and we cannot be certain that any currently pending or future applications
will actually result in issued patents, or that, even if patents are issued, they will be of sufficient scope or strength
to provide meaningful protection or any commercial advantage to us. Furthermore, others may develop
technologies that are similar or superior to our technology or design around the patents we own.

We also rely on trade secret protection for our technology, in part through confidentiality agreements with
our employees, consultants and third parties. However, these parties may breach these agreements and we may
not have adequate remedies for any breach. Also, others may come to know about or determine our trade secrets
through a variety of methods. In addition, the laws of certain countries in which we develop, manufacture or sell
our products may not protect our intellectual property rights to the same extent as the laws of the United States.

The unfavorable outcome of litigation or investigations pending against us could materially impact our
business.

Our financial results could be materially adversely impacted by unfavorable outcomes to any pending or
future litigation or investigations. There can be no assurances as to the favorable outcome of any litigation or
investigations. Although management currently believes that resolving all of these matters, individually or in the
aggregate, will not have a material adverse impact on our financial position or results of operations, such
litigation, investigations and other claims are subject to inherent uncertainties and management’s view of these
matters may change in the future. There exists the possibility of a material adverse impact on our financial
position and the results of operations for the period in which the effect of an unfavorable final outcome becomes
probable and reasonably estimable.
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We face additional problems and uncertainties associated with international operations that could seriously
harm us.

International revenues historically accounted for a significant portion of our total revenues. Our
manufacturing, assembly and test operations located in the Philippines, as well as our international sales offices
and design centers, face risks frequently associated with foreign operations including:

‰ currency exchange fluctuations;
‰ the devaluation of local currencies;
‰ political instability;
‰ labor issues;
‰ changes in local economic conditions;
‰ import and export controls;
‰ potential shortage of electric power supply; and
‰ changes in tax laws, tariffs and freight rates.

To the extent any such risks materialize, our business, financial condition or results of operations could be
seriously harmed.

SunPower’s efforts to establish an effective, unified system of internal control over financial reporting with
respect to PowerLight could present challenges, and SunPower, and as a result Cypress on a consolidated
basis, may not be able to accurately report financial results or prevent fraud.

PowerLight has not been required to prepare a report on the effectiveness of its internal controls over
financial reporting because it was not subject to the informational requirements of the Securities Exchange Act of
1934, as amended, or the Exchange Act. In August 2006, PowerLight’s audit committee received a letter from its
independent auditors identifying certain material weaknesses in its internal controls over financial reporting
relating to its audits for 2005, 2004 and 2003. These material weaknesses included problems with financial
statement close processes and procedures, inadequate accounting resources, unsatisfactory application of the
percentage of completion accounting method, inaccurate physical inventory counts, incorrect accounting for
complex capital transactions and inadequate disclosure of related party transactions. In addition, PowerLight had
to restate its 2004 and 2003 financial statements to correct previously reported amounts primarily related to its
contract revenue, contract costs, accrued warranty, California state sales tax accrual and inventory items.
SunPower has begun remediation efforts with respect to the material weaknesses identified by PowerLight’s
independent auditors. Although initiated, SunPower’s plan to improve the effectiveness of the internal controls
and processes at PowerLight is not complete. It will take some time to put in place the rigorous disclosure
controls and procedures desired by SunPower’s management and board of directors. While SunPower expects to
complete this remediation process as quickly as possible, doing so depends on several factors beyond
SunPower’s control, including the hiring of additional qualified personnel and, as a result, SunPower cannot at
this time estimate how long it will take to complete the steps identified above. SunPower’s management will
continue to evaluate the effectiveness of the control environment at PowerLight and will continue to refine
existing controls. SunPower, or Cypress, cannot assure you that the measures SunPower has taken to date or any
future measures will remediate the material weaknesses reported by PowerLight’s independent auditors.
Additional deficiencies in PowerLight’s or SunPower’s internal controls may be discovered in the future. Any
failure to develop or maintain effective controls, or any difficulties encountered in their implementation or
improvement, could harm SunPower’s operating results or cause SunPower to fail to meet its reporting
obligations and may result in a restatement of prior period financial statements. Ineffective internal controls
could also cause investors to lose confidence in SunPower’s and Cypress’ consolidated reported financial
information, which would likely have a negative effect on the trading price of SunPower’s and Cypress’
securities.
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We compete with others to attract and retain key personnel, and any loss of, or inability to attract, such
personnel would harm us.

To a greater degree than most non-technology companies, we depend on the efforts and abilities of certain
key members of management and other technical personnel. Our future success depends, in part, upon our ability
to retain such personnel and to attract and retain other highly qualified personnel, particularly product and
process engineers. We compete for these individuals with other companies, academic institutions, government
entities and other organizations. Competition for such personnel is intense and we may not be successful in hiring
or retaining new or existing qualified personnel. If we lose existing qualified personnel or are unable to hire new
qualified personnel, as needed, our business, financial condition and results of operations could be seriously
harmed.

We are subject to many different environmental, health and safety lows, regulations and directives, and
compliance with them may be costly.

We are subject to many different international, federal, state and local governmental laws and regulations
related to, among other things, the storage, use, discharge and disposal of toxic, volatile or otherwise hazardous
chemicals used in our manufacturing process and the health and safety of our employees. Compliance with these
regulations can be costly. We cannot assure you that we have been, or will be at all times in complete compliance
with such laws and regulations. If we violate or fail to comply with these laws and regulations, we could be fined
or other wise sanctioned by the regulators. Under certain environmental laws, we could be held responsible,
without regard to fault, for all of the costs relating to any contamination at our or our predecessors’ past or
present facilities and at third party waste disposal sites. We could also be held liable for any and all consequences
arising out of human exposure to such substances or other environmental damage.

Over the last several years, there has been increased public awareness of the potentially negative
environmental impact of semiconductor manufacturing operations. This attention and other factors may lead to
changes in environmental regulations that could force us to purchase additional equipment or comply with other
potentially costly requirements. If we fail to control the use of, or to adequately restrict the discharge of,
hazardous substances under present or future regulations, we could face substantial liability or suspension of our
manufacturing operations, which could seriously harm our business, financial condition and results of operations.

We face increasing complexity in our product design as we adjust to new and future requirements relating to
the materials composition of our products, including the restrictions on lead and other hazardous substances that
apply to specified electronic products put on the market in the European Union (Restriction on the Use of
Hazardous Substances Directive 2002/95/EC, also known as the “RoHS Directive”) and similar legislation in
China and California. Other countries, including at the federal and state levels in the United States, are also
considering laws and regulations similar to the RoHS Directive. We are redesigning our products regulated under
the RoHS Directive in order to be able to continue to offer them for sale. Certain electronic products that we
maintain in inventory may be rendered obsolete if not in compliance with the RoHS Directive or similar laws and
regulations, which could negatively impact our ability to generate revenue from those products. Our customers
and other companies in the supply chain may require us to certify that our products are RoHS compliant. Although
we cannot predict the ultimate impact of any such new laws and regulations, they will likely result in additional
costs or decreased revenue, and could require that we redesign or change how we manufacture our products.

Our operations and financial results could be severely harmed by certain natural disasters.

Our headquarters, manufacturing facilities in the Philippines and some of our major vendors’ facilities are
located near major earthquake faults or are subject to seasonal typhoons. We have not been able to maintain
insurance coverage at reasonable costs. Instead, we rely on self-insurance and preventative/safety measures. If a
major earthquake or other natural disaster occurs, we may need to spend significant amounts to repair or replace
our facilities and equipment and we could suffer damages that could seriously harm our business, financial
condition and results of operations.
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The failure to integrate our business and technologies with those of companies that we or SunPower have
recently acquired, or that we or SunPower may acquire in the future, could adversely affect our financial
results.

We and SunPower have made acquisitions and pursued other strategic relationships in the past and may
pursue additional acquisitions in the future. If we or SunPower fail to integrate these businesses successfully or
properly, our quarterly and annual results may be seriously harmed. Integrating these businesses, people,
products and services with our existing business could be expensive, time-consuming and a strain on our
resources. Specific issues that we and SunPower face with regard to prior and future acquisitions include:

‰ integrating acquired technology or products;
‰ integrating acquired products into our manufacturing facilities;
‰ assimilating and retaining the personnel of the acquired companies;
‰ coordinating and integrating geographically dispersed operations;
‰ our ability to retain customers of the acquired company;
‰ the potential disruption of our and our suppliers’ ongoing business and distraction of management;
‰ the maintenance of brand recognition of acquired businesses;
‰ the failure to successfully develop acquired in-process technology, resulting in the impairment of

amounts currently capitalized as intangible assets;
‰ unanticipated expenses related to technology integration;
‰ the development and maintenance of uniform standards, corporate cultures, controls, procedures and

policies;
‰ the impairment of relationships with employees and customers as a result of any integration of new

management personnel; and
‰ the potential unknown liabilities associated with acquired businesses.

We may incur losses in connection with loans made under our stock purchase assistance plan.

We have outstanding loans, consisting of principal and cumulative accrued interest, of $37.4 million as of
December 31, 2006, to employees and former employees under our stockholder-approved 2001 employee stock
purchase assistance plan. We made the loans to employees for the purpose of purchasing our common stock. Each
loan is evidenced by a full recourse promissory note executed by the employee in favor of Cypress and is secured by
a pledge of the shares of our common stock purchased with the proceeds of the loan. In accordance with the plan,
the Chief Executive Officer and the Board of Directors did not participate in this program. To date, bad debt write-
offs have been immaterial. As of December 31, 2006, we had an allowance for uncollectible loans of $8.4 million.
In determining the allowance for uncollectible loans, management considered various factors, including a review of
borrower demographics (including geographic location and job grade), loan quality and an independent fair value
analysis of the loans and the underlying collateral. While the loans are secured by the shares of our stock purchased
with the loan proceeds, the value of this collateral would be adversely affected if our stock price declined
significantly. Our security interest in the collateral is currently reflected in security agreements executed by each
participant and account control agreements executed by and between us, the participant and the third party service
provider who helps administer the plan. We have received notice that the third party vendor who helped administer
the plan terminated its relationship with us. While the security agreement executed by each participant precludes
them from taking certain action without our consent, the termination of the account control agreements could
adversely impact our ability to collect on the collateral in the event of a default by the participant. We are actively
pursuing a new third party service provider to administer the plan.

Our results of operations may be adversely affected if a significant amount of these loans were not repaid.
Similarly, if our stock price were to decrease, our employees bear greater repayment risk and we would have
increased risk to our results of operations. Further, it is likely that our ability to recover outstanding loan amounts
from current employees will be greater than our ability to recover these amounts from ex-employees who have
left Cypress. However, we are willing to pursue every available avenue, including those covered under the
Uniform Commercial Code, to recover these loans by pursuing employees’ and ex-employees’ personal assets
should the borrower not repay these loans.
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During the second quarter of fiscal 2006, we implemented certain new terms for the SPAP program in an
effort to minimize risks and collect the outstanding accrued interest and principal balances. These changes to the
SPAP program include, but are not limited to, a requirement to make interest payments after the first quarter of
fiscal 2006, a collateral requirement, changes in the interest rates charged on outstanding loan balances, and the
requirement to use a portion of the proceeds from the sale of stock options or shares under our employee stock
plans to pay down the outstanding balances in certain circumstances.

We maintain self-insurance for certain indemnities we have made to our officers and directors.

Our certificate of incorporation, by-laws and indemnification agreements require us to indemnify our officers
and directors for certain liabilities that may arise in the course of their service to us. We self-insure with respect to
these indemnifiable claims. If we were required to pay a significant amount on account of these liabilities for which
we self-insure, our business, financial condition and results of operations could be seriously harmed.

Recently implemented regulations related to equity compensation could adversely affect our ability to attract,
retain and motivate key personnel.

Historically, we have used stock options and other long-term equity incentives as a fundamental component
of our employee compensation packages. We believe that stock options and other long-term equity incentives
directly motivate our employees to maximize long-term stockholder value and, through the use of vesting,
encourage employees to remain with Cypress. The adoption of SFAS No. 123(R) required us to expense stock-
based compensation provided to employees and directors beginning in the first quarter of fiscal 2006. This
regulation has made it more expensive to grant stock options to employees and has negatively impacted our
reported earnings in fiscal 2006. In addition, regulations implemented by the New York Stock Exchange that
prohibit NYSE member organizations from giving a proxy to vote on equity-compensation plans unless the
beneficial owner of the shares has given voting instructions could make it more difficult for us to grant options to
employees in the future. To the extent that new regulations make it more difficult or expensive to grant stock
options to employees, we may change our equity compensation strategy, which may make it difficult to attract,
retain and motivate key employees, which in turn could materially and adversely affect our business.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

Our executive offices are located in San Jose, California. The table below sets out our primary owned and
leased properties as of December 31, 2006:

Location Square Footage Primary Use

Owned
United States:
Bloomington,

Minnesota 170,000 Manufacturing, research and development
San Jose, California 111,000 Administrative offices, research and development
Round Rock, Texas 100,000 Manufacturing, research and development
Lynnwood,

Washington 69,000 Administrative offices, research and development
Asia:
Batangas, the

Philippines 344,000 Manufacturing
Cavite, the

Philippines 221,000 Manufacturing, research and development
Laguna, the

Philippines(1) 215,000 Manufacturing, research and development
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Location Square Footage Primary Use

Leased
United States:
San Jose,

California(2) 260,000 Administrative offices, manufacturing, research and development
Bloomington,

Minnesota(2) 108,000 Manufacturing, research and development
Cambridge,

Massachusetts 15,000 Administrative offices, research and development
Asia:
Manila, the

Philippines 12,000 Administrative offices
Laguna, the

Philippines 46,000 Manufacturing
Europe:
Mechelen, Belgium 16,000 Administrative offices, manufacturing, research and development

(1) We lease this facility to SunPower, which serves as its primary solar cell manufacturing facility (see Note 2
of Notes to Consolidated Financial Statements under Item 8 of this Annual Report on Form 10-K).

(2) The facilities consist of four buildings in San Jose, California and one building in Bloomington, Minnesota
that are under a synthetic lease (see Note 19 of Notes to Consolidated Financial Statements under Item 8 of
this Annual Report on Form 10-K).

We have additional leases for sales offices and design centers in the United States, Asia and Europe. As of
the end of fiscal 2006, we believe that our current properties are suitable and adequate for our foreseeable needs.

ITEM 3. LEGAL PROCEEDINGS

In January 1998, an attorney representing the estate of Mr. Jerome Lemelson contacted us and charged that
we infringed certain patents owned by Mr. Lemelson and/or a partnership controlled by Mr. Lemelson’s estate.
On February 26, 1999, the Lemelson Partnership sued us and 87 other companies in the United States District
Court for the District of Arizona for infringement of 16 patents. In May 2000, the Court stayed litigation on 14 of
the 16 patents in view of concurrent litigation in the United States District Court, District of Nevada, on the same
14 patents. On January 23, 2004, the Nevada Court held, in favor of the plaintiffs in that case, that all asserted
claims of the 14 patents are unenforceable, invalid, and not infringed. On March 1, 2006, the Arizona Court
ordered that all claims and counterclaims related to these 14 patents were dismissed with prejudice. In October
2006, the Lemelson Partnership amended its Arizona complaint to add allegations that two more patents were
infringed. The “claim construction” (i.e., patent claim interpretation) phase of this litigation was completed in
2006. As of December 31, 2006, there were four patents still at issue in this litigation, and the parties were
preparing to file their respective expert reports. On January 17, 2007, we, along with three of our joint defense
group members, agreed to settle this matter for a mutually agreeable amount, in exchange for which each of our
joint defense members received a package license under the Lemelson patents. The settlement did not have a
material impact on our financial condition or results of operations.

In August 2006, Quantum Research Group served us with a complaint filed in the United States District
Court, District of Baltimore, Maryland. The complaint alleges patent infringement, defamation, false light and
unfair competition related to our PSoC microcontroller products. We are seeking indemnification from a third
party against this litigation. We have reviewed and investigated the allegations and believe that we have
meritorious defenses to these allegations and will vigorously defend ourselves in this matter.

In October 2006, we received a grand jury subpoena issued from the U.S. District Court for the Northern
District of California seeking information regarding an investigation by the Antitrust Division of the Department
of Justice (the “DOJ”) into possible antitrust violations in the static random access memory industry. We have
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made, and will continue to make, available employees, documents and all other relevant information to the
DOJ’s Antitrust Division to support the investigation. We currently believe that the ultimate outcome of this
investigation will not have a material adverse effect on our financial position or results of operations.

In connection with the DOJ investigation discussed above, in October 2006, we, along with a majority of the
other manufacturers of memory products, were sued in purported consumer class actions (56 as of December 31,
2006) in various United States Federal District Courts. The cases variously allege claims under the Sherman
Antitrust Act, state antitrust laws, unfair competition laws, and unjust enrichment. The lawsuits seek restitution,
injunction, and damages in an unspecified amount. We believe that we have meritorious defenses to these
allegations and will vigorously defend ourselves in these matters.

We are currently a party to various other legal proceedings, claims, disputes and litigation arising in the
ordinary course of business. We currently believe that the ultimate outcome of all pending legal proceedings and
investigations, individually and in the aggregate, will not have a material adverse effect on our financial position,
results of operation or cash flows. However, because of the nature and inherent uncertainties of the litigation and
investigations, should the outcome of these actions be unfavorable, our business, financial condition, results of
operations or cash flows could be materially and adversely affected.

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

None.
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information, Holders of Common Equity, Dividends and Performance Graph

Our common stock is listed on the New York Stock Exchange under the trading symbol “CY.” The
following table sets forth, for the periods indicated, the intra-day low and high sales price per share for our
common stock:

Low High

Fiscal 2006:
First quarter $ 14.09 $ 18.79
Second quarter $ 13.40 $ 18.80
Third quarter $ 13.04 $ 17.95
Fourth quarter $ 15.92 $ 20.42

Fiscal 2005:
First quarter $ 9.51 $ 14.92
Second quarter $ 11.05 $ 14.73
Third quarter $ 12.80 $ 16.85
Fourth quarter $ 11.78 $ 17.05

As of February 12, 2007, there were approximately 56,000 holders of record of our common stock.

We have not paid cash dividends and have no present plans to do so.
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The following line graph compares the yearly percentage change in the cumulative total stockholder return
on our common stock against the cumulative total return of the Standard and Poor (“S&P”) Composite – 500
Stock Index and the S&P Composite – Electronics (Semiconductors) Index for the last five fiscal years:

CUMULATIVE TOTAL RETURN
Based upon an initial investment of $100 on December 30, 2001

with dividends reinvested
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December 30,
2001

December 29,
2002

December 28,
2003

January 2,
2005

January 1,
2006

December 31,
2006

Cypress $100 $28 $102 $57 $69 $82

S&P 500 $100 $77 $98 $110 $115 $134

S&P Semiconductors Index $100 $49 $92 $74 $83 $76

Securities Authorized for Issuance under Equity Compensation Plans

Cypress:

Plan Category

Number of Securities
to be Issued Upon Exercise

of Outstanding Options
(a)

Weighted-Average
Exercise Price of

Outstanding Options
(b)

Number of Securities Remaining
Available for Future Issuance
Under Equity Compensation
Plans (Excluding Securities

Reflected in Column (a))
(c)

(In thousands, except per-share amounts)

Equity compensation plans approved by
shareholders 28,842 (1) $ 15.46 17,830 (2)

Equity compensation plans not approved by
shareholders 4,098 $ 16.13 4,247 (3)

Total 32,940 (4) $ 15.55 22,077

(1) Includes 1.0 million shares of restricted stock granted.
(2) Includes 16.8 million shares available for future issuance under Cypress’ 1994 Amended Stock Option

Plan, generally used for grants to all employees including officers and directors. In addition, the amount
includes 1.1 million shares available under Cypress’ employee stock purchase plan.

(3) Includes shares available under Cypress’ 1999 Stock Option Plan used for grants to employees other than
officers and directors.
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(4) Total number does not include 0.2 million outstanding options, with a weighted-average exercise price of
$8.79 per share, originally granted under plans assumed by Cypress in connection with various
acquisitions. Cypress does not intend to grant any additional options under these plans.

SunPower:

Plan Category

Number of Securities
to be Issued Upon Exercise

of Outstanding Options
(a)

Weighted-Average
Exercise Price of

Outstanding Options
(b)

Number of Securities Remaining
Available for Future Issuance
Under Equity Compensation
Plans (Excluding Securities

Reflected in Column (a))
(c)

(In thousands, except per-share amounts)

Equity compensation plans approved by
shareholders 4,949 $ 3.99 147

Equity compensation plans not approved by
shareholders 31 (1) $ 2.04 —

Total 4,980 $ 3.97 147

(1) Represents stock options issued to three consultants and one employee on June 17, 2004 for their service in
marketing and business development projects. Such options have exercise prices ranging from $0.66 to
$2.50 and they vest from immediate vesting to five-year vesting.

Recent Sales of Unregistered Securities

None.

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

The following table provides information with respect to our repurchases of common stock during the fourth
quarter of fiscal 2006:

Period

Total Number
of Shares

Purchased
Average Price
Paid per Share

Total Number of
Shares Purchased
as Part of Publicly

Announced
Program

Total Dollar
Value of Shares
that May Yet Be
Purchased under

the Program

October 2, 2006—October 29, 2006 — $ — — $ 15,000,000
October 30, 2006—November 26, 2006 — $ — — $ 15,000,000
November 27, 2006—December 31,

2006 — $ — — $ 15,000,000

Total — —

During the fourth quarter of 2002, our Board of Directors authorized a discretionary repurchase program to
acquire shares of our common stock in the open market. The total amount that could be repurchased under this
program was limited to $15 million.

During the first quarter of fiscal 2007, our Board of Directors authorized a new stock repurchase program of
up to $300 million. All previous repurchase programs have been terminated. Stock repurchases under this
program may be made through open-market and privately negotiated transactions at times and in such amounts as
management deems appropriate. The timing and actual number of shares repurchased will depend on a variety of
factors including price, corporate and regulatory requirements and other market conditions. The stock repurchase
program may be limited or terminated at any time without prior notice.
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ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial data is not necessarily indicative of results of future
operations, and should be read in conjunction with Management’s Discussion and Analysis of Financial
Condition and Results of Operations under Item 7, and the Consolidated Financial Statements and Notes to
Consolidated Financial Statements under Item 8 of this Annual Report on Form 10-K:

Year Ended(1)(2)

December 31,
2006

January 1,
2006

January 2,
2005

December 28,
2003

December 29,
2002

(In thousands, except per-share amounts)

Statement of Operations Data:
Revenues $ 1,091,553 $ 886,396 $ 948,438 $ 836,756 $ 774,746
Restructuring and acquisition-related

costs $ (16,362) $ (67,435) $ (54,334) $ (27,530) $ (123,127)
Gain on divestitures $ 14,730 $ — $ — $ — $ —
Operating income (loss) $ 26,937 $ (92,497) $ (1,382) $ (8,304) $ (231,344)
Income (loss) before income taxes

and minority interest $ 52,710 $ (93,217) $ (2,021) $ (3,554) $ (246,260)
Net income (loss) $ 39,482 $ (92,153) $ 24,698 $ (5,331) $ (249,098)
Net income (loss) per share:

Basic $ 0.28 $ (0.69) $ 0.20 $ (0.04) $ (2.02)
Diluted $ 0.25 $ (0.69) $ 0.17 $ (0.04) $ (2.02)

Shares used in per-share calculation:
Basic 140,809 133,188 124,580 121,509 123,112
Diluted 179,271 133,188 134,130 121,509 123,112

As of(1)(2)

December 31,
2006

January 1,
2006

January 2,
2005

December 28,
2003

December 29,
2002

(In thousands)

Balance Sheet Data:
Cash, cash equivalents and short-term

investments $ 580,174 $ 330,308 $ 244,897 $ 198,617 $ 127,937
Working capital $ 676,789 $ 435,110 $ 330,270 $ 307,716 $ 314,187
Total assets $ 2,123,525 $ 1,697,874 $ 1,572,994 $ 1,575,685 $ 1,552,912
Long-term debt (excluding current

portion) $ 598,996 $ 601,538 $ 606,724 $ 615,724 $ 468,900
Stockholders’ equity $ 1,045,559 $ 757,135 $ 660,358 $ 569,188 $ 673,623

(1) We operate on a 52- or 53-week fiscal year ending on the Sunday closest to December 31. Fiscal 2006,
2005, 2003 and 2002 were 52-week fiscal years. Fiscal 2004 was a 53-week fiscal year.

(2) The tables present financial information including two acquisitions completed in fiscal 2005, three in fiscal
2004 and one in fiscal 2002. See Notes 2 and 3 of Notes to Consolidated Financial Statements under Item 8
of this Annual Report on Form 10-K for further discussion of the acquisitions, which may affect the
comparability of the data.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The Management’s Discussion and Analysis of Financial Condition and Results of Operations 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, that involve risks and uncertainties, which are
discussed under Item 1A, Part I of this Annual Report on Form 10-K.
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Executive Summary

General:

Our mission is to transform Cypress Semiconductor Corporation (“Cypress”) from a traditional, broad-line
semiconductor company to a leading supplier of programmable system solutions. We deliver high-performance,
mixed-signal, programmable solutions that provide customers with rapid time-to-market and system value. Our
offerings include the programmable system-on-chip (“PSoC”) products, universal serial bus (“USB”) controllers,
general-purpose programmable clocks and memories. Cypress also offers wired and wireless connectivity
solutions that enhance connectivity and performance in multimedia handsets. Cypress serves numerous markets
including consumer, computation, data communications, automotive, industrial and, through our majority-owned
subsidiary SunPower Corporation (“SunPower”), solar power.

Currently, our internal organization is structured into the following reportable business segments:

Reportable Segments Description

Consumer and Computation Division a product division focusing on general-purpose timing solutions, USB
and PSoC products

Data Communications Division a product division focusing on data communication devices for
wireless handset and professional / personal video systems

Memory and Imaging Division a product division focusing on static random access memories
(“SRAM”), nonvolatile memories and image sensor products

SunPower a majority-owned subsidiary of Cypress specializing in solar power
products

Other includes Silicon Light Machines (“SLM”), a majority-owned
subsidiary of Cypress specializing in optical components, Silicon
Valley Technology Center (“SVTC”), a division of Cypress, certain
foundry-related services performed by us on behalf of others, and
certain corporate expenses

SunPower:

During the second quarter of fiscal 2006, SunPower completed a follow-on public offering of 7.0 million
shares of its class A common stock at a per-share price of $29.50 and received total proceeds, net of transaction
costs, of approximately $197.4 million. As of December 31, 2006, Cypress owned approximately 52.0 million
shares of SunPower class B common stock. Cypress’s ownership in SunPower as of December 31, 2006 was as
follows:

As a percentage of SunPower’s total outstanding shares of capital stock 75 %
As a percentage of SunPower’s total outstanding shares of capital stock on a fully diluted basis 70 %
As a percentage of the total voting power of SunPower’s outstanding shares of capital stock 96 %

Only Cypress, its successors in interest and its subsidiaries may hold shares of SunPower class B common
stock unless Cypress distributes the shares to its stockholders in a tax-free distribution. Cypress currently does
not have any plans to distribute to its stockholders shares of SunPower class B common stock, although Cypress
may elect to do so in the future. Cypress is continuing to explore ways in which to allow its stockholders to fully
realize the value of its investment in SunPower. There can be no assurance that Cypress will commence or
conclude a transaction, or take any other actions, in the short term, or at all.

In conjunction with SunPower’s acquisition of PowerLight Corporation (“PowerLight”), Cypress has
entered into an agreement with PowerLight in which Cypress has agreed not to solicit to sell, make any
agreement to sell, or make any demand registration rights for any of its 52.0 million SunPower class B common
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shares until the earlier of (1) June 30, 2007 and (2) 60 days after the date on which the Registration Statement on
Form S-3 is filed with the Securities and Exchange Commission in connection with the resale of SunPower
class A common stock issued in the PowerLight acquisition.

In addition, in conjunction with the issuance of SunPower’s senior convertible debentures, Cypress has
entered into an agreement with SunPower’s underwriters in which Cypress has agreed not to solicit to sell, make
any agreement to sell, or make any demand registration rights for any of its 52.0 million SunPower class B
common shares for a period up to 60 days beginning February 2, 2007.

See Note 3 and Note 22 of Notes to Consolidated Financial Statements for further discussion on the
acquisition and the issuance of the senior convertible debentures by SunPower.

Divestitures:

Personal Computer Clock (“PC Clock”):

During the fourth quarter of fiscal 2006, we completed the sale of certain assets and intellectual property
associated with our PC Clock product line to Spectra Linear, Inc. (“Spectra”), a privately-held company specializing
in timing solutions for computation and consumer markets. Pursuant to the agreement, Spectra paid us $8.0 million
in cash and issued to us preferred stock of Spectra equal to 15% of Spectra’s fully diluted shares. Additionally,
Spectra will pay us licensing fees totaling $5.0 million over a three-year period following the close of the
transaction. We recognized a gain of $8.7 million from the sale.

Network Search Engines (“NSE”):

During the first quarter of fiscal 2006, we completed the sale of the assets and intellectual property
associated with a portion of our NSE product line to NetLogic Microsystems, Inc. (“NetLogic”). Pursuant to the
agreement, NetLogic issued to us approximately 1.7 million shares of its common stock. In addition, if certain
revenue milestones associated with the NSE assets sold to NetLogic are achieved in the twelve-month period
after the close of the transaction, NetLogic will pay us up to an additional $10.0 million in cash and issue to us up
to an additional 0.3 million shares of common stock. We recognized a gain of $6.0 million from the sale.

Highlight of Results of Operations:

Revenues for fiscal 2006 were $1,091.6 million, an increase of $205.2 million, or 23%, compared to fiscal
2005. With the exception of the Data Communications Division, we achieved revenue increases in all business
segments, led by growth in SunPower due to an increase in demand and unit production of solar power products
and the Consumer and Computation Division as a result of higher demand for our PSoC family of mixed signal
arrays. Gross margin increased in fiscal 2006 compared with fiscal 2005, primarily due to increased sales
volumes, improved average selling prices (“ASPs”) and reduced manufacturing cost structures.

For fiscal 2006, total research and development and selling, general and administrative expenses increased
$48.9 million compared to fiscal 2005. The increase was primarily due to the stock-based compensation expense
recorded under Statement of Financial Accounting Standards (“SFAS”) No. 123(R), “Share-Based Payment,”
coupled with increases in other employee-related compensation charges. As discussed further below, we adopted
SFAS No. 123(R) in the first quarter of fiscal 2006 and research and development and selling, general and
administrative expenses included stock-based compensation expense of approximately $38.5 million in fiscal
2006.
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Results of Operations

Revenues

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Consumer and Computation Division $ 334,237 $ 303,587 $ 275,601
Data Communications Division 131,930 156,490 214,049
Memory and Imaging Division 342,276 311,235 394,688
SunPower 236,510 78,736 10,885
Other 46,600 36,348 53,215

Total revenues $ 1,091,553 $ 886,396 $ 948,438

Consumer and Computation Division:

Revenues from the Consumer and Computation Division increased approximately $30.7 million in fiscal
2006, or approximately 10%, compared to revenues generated in fiscal 2005. This increase was primarily
attributable to an increase of approximately $47.3 million in sales of our PSoC products, driven by increased
demand and market penetration in consumer applications. The increase in revenues was partially offset by a
decline of approximately $7.2 million in sales of our communications-based, general-purpose clock business,
primarily due to slowing demand in the base-station market in the fourth quarter of fiscal 2006. In addition, sales
of our PC Clock products declined approximately $6.0 million year-over-year, primarily because we divested the
product line during the fourth quarter of fiscal 2006.

Revenues from the Consumer and Computation Division increased approximately $28.0 million in fiscal
2005, or approximately 10%, compared to revenues generated in fiscal 2004. This increase was primarily
attributable to an increase of approximately $35.7 million in sales of our PSoC products, driven by strong
demand in consumer applications and continued expansion in computation platforms with major personal
computer original equipment manufacturers. In addition, continued adoption of our family of USB products in
personal computer applications and consumer devices contributed an increase of approximately $5.8 million in
revenues. These increases were partially offset by a decrease of approximately $14.0 million in sales of our
general-purpose clock and PC Clock products.

Data Communications Division:

Revenues from the Data Communications Division decreased $24.6 million in fiscal 2006, or approximately
16%, compared to revenues generated in fiscal 2005. The decrease was attributable in part to a decline of
approximately $13.9 million in sales of our network search engine products. During the first quarter of fiscal
2006, we sold a portion of our network search engine product line to NetLogic. In addition, the decrease was
attributable in part to a decline of approximately $11.6 million in sales of our specialty memory products
primarily due to a greater-than-expected slowdown in the base-station market.

Revenues from the Data Communications Division decreased $57.6 million in fiscal 2005, or approximately
27%, compared to revenues generated in fiscal 2004. This decrease was partially attributable to the decline of
approximately $21.9 million in sales of certain programmable logic devices as they reached an end-of-life cycle.
Softness in customer buying patterns in specialty memories and network search engine products also contributed
a decline of approximately $23.5 million in revenues.

Memory and Imaging Division:

Revenues from the Memory and Imaging Division increased $31.0 million in fiscal 2006, or approximately
10%, compared to revenues generated in fiscal 2005. This increase was attributable to an increase of
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approximately $33.8 million in sales of our memory products primarily due to increased demand for networking
and communications applications and improved ASPs for the products.

Revenues from the Memory and Imaging Division decreased $83.5 million in fiscal 2005, or approximately
21%, compared to revenues generated in fiscal 2004. This decrease was attributable to a decrease of
approximately $101.9 million in sales of our memory products, partially offset by an increase of approximately
$18.6 million in sales of our image sensor products. The decrease in the sales of our memory products was
primarily attributable to the decrease in the sales of our micropower and pseudo-SRAM revenues for the mobile
phone market primarily due to a general market transition to other products which we did not manufacture. The
increase in the sales of our image sensor products was primarily due to a full year of revenue contribution from
FillFactory, which we acquired in the third quarter of fiscal 2004, and ten months of revenue contributions from
SMaL Camera Technologies (“SMaL”), which we acquired in the first quarter of fiscal 2005.

SunPower:

Revenues from the sales of SunPower products increased $157.8 million, or 200%, compared to the same
prior-year period. The increase in revenues was attributable to continued increases in unit production and unit
shipments of both solar cells and solar modules as SunPower continued to expand its solar manufacturing
capacity to meet strong global demand. During the first nine months of fiscal 2005, SunPower had one solar cell
manufacturing line in operation with an approximate annual production capacity of 25 megawatts. Since then,
SunPower has added three new production lines capable of producing approximately 83 megawatts per year. As
of the end of fiscal 2006, SunPower had a total of four production lines with annual production capacity of 108
megawatts.

Revenues increased $67.9 million in fiscal 2005, or approximately 623%, compared with revenues in fiscal
2004. The increase was primarily attributable to additional manufacturing capacity, coupled with higher demand
for SunPower’s solar cells and panels driven by a strong global solar market.

Other:

Revenues increased $10.3 million in fiscal 2006, or approximately 28%, compared with revenues generated
in fiscal 2005. The increase was primarily attributable to an increase of approximately $11.1 million generated by
SVTC. During the first quarter of fiscal 2007, we signed a definitive agreement to sell SVTC to two private
equity firms.

Revenues decreased $16.9 million in fiscal 2005, or approximately 32%, compared with revenues generated
in fiscal 2004. The decrease was primarily attributable to a decrease of $14.6 million in revenues generated by
SLM. The decrease in SLM’s revenues was primarily due to the decline in royalty revenues from Sony as the use
of certain SLM technology by Sony came to an end in the fourth quarter of fiscal 2004.

Cost of Revenues / Gross Margin

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Cost of revenues $ 631,328 $ 528,657 $ 492,058
Gross margin 42.2% 40.4% 48.1%

Gross margin on a consolidated basis increased from 40.4% in fiscal 2005 to 42.2% in fiscal 2006. The
increase in gross margin was primarily attributable to an increase in sales volumes, coupled with an overall
improvement in the ASPs for our products. In addition, increased efficiencies in our wafer fab utilization and
improvement in the Memory and Imaging Division’s gross margin year-over-year due to increased ASPs and
reduced manufacturing cost structures contributed to higher overall gross margin. The increase in gross margin
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was partially impacted by product mix, as SunPower with lower margins became a larger portion of our business
and sales volumes from the Data Communications Division with higher margins declined. SunPower accounted
for approximately 22% of our total business in fiscal 2006 compared with only 9% in fiscal 2005. Our Data
Communications Division accounted for approximately 12% of our total business in fiscal 2006 compared with
18% in fiscal 2005. In addition, gross margin in fiscal 2006 was negatively impacted by the adoption of SFAS
No. 123(R) as we recorded approximately $8.9 million of stock-based compensation expense in cost of revenues.
The impact of stock-based compensation was immaterial in fiscal 2005.

Gross margin decreased from 48.1% in fiscal 2004 to 40.4% in fiscal 2005. The decrease was primarily
attributable to lower sales volumes coupled with the decline in the overall ASPs. In addition, gross margin was
also impacted by product mix, as SunPower with lower margins became a larger component of our business and
volumes from the Data Communications Division with higher margins declined. During the second half of fiscal
2005, gross margin was also negatively impacted by certain manufacturing constraints and other one-time
charges.

Inventory Reserves:

Our gross margin has also been impacted by the timing of inventory adjustments related to inventory write-
downs and the subsequent sale of these written-down products caused by the general state of our business.
During fiscal 2006, 2005 and 2004, net impact of the inventory adjustments was a charge (benefit) of $(2.1)
million, $10.8 million and $(7.0) million, respectively. The inventory reserve balance was $23.1 million and
$30.5 million as of December 31, 2006 and January 1, 2006, respectively.

We record inventory write-downs as a result of our normal analysis of demand forecasts and the aging
profile of the inventory. We record charges to cost of revenues to write down the carrying values of our
inventories when their estimated market values are less than their carrying values. The inventory write-downs
reflect estimates of future market pricing relative to the costs of production and inventory carrying values and
projected timing of product sales. The semiconductor industry has historically been highly cyclical and volatile.
In recent years, a combination of global economic conditions and a slowing growth rate in the demand for
semiconductors, coupled with worldwide increases in semiconductor production capacity, caused significant
declines in demand and average selling prices for semiconductor components. These trends could continue in the
future and could cause us to re-evaluate our inventory costs, which could result in additional inventory reserves.

At the time of an inventory write-down, we make a determination, based on demand forecasts and the aging
profile of the inventory, that there is a very high probability that the inventory that was reserved would not be
sold. Once the inventory is written down, a new cost basis is established; however, for tracking purposes, the
write-down is recorded as a reserve on the balance sheets. In accordance with Staff Accounting Bulletin No. 100,
the contra asset account is relieved at the time the inventory is either sold or scrapped. At December 31, 2006,
the remaining inventory reserve represented the value of excess and obsolete inventories that have not been
scrapped or sold.

Research and Development (“R&D”)

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

R&D $ 244,104 $ 226,760 $ 261,629
As a percentage of revenues 22.4% 25.6% 27.6%

R&D expenditures increased $17.3 million in fiscal 2006 compared with fiscal 2005. The increase was
primarily attributable to stock-based compensation expense of $17.9 million as we implemented SFAS
No. 123(R) in fiscal 2006 and an increase of $9.4 million in other employee-related compensation expense
primarily due to increases in amounts recorded under the employee bonus plans and salary increases. The
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increase in R&D expenditures was partially offset by a decrease of approximately $7.8 million in repair and
maintenance related expenses and approximately $3.5 million in depreciation.

R&D expenditures decreased $34.9 million in fiscal 2005 compared with fiscal 2004. The decrease was
primarily due to a decrease of approximately $13.9 million in employee-related compensation expenses and $9.0
million in depreciation. The decrease in employee-related compensation expenses was primarily attributable to
the termination of employees under the restructuring measures implemented in fiscal 2005, coupled with a
decrease in stock-based compensation charges primarily as a result of terminated employees and a decrease in
acquisition-related contingent compensation charges. The decrease in depreciation was primarily attributable to
the removal of excess property and equipment under the restructuring measures, coupled with the savings
resulted from the changes in the useful lives of certain equipment and production assets during fiscal 2005. In
addition, R&D expenditures decreased by $7.0 million for SunPower primarily due to the completion of certain
R&D efforts related to SunPower’s solar cell products and production line in the Philippines in late fiscal 2004.

Selling, General and Administrative (“SG&A”)

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

SG&A $ 187,552 $ 156,041 $ 141,799
As a percentage of revenues 17.2% 17.6% 15.0%

SG&A expenditures increased $31.5 million in fiscal 2006 compared with fiscal 2005. The increase was
partially attributable to stock-based compensation expense of $20.6 million as we implemented SFAS
No. 123(R) in fiscal 2006 and an increase of $11.8 million in other employee-related compensation expense
primarily due to increases in amounts recorded under the employee bonus plans, salary increases and additional
headcount and payroll costs mainly to support the growth of SunPower’s business, particularly in areas of sales,
marketing, finance and information technology. In addition, expenses related to professional services increased
approximately $5.6 million primarily due to higher legal expenses incurred in connection with our strategic
reviews and the Department of Justice investigations. The increase in SG&A expense was partially offset by a
decrease of approximately $5.0 million in sales commissions primarily because we implemented a new plan in
fiscal 2006 to reduce commission rates.

SG&A expenditures increased $14.2 million in fiscal 2005 compared with fiscal 2004. The increase was
partially attributable to a one-time benefit of $7.8 million recognized in fiscal 2004 associated with the reduction
of the allowance for uncollectible loans under our employee stock purchase assistance plan as a result of a
significant reduction in outstanding balances under the plan at that time. In addition, the increase was attributable
to an increase of approximately $1.5 million in employee-related compensation expenses. The increase in
employee-related compensation expenses was primarily due to severance and benefits relating to the termination
of certain employees not included in our restructuring plan, partially offset by savings generated from the
restructuring measures implemented in fiscal 2005. The increase in SG&A expense was also attributable to an
increase of approximately $2.0 million in advertising expenses.

Amortization of Acquisition-Related Intangible Assets

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Amortization of acquisition-related intangible
assets $ 15,873 $ 27,709 $ 38,898

As a percentage of revenues 1.5% 3.1% 4.1%
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Acquisition-related intangible assets with finite lives are amortized on a straight-line basis over their useful
lives.

The decrease in amortization in fiscal 2006 compared with fiscal 2005 was primarily attributable to a
decrease of approximately $10.6 million in amortization of certain purchased technology intangibles, as they had
been fully amortized during fiscal 2006 and 2005, or sold to NetLogic in connection with the sale of a portion of
our NSE product line during fiscal 2006.

The decrease in amortization in fiscal 2005 compared with fiscal 2004 was primarily attributable to a
decrease of approximately $11.0 million in amortization of certain purchased technology intangibles as they had
been fully amortized during fiscal 2005.

In-Process Research and Development Charges

No in-process research and development charges were recorded in fiscal 2006. We recorded in-process
research and development charges of $12.3 million related to our acquisition of SMaL in fiscal 2005, and $15.6
million related to our acquisition of FillFactory NV (“FillFactory”) in fiscal 2004, as technological feasibility
associated with the in-process research and development projects had not been established and no alternative
future use existed.

In-process research and development projects related to SMaL included the development of first generation
automotive cameras and mobile phone sensors. In-process research and development projects related to
FillFactory included the development of new image sensors in FillFactory’s custom and standard product
applications. Specifically, the custom products include industrial, automotive, medical and high-end photography,
and the standard products include high-end photography, digital still cameras and wireless terminal cameras. In
assessing the projects, we considered key characteristics of the technology as well as its future prospects, the rate
technology changes in the industry, product life cycles, and various projects’ stage of development.

The value of in-process research and development was determined using the income approach method, which
calculated the sum of the discounted future cash flows attributable to the projects once commercially viable.
Discount rates were derived from a weighted-average cost of capital analysis, adjusted to reflect the stage of
completion of the projects and the level of risks associated with the projects. Discount rates ranging from 35% to
45% were used for SMaL’s projects and 28% to 50% were used for FillFactory’s projects. The percentage of
completion for each project was determined by identifying the research and development expenses invested in the
project as a ratio of the total estimated development costs required to bring the project to technical and commercial
feasibility. The following table summarizes certain information of each significant project as of the acquisition date:

SMaL:

Projects

Estimated Stage
of Completion as of

Acquisition Date
Total Cost Incurred

as of Acquisition Date
Total Estimated

Costs to Complete
Estimated

Completion Dates

First generation automotive cameras 58% $ 4.2 million $ 3.1 million March 2006
Mobile phone sensors 28% $ 2.4 million $ 6.0 million March 2006

FillFactory:

Projects

Estimated Stage
of Completion as of

Acquisition Date
Total Cost Incurred

as of Acquisition Date
Total Estimated

Costs to Complete
Estimated

Completion Dates

Industrial 54% $ 3.5 million $ 3.0 million May 2005
Digital still cameras and wireless terminal cameras 11% $ 0.4 million $ 3.2 million June 2005
Medical 46% $ 1.1 million $ 1.3 million June 2005
Automotive 50% $ 0.5 million $ 0.5 million January 2006
High-end photography 31% $ 0.2 million $ 0.5 million April 2005
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Status of In-Process Research and Development Projects:

The status of the in-process research and development projects is as follows:

SMaL:

There have been no significant differences between the actual and estimated results of the in-process
research and development projects. All projects have been completed with a delay of one quarter when compared
to the original timeframe. We have incurred total post-acquisition costs of approximately $9.1 million related to
these projects, which were within the original cost estimates.

FillFactory:

There have been no significant differences between the actual and estimated results of the in-process
research and development projects. All projects have been completed within the original timeframe. We have
incurred total post-acquisition costs of approximately $8.4 million related to these projects, which were within
the original cost estimates.

Restructuring

The semiconductor industry has historically been characterized by wide fluctuations in demand for, and
supply of, semiconductors. In some cases, industry downturns have lasted more than a year. Prior experience has
shown that restructuring of operations, resulting in significant restructuring charges, may become necessary if an
industry downturn persists. In addition, events and circumstances specific to us may result in restructuring
charges.

We initiated one restructuring plan in the first quarter of fiscal 2005 (“Fiscal 2005 Restructuring Plan”), one
in the fourth quarter of fiscal 2002 (“Fiscal 2002 Restructuring Plan”) and one in the third quarter of fiscal 2001
(“Fiscal 2001 Restructuring Plan”). During fiscal 2006 and 2005, we completed all obligations related to the
Fiscal 2002 Restructuring Plan and the Fiscal 2001 Restructuring Plan, respectively. As of December 31, 2006,
the Fiscal 2005 Restructuring Plan has been substantially completed with remaining reserves consisting of lease
payments for restructured facilities.

In January 2005, we announced a plan intended to reduce costs and losses by approximately $19.0 million
per quarter. This plan included (1) restructuring activities implemented under the Fiscal 2005 Restructuring Plan,
and (2) various other initiatives to reduce discretionary spending and reduce our losses. As of the end of the
second quarter of fiscal 2005, we had realized these savings, which are described below.

The initiatives implemented under our Fiscal 2005 Restructuring Plan were intended to generate savings by
reducing employee-related costs, disposing of excess equipment thereby reducing depreciation costs, reducing
facility costs by existing certain facilities and ceasing operations of our subsidiary Silicon Magnetic Systems
(“SMS”). During the second quarter of fiscal 2005, we have realized these savings as follows: (1) approximately
$5.7 million in employee-related compensation expenses due to the termination of employees, (2) approximately
$1.0 million in depreciation as a result of the removal of excess property and equipment from operations,
(3) approximately $0.1 million in rent expense due to the closure of facilities, and (4) approximately $1.3 million
as a result of discontinuing the operations of SMS.

The initiatives to reduce the amount of discretionary spending and reduce our losses were intended to
generate savings of approximately $10.9 million. We achieved these savings during the second quarter of fiscal
2005 and in subsequent periods.

Gain on Divestitures

During fiscal 2006, we completed two divestitures and recognized total gains of $14.7 million related to the
divestitures.
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PC Clock:

During the fourth quarter of fiscal 2006, we completed the sale of our PC Clock product line to Spectra, a
privately-held company specializing in timing solutions for computation and consumer markets, pursuant to an
Asset Purchase Agreement (“PC Clock Agreement”). The PC Clock product line included the frequency timing
generators and buffers for desktop and notebook computers, computer servers and memory modules. In
connection with the transaction, we will provide certain transition and manufacturing services to Spectra for a
limited time following the closing date of the transaction. The PC Clock product line was a business unit in the
Consumer and Computation Division.

Pursuant to the PC Clock Agreement, Spectra paid us $8.0 million in cash and issued to us 7.4 million
shares of its series B preferred stock, which are equal to approximately 15% of Spectra’s fully diluted shares as
of the closing date of the transaction. Additionally, Spectra will pay us licensing fees totaling $5.0 million over a
three-year period following the closing date of the transaction.

Gain on Sale of PC Clock:

We recorded a gain of $8.7 million in connection with the disposal of the PC Clock product line during
fiscal 2006. The following table summarizes the components:

(In thousands)

Cash $ 8,000
Value of Spectra preferred stock received 6,406
Net book value of assets sold to Spectra (2,086)
Allocation of goodwill (2,840)
Employee costs (233)
Transaction costs (515)

Gain on sale of PC Clock product line $ 8,732

The value of the Spectra preferred stock was based on the latest round of financing completed in the fourth
quarter of fiscal 2006.

Assets sold to Spectra included the following:

(In thousands)

Inventories, net $ 1,664
Prepaid expense and property and equipment, net 422

Total net book value of assets sold to Spectra $ 2,086

The PC Clock product line was a component of a reporting unit that included goodwill which had been
acquired by us in conjunction with previous business combinations. In accordance with SFAS No. 142,
“Goodwill and Other Intangible Assets,” we allocated a portion of the goodwill to the carrying amount of the PC
Clock product line in determining the gain on sale. The amount was based on the relative fair values of the PC
Clock product line that was disposed of and the remaining portion of the reporting unit that was retained by us.

NSE:

During the first quarter of fiscal 2006, we completed the sale of a portion of our NSE product line to
NetLogic, a semiconductor company that designs, develops and markets high performance knowledge-based
processors, pursuant to an Agreement for the Purchase and Sale of Assets (“NSE Agreement”). The assets sold to
NetLogic included the Ayama 10000, Ayama 20000, and NSE70000 Network Search Engine product families as
well as the Sahasra 50000 Algorithmic Search Engine product family. We retained the right to sell and continue
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to support the custom TCAM1 and TCAM2 products in our NSE product line. The NSE product line is a
business unit in the Data Communications Division.

Pursuant to the NSE Agreement, NetLogic issued to us approximately 1.7 million shares of its common
stock. In addition, if certain revenue milestones associated with the NSE assets sold to NetLogic are achieved in
the twelve-month period after the close of the transaction, NetLogic will pay us up to an additional $10.0 million
in cash and issue to us up to an additional 0.3 million shares of common stock.

Gain on Sale of NSE:

We recorded a gain of $6.0 million in connection with the disposal of the NSE assets during fiscal 2006.
The following table summarizes the components:

(In thousands)

Value of NetLogic common shares received $ 58,531
Net book value of assets sold to NetLogic (4,021)
Allocation of goodwill (44,070)
Employee costs (2,799)
Transaction costs (1,643)

Gain on sale of NSE assets $ 5,998

The value of the NetLogic common shares was determined using the closing price of $35.40 on
February 15, 2006, the effective date of the completion of the transaction.

Assets sold to NetLogic included the following:

(In thousands)

Inventories, net $ 2,716
Prepaid expense and property and equipment, net 268
Intangible assets, net 1,037

Total net book value of assets sold to NetLogic $ 4,021

Intangible assets sold to NetLogic included certain purchased technology and trademarks which had been
acquired by us in conjunction with previous business combinations. We also allocated a portion of the goodwill
to the carrying amount of the NSE assets in determining the gain on sale. The amount was based on the relative
fair values of the NSE assets that were disposed of and the remaining NSE product line that was retained by us.

Interest Income

Interest income primarily includes interest earned on cash and cash equivalents, short-term investments and
restricted cash. In addition, interest income includes interest income associated with the outstanding loans under
the stock purchase assistance plan.

Interest income increased $19.3 million in fiscal 2006 compared with fiscal 2005. Interest income increased
$1.3 million in fiscal 2005 compared with fiscal 2004. The increase in interest income in both periods was
primarily driven by higher average cash and investment balances, coupled with higher interest rates.

Interest Expense

Interest expense is primarily associated with our convertible subordinated notes and collateralized debt
instruments. In addition, interest expense also includes interest expense related to SunPower’s outstanding
customer advances.
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Interest expense increased $1.1 million in fiscal 2006 compared with fiscal 2005. The increase in interest
expense was primarily attributable to an increase of $1.8 million in interest expense related to SunPower’s
outstanding customer advances, partially offset by a decrease of $0.6 million in interest expense associated with
our collateralized debt instruments, which were paid in full during the first quarter of fiscal 2006. We paid
approximately $7.5 million of interest expense related to our 1.25% convertible subordinated notes (“1.25%
Notes”) in both fiscal 2006 and 2005.

Interest expense decreased $3.1 million in fiscal 2005 compared with fiscal 2004. During the fourth quarter
of fiscal 2004, we redeemed all of the outstanding 3.75% convertible subordinated notes, resulting in a decrease
of $2.4 million in interest expense in fiscal 2005. In addition, the decrease in interest expense was partially
attributable to a decrease of approximately $0.3 million in interest expense associated with our collateralized debt
instruments due to lower principal balances. We paid approximately $7.5 million of interest expense related to
our 1.25% Notes in both fiscal 2005 and 2004.

Other Income (Expense), Net

The following table summarizes the components of other income (expenses), net:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Amortization of bond issuance costs $ (3,721) $ (3,721) $ (4,071)
Equity in net income of partnership investment — — 1,424
Gain on investments in equity securities 10,027 — —
Investment impairment charges (5,325) (826) (1,123)
Changes in fair value of warrants held 781 (305) —
Foreign exchange gain (loss), net (634) (974) 1,122
Changes in fair value of investments under the deferred

compensation plan 2,128 1,099 1,218
Other income (expense) 128 (118) 1,030

Total other income (expense), net $ 3,384 $ (4,845) $ (400)

Gains on Investments in Equity Securities:

During fiscal 2006, we sold approximately 1.5 million shares of NetLogic common stock received from the
sale of the NSE assets (see “Gain on Divestitures” above) and recognized a gain of $6.2 million. In addition,
during fiscal 2006, we completed the sale of our equity investment in another public company and recognized a
gain of $0.9 million.

During fiscal 2006, one of the privately-held companies in which we held an equity investment was
acquired by a public company, resulting in us receiving shares in the public company. As a result of the
transaction, we recognized a gain of $2.9 million.

Investment Impairment Charges:

We have equity investments in both public and privately-held companies. We recognize an impairment
charge when the carrying value of an investment exceeds its fair value and the decline in value is deemed to be
other-than-temporary. We consider various factors in determining whether we should recognize an impairment
charge on an investment in a public company, including the length of time and extent to which the fair value has
been less than our cost basis, the financial condition and near-term prospects of the investee, and our intent and
ability to hold the investment for a period of time sufficient to allow for any anticipated recovery in market value.
Our impairment assessment on investments in privately-held companies includes the review of each investee’s
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financial condition, the business outlook for its products and technology, its projected results and cash flows, the
likelihood of obtaining subsequent rounds of financing and the impact of any relevant contractual equity
preferences held by us or others. If an investee obtains additional funding at a valuation lower than our carrying
amount, we presume that the investment is impaired, unless specific facts and circumstances indicate otherwise.
We recorded impairment charges of $5.3 million, $0.8 million and $1.1 million during fiscal 2006, 2005 and
2004, respectively, as the decline in values of certain of our investments in both public and privately-held
companies was deemed other-than-temporary.

Deferred Compensation Plan:

In fiscal 1995, we adopted a deferred compensation plan, which provides certain key employees, including
our executive management, with the option to defer the receipt of compensation in order to accumulate funds for
retirement. We do not make contributions to the deferred compensation plan other than the amounts withheld
from the employees and we do not guarantee returns on the investments. Participant deferrals and investment
gains and losses remain our assets and are subject to claims of general creditors. As of December 31, 2006 and
January 1, 2006, deferred compensation plan assets totaled $22.3 million and $23.2 million, respectively, and
liabilities totaled $25.8 million and $27.8 million, respectively.

We account for the deferred compensation plan in accordance with Emerging Issues Task Force (“EITF”)
No. 97-14, “Accounting for Deferred Compensation Arrangements Where Amounts Earned Are Held in a Rabbi
Trust and Invested.” In accordance with EITF No. 97-14, the liabilities are marked to market with the offset
being recorded as an operating expense or credit. The assets (excluding the amounts invested in our common
stock) are marked to market with the offset being recorded in “Other income (expense), net.” No entries are
recorded for the amounts invested in our common stock because the amounts are accounted for as treasury stock.

All non-cash expense and credits recorded under the deferred compensation plan were included in the
following line items in the Consolidated Statements of Operations:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Changes in fair value of assets recorded in:
Other income (expense), net $ 2,128 $ 1,099 $ 1,218

Changes in fair value of liabilities recorded in:
Cost of revenues (871) (614) (563)
Research and development (1,003) (707) (648)
Selling, general and administrative (765) (540) (495)

Total expense, net $ (511) $ (762) $ (488)

Benefit from (Provision for) Income Taxes

We recorded tax expense of $6.9 million in fiscal 2006, compared to a tax benefit of $1.3 million in fiscal
2005 and a tax benefit of $26.6 million in fiscal 2004. The tax expense in fiscal 2006 was primarily attributable
to non-U.S. taxes on income earned in certain countries and U.S. federal and state alternative minimum tax. The
tax benefit in fiscal 2005 was primarily attributable to amortization of purchased intangibles and a release of
previously accrued taxes as discussed below, offset by non-U.S. taxes on income earned in certain countries that
is not offset by current year net operating losses in other countries. The tax benefit in fiscal 2004 was primarily
attributable to a release of previously accrued taxes as discussed below, offset by foreign income taxes in certain
jurisdictions. Our effective tax rate varies from the U.S. statutory rate primarily due to our assessment of the
utilization of loss carryovers and earnings of foreign subsidiaries taxed at different rates. Deferred tax assets of
$216.7 million at December 31, 2006 were fully reserved due to uncertainty of realization.
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During the fourth quarter of fiscal 2005 and the third quarter of fiscal 2004, the statute of limitations expired
for several tax jurisdictions. The expiration of the statute of limitations led to management’s assessment that
previously accrued income taxes were no longer necessary. Accordingly, during the fourth quarter of fiscal 2005
and the third quarter of fiscal 2004, we recorded benefits of $1.0 million and $29.9 million, respectively, for the
release of previously accrued income taxes.

The calculation of tax liabilities involves dealing with uncertainties in the application of complex global tax
regulations. We regularly assess our tax positions in light of legislative, bilateral tax treaty, regulatory and
judicial developments in the many countries in which we and our affiliates do business.

We and our affiliates file tax returns in each jurisdiction in which we are registered to do business. In the
U.S. and many of the state jurisdictions, and in many foreign countries in which we file tax returns, a statute of
limitations period exists. After a statute of limitations period expires, the respective tax authorities may no longer
assess additional income tax for the expired period. Similarly, we are no longer eligible to file claims for refund
for any tax that we may have overpaid.

Our tax returns could be subject to examination by various tax authorities in countries in which we operate.
The Internal Revenue Service (“IRS”) is currently conducting an audit of our federal income tax returns for fiscal
2004 and 2003. As of December 31, 2006, no material adjustments have been proposed by the IRS. However, the
IRS has not completed their examination and there can be no assurance that there will be no significant
adjustments upon the completion of their review.

During fiscal 2006, non-U.S. tax authorities commenced tax audits of our subsidiaries in the Philippines and
India. Management believes that the ultimate outcome of these non-U.S. examinations will not have a material
impact on our financial position or results of operations.

Minority Interest

Minority interest in the earnings or losses of our majority-owned subsidiaries, including primarily
SunPower, totaled $(6.4) million, $(0.3) million and $0.1 million for fiscal 2006, 2005 and 2004, respectively.
Prior to the fourth quarter of fiscal 2005, Cypress’ ownership interest in SunPower was more than 99%. During
the fourth quarter of fiscal 2005 and the second quarter of fiscal 2006, SunPower completed an initial public
offering and a follow-on offering of its common stock, respectively, which significantly lowered Cypress’
ownership interest (and increased minority shareholders’ ownership interest) in SunPower. In addition, exercises
of stock options by SunPower employees also diluted Cypress’ ownership interest in SunPower during fiscal
2006. As of December 31, 2006 and January 1, 2006, minority shareholders’ interest in the equity of SunPower
was approximately 25% and 15%, respectively.

Liquidity and Capital Resources

The following table summarizes our consolidated cash and investments, working capital and long-term debt:

As of

December 31,
2006

January 1,
2006

(In thousands)

Cash, cash equivalents and short-term investments $ 580,174 $ 330,308
Working capital $ 676,789 $ 435,110
Long-term debt $ 598,996 $ 601,538
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Key Components of Cash Flow:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Net cash flow generated from operating activities $ 127,260 $ 81,018 $ 157,709
Net cash flow used for investing activities (207,175) (126,654) (207,826)
Net cash flow generated from (used for) financing

activities 272,245 200,223 (35,288)

Net increase (decrease) in cash and cash equivalents $ 192,330 $ 154,587 $ (85,405)

During fiscal 2006, cash generated from operations increased $46.2 million compared with fiscal 2005. This
increase was primarily due to net income generated in fiscal 2006 compared with a net loss incurred in fiscal
2005, adjusted for certain non-cash items including depreciation and amortization, stock-based compensation and
changes in operating assets and liabilities. Increase in accounts receivable was primarily due to an increase in
sales, partially mitigated by improved collection efforts. Increase in inventories was primarily due to the growth
at SunPower to support its business, as well as the build-up in our core semiconductor business. Increase in other
assets was primarily attributable to an increase in SunPower’s prepayments to its polysilicon suppliers.

During fiscal 2006, cash used for investing activities increased $80.5 million compared with fiscal 2005. We
spent approximately $221.2 million for purchases of property and equipment (which included $108.3 million use
of cash for SunPower). These uses of cash were partially offset by the proceeds from the collection of loans of
$14.5 million under our employee stock purchase assistance plan.

During fiscal 2006, cash generated from financing activities increased $72.0 million compared with fiscal
2005. We received proceeds of $197.4 million from SunPower’s follow-on public offering of its common stock
and $80.6 million from the issuance of common stock under our employee stock plans.

During fiscal 2005, cash generated from operations decreased $76.7 million compared with fiscal 2004. This
decrease was primarily due to a net loss incurred in fiscal 2005 compared with net income generated in fiscal
2004, adjusted for certain non-cash items such as depreciation and amortization, restructuring charges and
changes in operating assets and liabilities.

During fiscal 2005, we spent approximately $146.5 million for purchases of property and equipment (which
included $71.6 million use of cash for SunPower) and used an additional $48.1 million, net of cash received, in
our acquisitions of SMaL and the minority interest in Cypress MicroSystems. These uses of cash were partially
offset by the proceeds from sales and maturities of investments of $65.6 million, net of purchases.

During fiscal 2005, cash generated from financing activities included approximately $145.6 million of net
proceeds from SunPower’s initial public offering. In addition, the issuance of common shares under our
employee stock plans generated $65.6 million in cash. The increase was partially offset by repayment of debts of
approximately $11.1 million.

During fiscal 2004, cash generated from operations was $157.7 million, compared with $99.2 million in
fiscal 2003. This $58.5 million increase was primarily due to net income generated in fiscal 2004 compared with
a net loss in fiscal 2003, adjusted for certain non-cash items and changes in operating assets and liabilities.

During fiscal 2004, purchases of investments, net of sales and maturities, used cash of $14.1 million,
acquisitions of property and equipment used an additional $132.3 million in cash (which included $26.9 million
use of cash for SunPower), and we spent a total of $89.9 million in our acquisitions, net of cash received, of
Cascade and FillFactory. These uses of cash were partially offset by proceeds from the collection of loans from
employees of $28.4 million under our employee stock purchase assistance plan.
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During fiscal 2004, we used $68.4 million to redeem the convertible subordinated notes. This was partially
offset by the proceeds of $34.5 million from the issuance of common shares under the employee stock plans.

Liquidity:

During the first quarter of fiscal 2007, our Board of Directors authorized a new stock repurchase program of
up to $300 million. Stock repurchases under this program may be made through open-market and privately
negotiated transactions at times and in such amounts as management deems appropriate. The timing and actual
number of shares repurchased will depend on a variety of factors including price, corporate and regulatory
requirements and other market conditions. The stock repurchase program may be limited or terminated at any
time without prior notice. The stock repurchase program terminated all previous repurchase programs.

At the end of fiscal 2006, we had $599.0 million of aggregate principal amount of our outstanding 1.25%
Notes that were due in June 2008. During the first quarter of fiscal 2007, we called for redemption of all of our
1.25% Notes. Holders may convert the 1.25% Notes into: (i) 55.172 shares of our common stock per $1,000
principal amount of the 1.25% Notes, plus (ii) $300 per $1,000 principal amount of the 1.25% Notes.
Alternatively, holders may have their 1.25% Notes redeemed. Upon redemption, holders received $1,000 plus
accrued interest per $1,000 principal amount of the 1.25% Notes. Any 1.25% Notes not converted into shares
were automatically redeemed. As a result of the redemption, we issued 33.0 million shares of our common stock
and paid $179.7 million in cash to the holders of the 1.25% Notes.

During the first quarter of fiscal 2007, SunPower issued $200.0 million in principal amount of its 1.25%
senior convertible debentures (“SunPower Debentures”). Interest on the SunPower Debentures will be payable on
February 15 and August 15 of each year, commencing August 15, 2007. The SunPower Debentures will mature
on February 15, 2027. Holders may require SunPower to repurchase all or a portion of their SunPower
Debentures on each of February 15, 2012, February 15, 2017 and February 15, 2022, or if SunPower experiences
certain types of corporate transactions constituting a fundamental change. Any repurchase of the SunPower
Debentures pursuant to these provisions will be for cash at a price equal to 100% of the principal amount of the
SunPower Debentures to be repurchased plus accrued and unpaid interest. In addition, SunPower may redeem
some or all of the SunPower Debentures on or after February 15, 2012 for cash at a redemption price equal to
100% of the principal amount of the SunPower Debentures to be redeemed plus accrued and unpaid interest.
Holders of the SunPower Debentures may, under certain circumstances at their option, convert the SunPower
Debentures into cash and, if applicable, shares of SunPower class A common stock initially at a conversion rate
of 17.6211 shares (equivalent to an initial conversion price of approximately $56.75 per share), at any time on or
prior to the close of business on the business day immediately preceding the maturity date. The applicable
conversion rate will be subject to customary adjustments in certain circumstances.

On June 27, 2003, we entered into a synthetic lease agreement for U.S. manufacturing and office facilities.
The lease agreement requires us to purchase the properties or to arrange for the properties to be acquired by a
third party at lease expiration, which is June 2008. If we had exercised our right to purchase all the properties
subject to this lease at December 31, 2006, we would have been required to make a payment totaling $62.7
million. We are required to maintain restricted cash or investments to serve as collateral for this lease. As of
December 31, 2006, the amount of restricted cash and accrued interest was $63.3 million. During the first quarter
of fiscal 2007, we made the decision to exit the lease and exercise our option to purchase the properties for $62.7
million using our restricted cash.

In September 2003, we entered into a $50.0 million, 24-month revolving line of credit with a major financial
institution. In December 2006, this line of credit was extended to December 2007 and the total amount was
decreased to $30.0 million. As of December 31, 2006, no amount under this line of credit was outstanding. Loans
made under the line of credit bear interest based upon the Wall Street Journal Prime Rate or LIBOR plus 1.25%.
Our obligations under the line of credit are guaranteed and collateralized by the common stock of certain of our
business entities other than SunPower. We intend to use the line of credit on an as-needed basis to fund working
capital, capital expenditures and other corporate purposes.
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In December 2005, SunPower entered into a $25.0 million, three-year revolving credit facility with certain
financial institutions. The credit facility is collateralized by substantially all of SunPower’s assets, including the
stock of SunPower’s foreign subsidiaries. Borrowings under the credit facility are subject to customary
conditions as well as (1) with respect to the first $10.0 million drawn on the credit facility, maintenance of cash
collateral to the extent of amounts borrowed (excluding amounts borrowed), and (2) with respect to the
remaining $15.0 million of the credit facility, satisfaction of a coverage test which is based on a ratio of cash
flow to capital expenditures. Borrowings outstanding under the credit facility bear interest at a rate of the greater
of the prime rate or the federal funds rate for U.S. dollar draws, or LIBOR plus 1% for Euro dollar draws on the
first $10.0 million of borrowings and the greater of the prime rate plus 2% or federal funds rate plus 2% for U.S.
dollar draws, or LIBOR plus 3% for Euro dollar draws on any borrowings over $10.0 million. As of
December 31, 2006, no borrowings were outstanding under this credit facility.

We have outstanding purchase obligations, which represent principally our open purchase orders for services,
software, manufacturing equipment, building improvements and supplies. Purchase obligations are defined as
enforceable agreements that are legally binding on us and that specify all significant terms, including quantity, price
and timing. As of December 31, 2006, non-cancelable purchase obligations totaled $133.3 million. In addition,
SunPower has agreements with various polysilicon, ingot and wafer vendors and manufacturers. As of
December 31, 2006, total obligations related to such supply agreements were $467.3 million.

Capital Resources and Financial Condition:

Our long-term strategy is to maintain a minimum amount of cash and cash equivalents for operational
purposes and to invest the remaining amount of our cash in interest-bearing and highly liquid cash equivalents
and debt securities. As of December 31, 2006, in addition to $413.5 million in cash and cash equivalents, we had
$166.7 million invested in short-term investments for a total liquid cash and investment position of $580.2
million. We had an additional $63.3 million of restricted cash related to our synthetic lease, which we will use to
purchase the buildings upon exiting the lease during the first quarter of fiscal 2007.

As of December 31, 2006, our cash, cash equivalents and short-term investment balances included
approximately $182.1 million of SunPower’s cash and investments, which are not available for general corporate
uses by Cypress or its other subsidiaries.

As of December 31, 2006, Cypress held 52.0 million shares of SunPower class B common stock. Based on
quoted market prices, the fair value of Cypress’s ownership interest in SunPower was approximately $1.9 billion
at the end of fiscal 2006, with a range of $1.3 billion and $2.3 billion during fiscal 2006. As our financial
statements are presented on a consolidated basis, the fair value of Cypress’s ownership interest in SunPower is
not recorded as an asset in the Consolidated Balance Sheets.

During the second quarter of fiscal 2006, SunPower completed a follow-on public offering of 7.0 million
shares of its class A common stock and received total proceeds, net of transaction costs, of approximately $197.4
million. SunPower intends to use the net proceeds of this offering for general corporate purposes, including
working capital and capital expenditures, and potentially for further expansion of its Philippines’ manufacturing
facilities. SunPower may also use a portion of the proceeds to purchase its Philippines manufacturing facility
from Cypress, which SunPower has the option to do under the lease agreement. In addition, SunPower may use
proceeds of this offering for the acquisition of, or investment in, complementary businesses, technologies or
other assets, and to invest in joint ventures. SunPower may undertake such transactions in furtherance of its
strategy to broaden its supply-chain opportunities, increase the efficiency of the downstream channel and reduce
the cost of its products delivered to end customers. SunPower may also use a portion of the proceeds for
prepayments to vendors of polysilicon, ingots and wafers.

We believe that liquidity provided by existing cash, cash equivalents and investments and our borrowing
arrangements will provide sufficient capital to meet our requirements for at least the next twelve months.
However, should prevailing economic conditions and/or financial, business and other factors beyond our control
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adversely affect our estimates of our future cash requirements (including our debt obligations), we would be
required to fund our cash requirements by alternative financing. There can be no assurance that additional
financing, if needed, would be available on terms acceptable to us or at all.

We may choose at any time to raise additional capital or debt to strengthen our financial position, facilitate
growth, and provide us with additional flexibility to take advantage of business opportunities that arise.

Contractual Obligations:

The following table summarizes the fixed payments related to certain contractual obligations:

Payments Due by Year

Total 2007 2008 and 2009 2010 and 2011 Beyond 2011

(In thousands)

1.25% Notes: (1) $ 179,735 $ 179,735 $ — $ — $ —
Customer advances, including

interest (2) 43,878 13,978 21,245 8,655 —
Lease commitments 27,975 9,568 11,465 4,993 1,949
Purchase obligations:

Synthetic lease (3) 62,727 62,727 — — —
SunPower polysilicon purchase

commitments (4) 717,582 38,550 233,400 295,791 149,841
Other (5) 133,327 128,878 4,449 — —

Total contractual obligations $ 1,165,224 $ 433,436 $ 270,559 $ 309,439 $ 151,790

(1) During the first quarter of fiscal 2007, we called for redemption of all of our 1.25% Notes, resulting in us
issuing 33.0 million shares of our common stock and paying $179.7 million in cash to the holders of our
1.25% Notes.

(2) Customer advances are related to certain agreements entered into between SunPower and its customers
under which customers make advances for future purchases of solar power products.

(3) During the first quarter of fiscal 2007, we made the decision to exit our synthetic lease and will exercise our
option to purchase the properties for $62.7 million using our restricted cash.

(4) SunPower has agreements with several suppliers of polysilicon, ingots and wafers. These agreements
specify future purchase obligations, including quantities and pricing of products to be supplied by the
suppliers, for periods up to 12 years and there are certain consequences, such as forfeiture of advanced
deposits and penalty payments relating to previous purchases, in the event that SunPower terminates the
arrangements. Total future purchase obligations were $467.3 million. In addition, SunPower entered into an
agreement with Woongjin Coway Co., Ltd. (“Woongjin”), a provider of environmental products located in
Korea, to form Woongjin Energy Co., Ltd (“Woongjin Energy”), a joint venture to manufacture mono-
crystalline silicon ingots. Woongjin Energy is expected to begin manufacturing in the second half of fiscal
2007, and SunPower expects to purchase approximately $250.3 million of silicon ingots from Woongjin
Energy through a five-year agreement.

(5) Purchase obligations represent principally our non-cancelable purchase orders for services, manufacturing
equipment, building improvements and supplies. For purposes of this table, purchase obligations are defined
as enforceable agreements that are legally binding on us and that specify all significant terms, including
quantity, price and timing.

Lease Guarantee:

During the fourth quarter of fiscal 2005, we entered into a strategic foundry partnership with Grace
Semiconductor Manufacturing Corporation (“Grace”), pursuant to which we have transferred certain of our
proprietary process technologies to Grace’s Shanghai, China facility. Pursuant to a foundry agreement dated
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December 1, 2006, we purchase wafers from an affiliate of Grace that are produced using these process
technologies.

On December 20, 2006, we entered into a guarantee (“Guarantee”) with CIT Technologies Corporation
(“Lessor”) for the benefit of Grace. Grace has leased from the Lessor certain semiconductor manufacturing
equipment pursuant to a master lease agreement between the Lessor and Grace. Under the Guarantee, we have
agreed to an unconditional guarantee to the Lessor of the rental payments due under the master lease by Grace.
The term of the lease runs for 36 months commencing January 1, 2007. The guaranteed obligations of Grace,
payable quarterly in advance, equal approximately $0.7 million for each calendar quarter during the term, for an
aggregate amount equal to approximately $8.2 million over the term. If Grace fails to pay any of the quarterly
payments, we will be obligated to pay within 10 days of written demand from the Lessor such amounts. If we fail
to pay such amount, interest will accrue at a rate of 9% per annum on any unpaid amounts.

In addition, under the Guarantee, we obtained an irrevocable letter of credit in an initial amount of
approximately $6.4 million to secure the payments under the Guarantee after demand has been made by the
Lessor on us. The amount available under the letter of credit will decline according to a schedule mutually agreed
upon by us and the Lessor during the term consistent with the quarterly reductions in the outstanding amounts
under the master lease. Under the Guarantee, if a default by us occurs, the Lessor will be entitled to draw on the
letter of credit.

In connection with the Guarantee and effective upon the payment for, or receipt of, the leased equipment by
the Lessee, we were issued warrants to purchase approximately 2.1 million ordinary shares of Grace at an
exercise price of $0.74 per share during the fourth quarter of fiscal 2006.

The Guarantee is the first in a series that we intend to enter into from time to time in support of the Grace’s
operations described above. We currently expect that the maximum amount of all such guaranteed equipment
lease obligations in support of Grace will not exceed approximately $60 million. However, we are under no
obligation to guarantee any future rent payments on such equipment leases for the benefit of Grace and will do so
only in our sole discretion.

Financial Commitment Between Cypress and SunPower:

In conjunction with SunPower’s acquisition of PowerLight, Cypress entered into a commitment letter with
SunPower during the fourth quarter of fiscal 2006 under which Cypress will lend to SunPower up to $130 million
in cash in order to facilitate the financing of the acquisition or working capital requirements. The commitment
letter is available to be drawn against for a period not to exceed six months from the closing date. Any
borrowings by SunPower will be evidenced by a senior subordinated note (the “SunPower Note”). The SunPower
Note is unsecured and will be subordinated to existing and future revolving credit loans, term loans, lines of
credit or letters of credit of SunPower. The interest rate will be LIBOR on the issuance date plus 475 basis points,
and the SunPower Note will mature on the first anniversary of the issuance date. A mandatory pre-payment of
any amounts outstanding under the SunPower Note is due upon the closing of any bank credit, debt or equity
financing completed by SunPower. As of December 31, 2006, no borrowings were outstanding. In February
2007, Cypress and SunPower mutually terminated the commitment letter. No borrowings were outstanding at the
termination date.

Off-Balance Sheet Arrangements:

Synthetic Lease:

On June 27, 2003, we entered into an operating lease agreement, commonly known as a synthetic lease, for
manufacturing and office facilities located in Minnesota and California. A synthetic lease obligation of $62.7
million with restricted cash collateral was established during the second quarter of fiscal 2003. The synthetic
lease requires us to purchase the properties or to arrange for the properties to be acquired by a third party at lease
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expiration, which is June 2008. In addition, we may extend the lease if the lessor allows. If we had exercised our
right to purchase all the properties subject to the synthetic lease at December 31, 2006, we would have been
required to make a payment totaling $62.7 million (the “Termination Value”). If we exercise our option to sell
the properties to a third party, the proceeds from such a sale could be less than the properties’ Termination Value,
and we would be required to pay the difference up to the guaranteed residual value of $54.5 million (the
“Guaranteed Residual Value”).

We are required to evaluate periodically the expected fair value of the properties at the end of the lease term.
In the event we determine that it is estimable and probable that the expected fair value of the properties at the end
of the lease term will be less than the Termination Value, we will ratably accrue the loss over the remaining lease
term. We have performed an analysis and determined a loss contingency accrual is required. As of December 31,
2006, the loss contingency accrual was $5.7 million, representing the total amounts recognized through the end
of fiscal 2006. The fair value analysis on the properties was performed by management with the assistance of
independent appraisal firms.

We are required to maintain restricted cash or investments to serve as collateral for this lease. As of
December 31, 2006, the balance of restricted cash and accrued interest was $63.3 million.

In addition, we are required to comply with certain financial covenants associated with the synthetic lease.
As of December 31, 2006, we were in compliance with such financial covenants.

During the first quarter of fiscal 2007, we made the decision to exercise our option to purchase the
properties under the synthetic lease for $62.7 million using the restricted cash. We expect to complete the
termination of the synthetic lease by the end of the first quarter of fiscal 2007.

Equity Option Contracts:

As of December 31, 2006, we had outstanding a series of equity options on our common stock with an
initial cost of $26.0 million that were originally entered into in fiscal 2001. These options were included in
“Stockholders’ equity” in the Consolidated Balance Sheets. The contracts require physical settlement. Upon
expiration of the options, if our stock price is above the threshold price of $21 per share, we will receive a
settlement value totaling $30.3 million in cash. If our stock price is below the threshold price of $21 per share,
we will receive 1.4 million shares of our common stock. Alternatively, the contracts may be renewed and
extended. During fiscal 2006 and 2005, we received total premiums of approximately $0.7 million and
$0.1 million, respectively, upon extensions of the contracts. The amounts were recorded in “Additional paid-in
capital” in the Consolidated Balance Sheets.

The equity option contracts expired in February 2007. Upon expiration of the option contracts, our stock
price was below the threshold price of $21 per share. As a result, we received 1.4 million shares of our common
stock.

Recent Accounting Pronouncements

In February 2007, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 159, “The Fair
Value Option for Financial Assets and Financial Liabilities,” which permits entities to choose to measure eligible
financial instruments and certain other items at fair value that are not currently required to be measured at fair
value. Unrealized gains and losses on items for which the fair value option has been elected are reported in
earnings at each subsequent reporting date. SFAS No. 159 is effective for fiscal years beginning after
November 15, 2007. We will adopt this pronouncement in the first quarter of fiscal 2008 and are currently
evaluating the impact of this pronouncement on our consolidated results of operations and financial condition.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” which clarifies the
definition of fair value, establishes guidelines for measuring fair value, and expands disclosures regarding fair
value measurements. SFAS No. 157 does not require any new fair value measurements and eliminates
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inconsistencies in guidance found in various prior accounting pronouncements. SFAS No. 157 is effective for
financial statements issued for fiscal years beginning after November 15, 2007. We will adopt this
pronouncement in the first quarter of fiscal 2008 and are currently evaluating the impact of SFAS No. 157 on our
consolidated results of operations and financial condition.

In September 2006, the Securities and Exchange Commission issued Staff Accounting Bulletin (“SAB”)
No. 108, which provides guidance on the process of quantifying financial statement misstatements. SAB No. 108
states that entities must quantify the impact of correcting all misstatements, including both carryover and
reversing effects of prior-year misstatements, on the entity’s current-year consolidated financial statements. SAB
No. 108 prescribes two approaches to assessing the materiality of misstatements: the “rollover” approach, which
quantifies misstatements based on the amount of error originating in the current-year income statement, and the
“iron curtain” approach, which quantifies misstatements based on the effects of correcting the cumulative effect
existing in the balance sheet at the end of the current year. If under either approach, misstatements are deemed
material, the entity is required to adjust its financial statements, including correcting prior-year financial
statements, even though such correction was and continues to be immaterial to the prior-year financial
statements. Correcting prior-year financial statements for immaterial errors would not require the entity to amend
previously filed reports; rather, such corrections may be made the next time the entity files its comparative prior-
period statements. SAB No. 108 is effective for fiscal years ending after November 15, 2006. The adoption of
SAB No. 108 in the fourth quarter of fiscal 2006 did not have a material impact on our consolidated results of
operations and financial condition.

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension
and Other Postretirement Plans—An Amendment of FASB Statements No. 87, 88, 106, and 132R,” which
requires that the funded status of defined benefit postretirement plans be recognized on the company’s balance
sheet, and changes in the funded status be reflected in comprehensive income, effective fiscal years ending after
December 15, 2006. The adoption of SFAS No. 158 did not have a material impact on our consolidated results of
operations and financial condition.

In June 2006, the FASB ratified the provisions of Emerging Issues Task Force (“EITF”) Issue No. 06-2,
“Accounting for Sabbatical Leave and Other Similar Benefits Pursuant to FASB Statement No. 43, Accounting
for Compensated Absences,” which requires that compensation expense associated with a sabbatical leave, or
other similar benefit arrangement, be accrued over the requisite service period during which an employee earns
the benefit. EITF Issue No. 06-2 is effective for fiscal years beginning after December 15, 2006 and should be
recognized as either a change in accounting principle through a cumulative-effect adjustment to retained earnings
as of the beginning of the year of adoption or a change in accounting principle through retrospective application
to all prior periods. We will adopt this pronouncement in the first quarter of fiscal 2007 and expect the impact of
the adoption will be a charge of approximately $3.0 million to retained earnings, although there can be no
assurance of this.

In June 2006, the FASB issued Interpretation 48, “Accounting for Uncertainty in Income Taxes—an
interpretation of FASB Statement No. 109,” which clarifies the accounting for uncertainty in income taxes
recognized in an enterprise’s financial statements in accordance with SFAS No. 109, “Accounting for Income
Taxes.” This Interpretation prescribes a comprehensive model for how a company should recognize, measure,
present, and disclose in its financial statements uncertain tax positions that the company has taken or expects to
take on a tax return (including a decision whether to file or not to file a return in a particular jurisdiction). This
standard is effective for fiscal years beginning after December 15, 2006. We will adopt this standard in the first
quarter of fiscal 2007 and are currently evaluating the impact of this provision on our consolidated results of
operations and financial condition.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial condition and results of operations are based upon our
consolidated financial statements included in this Annual Report on Form 10-K and the data used to prepare them.
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Our consolidated financial statements have been prepared in accordance with accounting principles generally
accepted in the United States and we are required to make estimates, judgments and assumptions in the course of
such preparation. Note 1 of Notes to Consolidated Financial Statements under Item 8 of this Annual Report on Form
10-K describes the significant accounting policies and methods used in the preparation of the consolidated financial
statements. On an ongoing basis, we re-evaluate our judgments and estimates including those related to revenue
recognition, product returns, allowances for doubtful accounts receivable and employee loans, inventories, valuation
of long-lived assets including intangible assets, goodwill impairments, investment impairments, stock-based
compensation, warranty reserves, litigation, investigation and settlement costs, and income taxes. We base our
estimates and judgments on historical experience, knowledge of current conditions and our beliefs of what could
occur in the future considering available information. Actual results may differ from these estimates under different
assumptions or conditions. Our critical accounting policies that are affected by significant estimates, assumptions
and judgments used in the preparation of our consolidated financial statements are as follows:

Revenue Recognition:

We generate revenue by selling products to distributors, various types of manufacturers including original
equipment manufacturers (“OEMs”), electronic manufacturing service providers (“EMSs”) and, in the case of
SunPower, system integrators. We recognize revenue on sales to OEMs, EMSs and system integrators upon
shipment provided that persuasive evidence of an arrangement exists, the price is fixed or determinable, title has
transferred, collection of resulting receivables is reasonably assured, there are no customer acceptance
requirements, and there are no remaining significant obligations.

Sales to certain distributors are made under agreements which provide the distributors with price protection,
other allowances and stock rotation under certain circumstances. Given the uncertainties associated with the
rights given to these distributors, revenue and costs relating to distributor sales are deferred until products are
sold by the distributors to the end customers. Revenue recognition is based upon receiving notification from the
distributors that products have been sold to the end customers. Reported information includes product resale
price, quantity and end customer shipment information as well as inventory on hand. Reported distributor
inventory on hand is reconciled to deferred income balances. At the time of shipment to distributors, we record a
trade receivable for the selling price since there is a legally enforceable right to receive payment, relieve
inventory for the value of goods shipped since legal title has passed to the distributors, and defer the related
margin as deferred income on sales to distributors in the Consolidated Balance Sheets. The effects of distributor
price adjustments are recorded as a reduction to deferred income at the time the distributors sell the products to
the end customers.

We record as a reduction to revenue reserves for sales returns, price protection and allowances, based upon
historical experience rates and for any specific known customer amounts. We also provide certain distributors
and EMSs with volume-pricing discounts, such as rebates and incentives, which are recorded as a reduction to
revenue at the time of sale. These volume discounts have not been significant historically.

Our revenue reporting is highly dependent on receiving pertinent, accurate and timely data from our
distributors. Distributors provide us periodic data regarding the product, price, quantity, and end customer when
products are resold as well as the quantities of our products they still have in stock. Because the data set is large
and complex and because there may be errors in the reported data, we must use estimates and apply judgments to
reconcile distributors’ reported inventories to their activities. Actual results could vary from those estimates.

Allowances for Doubtful Accounts Receivable and Employee Loans:

We maintain an allowance for doubtful accounts for losses that we estimate will arise from our customers’
inability to make required payments. We make estimates of the collectibility of our accounts receivable by
considering factors such as historical bad debt experience, specific customer creditworthiness, the age of the
accounts receivable balances and current economic trends that may affect a customer’s ability to pay. If the data
we use to calculate the allowance for doubtful accounts does not reflect the future ability to collect outstanding
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receivables, additional provisions for doubtful accounts may be needed and the future results of operations could
be materially affected.

We have outstanding loans, consisting of principal and cumulative accrued interest, to employees and
former employees under the shareholder-approved employee stock purchase assistance plan. Each loan is
evidenced by a full recourse promissory note executed by the employee in favor of Cypress and is secured by a
pledge of the shares of our common stock purchased with the proceeds of the loan. We maintain an allowance for
uncollectible loans. In determining the allowance for uncollectible loans, management considered various
factors, including a review of borrower demographics (including geographic location and job grade), loan quality
and a fair value analysis of the loans and the underlying collateral. The allowance was determined by
management with the assistance of an analysis performed by an independent appraisal firm. If the underlying
assumptions supporting our reserve requirements, including the value of our stock price, change, future operating
results could be adversely affected.

Valuation of Inventories:

Management periodically reviews the adequacy of our inventory reserves. We write down our inventories
for “lower of cost or market” reserves, aged inventory reserves and obsolescence reserves. Inventory reserves are
generally recorded when the inventory for a device exceeds demand for that device and/or when individual parts
have been in inventory for greater than a certain period. Inventory reserves are not relieved until the related
inventory has been sold or scrapped. Our inventories may be subject to rapid technological obsolescence and are
sold in a highly competitive industry. If there were to be a sudden and significant decrease in demand for our
products, or if there were a higher incidence of inventory obsolescence because of rapidly changing technology
and customer requirements, we could be required to increase our inventory allowances, and our gross margin
could be adversely affected.

Valuation of Long-Lived Assets:

Our business requires heavy investment in manufacturing facilities and equipment that are technologically
advanced but can quickly become significantly under-utilized or rendered obsolete by rapid changes in demand
for semiconductors produced in those facilities. In addition, we have recorded intangible assets with finite lives
related to our acquisitions.

We evaluate our long-lived assets, including property, plant and equipment and purchased intangible assets
with finite lives, for impairment whenever events or changes in circumstances indicate that the carrying value of
such assets may not be recoverable in accordance with SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets.” Factors considered important that could result in an impairment review include
significant underperformance relative to expected historical or projected future operating results, significant
changes in the manner of use of the assets or the strategy for our business, significant negative industry or
economic trends, and a significant decline in our stock price for a sustained period of time. Impairments are
recognized based on the difference between the fair value of the asset and its carrying value, and fair value is
generally measured based on discounted cash flow analysis. If there is a significant adverse change in our
business in the future, we may be required to record impairment charges.

Valuation of Goodwill:

We review goodwill for impairment annually and whenever events or changes in circumstances indicate the
carrying value of goodwill may not be recoverable in accordance with SFAS No. 142, “Goodwill and Other
Intangible Assets.” Determining the fair value of a reporting unit is judgmental in nature and involves the use of
significant estimates and assumptions. These estimates and assumptions include revenue growth rates and
operating margins used to calculate projected future cash flows, risk-adjusted discount rates, future economic and
market conditions and determination of appropriate market comparables. We base our fair value estimates on
assumptions we believe to be reasonable. Actual future results may differ from those estimates. In addition, we
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make certain judgments and assumptions in allocating shared assets and liabilities to determine the carrying
values for each of our reporting units. Our annual goodwill impairment analysis, which we performed during the
fourth quarters of fiscal 2006, 2005 and 2004, did not result in an impairment charge. However, changes in these
estimates could cause one or more of the businesses to be valued differently, which could result in a material
impairment of our goodwill in the future.

Valuation of Investments:

We have equity investments in both public and privately-held companies. We review our investments
periodically for impairment and the assessment requires significant judgment. We recognize an impairment
charge when the carrying value of an investment exceeds its fair value and the decline in value is deemed to be
other-than-temporary. Fair values for investments in public companies are determined using quoted market
prices. We consider various factors in determining whether we should recognize an impairment charge on a
publicly-traded investment, including the length of time and extent to which the fair value has been less than our
cost basis, the financial condition and near-term prospects of the investee, and our intent and ability to hold the
investment for a period of time sufficient to allow for any anticipated recovery in market value.

Our ability to recover our strategic investments in private, non-marketable equity securities is primarily
dependent on how successfully these companies are able to execute to their business plans and how well their
products are ultimately accepted, as well as their ability to obtain venture capital funding to continue operations
and to grow. These investments are inherently risky because the markets for the technologies or products these
companies are developing are typically in the early stages and may never materialize.

Our impairment assessment on investments in privately-held companies includes the review of each
investee’s financial condition, the business outlook for its products and technology, its projected results and cash
flows, the likelihood of obtaining subsequent rounds of financing and the impact of any relevant contractual
equity preferences held by us or others. If an investee obtains additional funding at a valuation lower than our
carrying amount, we presume that the investment is impaired, unless specific facts and circumstances indicate
otherwise, for example, when we hold contractual rights that give us a preference over the rights of other
investors. We have experienced substantial impairments in our portfolio of non-marketable equity securities in
the past. If market conditions deteriorate in the future and companies in our portfolio attempt to raise additional
funds, the funds may not be available to them or they may receive lower valuations, which could result in
impairment of our investments.

Stock-Based Compensation:

Effective January 2, 2006, we adopted the fair value recognition provisions of SFAS No. 123(R). Under the
fair value recognition provisions of SFAS 123(R), we recognize stock-based compensation net of an estimated
forfeiture rate and only recognize compensation cost for those shares expected to vest over the requisite service
period of the awards. Prior to the adoption of SFAS No. 123(R), we accounted for share-based payments under
Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to Employees” and
generally recognized compensation expense only when we granted options with a discounted exercise price.

Determining the appropriate fair value model and calculating the fair value of share-based payment awards
require the input of highly subjective assumptions, including the expected life of the share-based payment awards
and stock price volatility. The assumptions used in calculating the fair value of share-based payment awards
represent management’s best estimates, but these estimates involve inherent uncertainties and the application of
management judgment. As a result, if factors change and we use different assumptions, our stock-based
compensation expense could be materially different in the future. In addition, we are required to estimate the
expected forfeiture rate and only recognize expense for those shares expected to vest. If our actual forfeiture rate
is materially different from our estimate, our future stock-based compensation expense could be significantly
different from what we have recorded in the current period.
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SunPower Warranty Reserves:

It is customary in SunPower’s business and industry to warrant or guarantee the performance of solar panels
at certain levels of conversion efficiency for extended periods, often as long as 25 years. It is also customary to
warrant or guarantee the functionality of SunPower’s solar cells and imaging detectors for at least one year.
SunPower therefore maintains warranty reserves to cover potential liability that could arise from these
guarantees. SunPower’s potential liability is generally in the form of product replacement. SunPower’s warranty
reserves reflect its best estimate of such liabilities and are based on its analysis of product returns, results of
industry-standard accelerated testing and various other assumptions that SunPower believes to be reasonable
under the circumstances. SunPower has sold solar cells only since late 2004, and, accordingly, has a limited
history upon which to base its estimates of warranty expense. SunPower’s warranty reserve includes specific
accruals for known product issues and an accrual for an estimate of incurred but not reported product issues
based on historical activity. Due to effective product testing and the short turnaround time between product
shipment and the detection and correction of product failures, warranty expenses based on historical activity were
not significant as of and for the fiscal years or interim periods presented.

Litigation, Investigation and Settlement Costs:

From time to time, we are involved in legal actions arising in the ordinary course of business. We are
aggressively defending our current litigation matters. However, there are many uncertainties associated with any
litigation or investigations, and we cannot be certain that these actions or other third-party claims against us will
be resolved without costly litigation and/or substantial settlement payments. If that occurs, our business, financial
condition and results of operations could be materially and adversely affected. If information becomes available
that causes us to determine that a loss in any of our pending litigation or investigations is probable, and we can
reasonably estimate the loss associated with such litigation or investigations, we will record the loss in
accordance with accounting principles generally accepted in the United States. However, the actual liability in
any such litigation or investigations may be materially different from our estimates, which could require us to
record additional costs.

Accounting for Income Taxes:

Our global operations involve manufacturing, research and development and selling activities. Profits from
non-U.S. activities are subject to local country taxes but are not subject to U.S. tax until repatriated to the U.S. It
is our intention to permanently reinvest these earnings outside the U.S. We record a valuation allowance to
reduce our deferred tax assets to the amount that is more likely than not to be realized. We consider historical
levels of income, expectations and risks associated with estimates of future taxable income and ongoing prudent
and feasible tax planning strategies in assessing the need for the valuation allowance. Should we determine that
we would be able to realize deferred tax assets in the future in excess of the net recorded amount, we would
record an adjustment to the deferred tax asset valuation allowance. This adjustment would increase income in the
period such determination is made.

The calculation of tax liabilities involves dealing with uncertainties in the application of complex global tax
regulations. We recognize potential liabilities for anticipated tax audit issues in the U.S. and other tax
jurisdictions based on our estimate of whether, and the extent to which, additional taxes will be due. If payment
of these amounts ultimately proves to be unnecessary, the reversal of the liabilities would result in tax benefits
being recognized in the period when we determine the liabilities are no longer necessary. If the estimate of tax
liabilities proves to be less than the ultimate tax assessment, a further charge to expense would result.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

Interest and Foreign Currency Exchange Rates

We are exposed to financial market risks, including changes in interest rates and foreign currency exchange
rates. To mitigate these risks, we utilize derivative financial instruments. We do not use derivative financial
instruments for speculative or trading purposes.

The fair value of our non-equity investment portfolio would not be significantly impacted by either a 100
basis point increase or decrease in interest rates due mainly to the short-term nature of the major portion of our
portfolio.

The fair market value of our 1.25% convertible subordinated notes (“1.25% Notes”) is subject to interest
rate risk and market risk due to the convertible feature. The fair market value of the 1.25% Notes will increase as
interest rates fall and decrease as interest rates rise. In addition, the fair market value of the 1.25% Notes will
increase as the market price of our common stock increases and decrease as the market price falls. The interest
and market value changes affect the fair market value of the 1.25% Notes but do not impact our financial
position, cash flows or results of operations due to the fixed nature of the debt obligations. As of December 31,
2006, the estimated fair value of the 1.25% Notes was approximately $729.3 million based on quoted market
prices. A 10% increase in quoted market prices would increase the estimated fair value of the 1.25% Notes to
approximately $802.3 million, and a 10% decrease in the quoted market prices would decrease the estimated fair
value of the 1.25% Notes to $656.4 million.

The majority of our revenues, expenses and capital spending is transacted in U.S. dollars. However, we do
enter into transactions in other currencies, primarily the Euro. To protect against reductions in value and the
volatility of future cash flows caused by changes in foreign exchange rates, we have established hedging
programs. Our hedging programs reduce, but do not always eliminate, the impact of foreign currency exchange
rate movements. Our subsidiary SunPower entered into a series of Euro forward contracts to hedge forecasted
foreign denominated revenues. The total notional amount of these contracts was $105.6 million as of
December 31, 2006. If the forecasted cash flow fails to materialize, SunPower will have to close out the contracts
at the then prevailing market rates, resulting in gains or losses. A 10% unfavorable currency movement would
result in a loss of approximately $10.8 million on these contracts.

Investments in Public and Privately-Held Companies

We have investments, including marketable equity securities and warrants, in certain public companies
other than SunPower. The marketable equity securities consist of common stock and are classified as
available-for-sale investments. They are recorded in the Consolidated Balance Sheets at fair value with
unrealized gains or losses reported as a component in “Accumulated other comprehensive income (loss).” In
addition, our investments include warrants to purchase shares of a public company’s common stock. These
warrants are classified as derivative instruments and are carried at fair value with the resulting gains or losses
recognized in “Other income (expense), net” in the Consolidated Statements of Operations.

The fair value of the common stock and warrants is subject to market price volatility. As of December 31,
2006, the fair value of our marketable equity securities was $8.0 million. A 10% increase in the stock prices of our
investments would increase the fair value of our investments by approximately $0.8 million, and a 10% decrease in
the stock prices would decrease the fair value of our investments by approximately $0.8 million. As of
December 31, 2006, the fair value of our warrants classified as derivative instruments was $2.1 million. A 10%
increase in the stock price of the investee would increase the value of our warrants by approximately $0.2 million,
and a 10% decrease in the stock price would decrease the value of our warrants by approximately $0.2 million.

Our investment portfolio also includes warrants that are not classified as derivative instruments or
available-for-sale securities. These warrants are carried at cost and as of December 31, 2006, the carrying value
of these warrants was $2.4 million.
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We have investments in several privately-held companies, many of which can be considered in the start-up
or development stages. These investments are inherently risky as the market for the technologies or products they
have under development are typically in the early stages and may never materialize. As our equity investments
generally do not permit us to exert significant influence or control, these amounts generally represent our cost of
the investments, less any adjustments we make when we determine that an investment’s net realizable value is
less than its carrying cost. As of December 31, 2006, the carrying value of our investments in privately-held
companies was $10.5 million.

Stock Purchase Assistance Plan (“SPAP”)

As of December 31, 2006, we had $37.4 million of principal and cumulative accrued interest relating to
loans made to employees and former employees under the shareholder-approved SPAP program. We made the
loans to employees for the purpose of purchasing our common stock. Each loan is evidenced by a full recourse
promissory note executed by the employee in favor of Cypress and is secured by a pledge of the shares of our
common stock purchased with the proceeds of the loan. In accordance with the program, the Chief Executive
Officer and the Board of Directors did not participate in this program. To date, write-offs have been immaterial.
As of December 31, 2006, we had an allowance for uncollectible loans of $8.4 million. In determining the
allowance for uncollectible loans, management considered various factors, including a review of borrower
demographics (including geographic location and job grade), loan quality and an independent fair value analysis
of the loans and the underlying collateral.

As of December 31, 2006, the carrying value of the loans exceeded the underlying common stock collateral
by $14.0 million. The carrying value of the loans would exceed the underlying common stock collateral by $11.6
million if our stock price increased 10%, and by $16.3 million if our stock price decreased 10%.

During the second quarter of fiscal 2006, we implemented certain new terms for the SPAP program in an
effort to minimize risks and collect the outstanding accrued interest and principal balances. These changes to the
SPAP program include, but are not limited to, a requirement to make interest payments after the first quarter of
fiscal 2006, a collateral requirement, changes in the interest rates charged on outstanding loan balances, and the
requirement to use a portion of the proceeds from the sale of stock options or shares under our employee stock
plans to pay down the outstanding balances in certain circumstances.

Our security interest in the collateral is currently reflected in security agreements executed by each
participant and account control agreements executed by and between us, the participant and the third party
service provider who helps administer the plan. We have received notice that the third party vendor who helped
administer the plan terminated its relationship with us. While the security agreement executed by each participant
precludes them from taking certain action without our consent, the termination of the account control agreements
could adversely impact our ability to collect on the collateral in the event of a default by the participant. We are
actively pursuing a new third party service provider to administer the plan.
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CYPRESS SEMICONDUCTOR CORPORATION
CONSOLIDATED BALANCE SHEETS

December 31,
2006

January 1,
2006

(In thousands, except
per-share amounts)

ASSETS
Current assets:

Cash and cash equivalents $ 413,536 $ 221,206
Short-term investments 166,638 109,102

Total cash, cash equivalents and short-term investments 580,174 330,308
Accounts receivable, net 163,196 151,213
Inventories 119,184 73,573
Other current assets 90,074 91,513

Total current assets 952,628 646,607

Property, plant and equipment, net 572,018 464,656
Goodwill 360,350 407,260
Intangible assets, net 35,495 52,236
Other assets 203,034 127,115

Total assets $ 2,123,525 $ 1,697,874

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Accounts payable $ 92,206 $ 72,125
Accrued compensation and employee benefits 42,402 31,402
Other current liabilities 88,993 75,886
Deferred income 44,917 29,404
Income taxes payable 7,321 2,680

Total current liabilities 275,839 211,497

Convertible subordinated notes 598,996 599,997
Deferred income taxes and other tax liabilities 40,471 56,910
Other long-term liabilities 39,188 34,031

Total liabilities 954,494 902,435

Commitments and contingencies (Note 19)
Minority interest 123,472 38,304
Stockholders’ equity:

Preferred stock, $.01 par value, 5,000 shares authorized; none issued and
outstanding — —

Common stock, $.01 par value, 650,000 and 650,000 shares authorized;
145,071 and 142,444 shares issued; 144,844 and 137,036 shares
outstanding at December 31, 2006 and January 1, 2006, respectively 1,451 1,424

Additional paid-in-capital 1,469,159 1,268,704
Deferred stock-based compensation — (391)
Accumulated other comprehensive income (loss) (1,293) 764
Accumulated deficit (421,220) (455,565)

1,048,097 814,936
Less: shares of common stock held in treasury, at cost; 227 and 5,408 shares at

December 31, 2006 and January 1, 2006, respectively (2,538) (57,801)

Total stockholders’ equity 1,045,559 757,135

Total liabilities and stockholders’ equity $ 2,123,525 $ 1,697,874

The accompanying notes are an integral part of these consolidated financial statements.
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CYPRESS SEMICONDUCTOR CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands, except per-share amounts)

Revenues $ 1,091,553 $ 886,396 $ 948,438
Costs and expenses (credits):

Cost of revenues 631,328 528,657 492,058
Research and development 244,104 226,760 261,629
Selling, general and administrative 187,552 156,041 141,799
Restructuring charges (credits) 489 27,426 (164)
Amortization of acquisition-related intangible assets 15,873 27,709 38,898
In-process research and development charges — 12,300 15,600
Gain on divestitures (14,730) — —

Total costs and expenses 1,064,616 978,893 949,820

Operating income (loss) 26,937 (92,497) (1,382)
Interest income 31,728 12,393 11,115
Interest expense (9,339) (8,268) (11,354)
Other income (expense), net 3,384 (4,845) (400)

Income (loss) before income taxes and minority interest 52,710 (93,217) (2,021)
Benefit from (provision for) income taxes (6,859) 1,339 26,575
Minority interest, net of tax (6,369) (275) 144

Net income (loss) $ 39,482 $ (92,153) $ 24,698

Net income (loss) per share:
Basic $ 0.28 $ (0.69) $ 0.20
Diluted $ 0.25 $ (0.69) $ 0.17

Shares used in per-share calculation:
Basic 140,809 133,188 124,580
Diluted 179,271 133,188 134,130

The accompanying notes are an integral part of these consolidated financial statements.
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CYPRESS SEMICONDUCTOR CORPORATION
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Common Stock Additional
Paid-In
Capital

Deferred
Stock-Based

Compensation
Treasury

Stock

Accumulated
Other

Comprehensive
Income (Loss)

Accumulated
Deficit

Total
Stockholders’

EquityShares Amount

(In thousands)
Balances at December 28, 2003 120,483 $ 1,391 $ 1,115,684 $ (5,950) $ (282,607) $ 1,393 $ (260,723) $ 569,188
Comprehensive income:
Net income — — — — — — 24,698 24,698
Net unrealized loss on available-for-sale investments, net of tax — — — — — (828) — (828)
Net unrealized loss on derivatives, net of tax — — — — — (2,689) — (2,689)

Total comprehensive income — — — — — — — 21,181

Issuance of common stock and re-issuance of treasury shares in
relation to acquisitions 3,192 31 33,645 — 877 — (415) 34,138

Issuance of common stock and re-issuance of treasury shares under
employee stock plans 4,958 — 2,556 — 101,825 — (69,872) 34,509

Retirement of shares in relation to acquisition (140) (1) (2,741) — — — — (2,742)
Stock-based compensation — — (1,667) 3,961 — — — 2,294
Premiums received on extension of equity option contracts — — 1,790 — — — — 1,790

Balances at January 2, 2005 128,493 1,421 1,149,267 (1,989) (179,905) (2,124) (306,312) 660,358
Comprehensive loss:
Net loss — — — — — — (92,153) (92,153)
Net unrealized gain on available-for-sale investments, net of tax — — — — — 255 — 255
Net unrealized gain on derivatives, net of tax — — — — — 2,633 — 2,633

Total comprehensive loss — — — — — — — (89,265)

Issuance of common stock and re-issuance of treasury shares in
relation to acquisitions 408 3 3,000 — 1,873 — (207) 4,669

Issuance of common stock and re-issuance of treasury shares under
employee stock plans 8,135 — 2,299 — 120,231 — (56,893) 65,637

Gain from SunPower initial public offering — — 107,724 — — — — 107,724
Issuance of stock options in relation to acquisition — — 3,152 (779) — — — 2,373
Stock-based compensation — — 3,204 2,377 — — — 5,581
Premiums received on extension of equity option contracts — — 58 — — — — 58

Balances at January 1, 2006 137,036 1,424 1,268,704 (391) (57,801) 764 (455,565) 757,135
Comprehensive income:
Net income — — — — — — 39,482 39,482
Net unrealized gain on available-for-sale investments, net of tax — — — — — 758 — 758
Net unrealized loss on derivatives, net of tax — — — — — (2,815) — (2,815)

Total comprehensive income — — — — — — — 37,425

Issuance of common stock and re-issuance of treasury shares under
employee stock plans 7,753 26 30,466 — 55,263 — (5,137) 80,618

Conversion of convertible subordinated notes 55 1 700 — — — — 701
Stock-based compensation, including amounts capitalized in

inventories — — 50,331 — — — — 50,331
Reclassification of deferred stock-based compensation — — (391) 391 — — — —
Gain from SunPower follow-on public offering, net of change in

interest related to minority shareholders — — 118,632 — — — — 118,632
Premiums received on extension of equity option contracts — — 717 — — — — 717

Balances at December 31, 2006 144,844 $ 1,451 $ 1,469,159 $ — $ (2,538) $ (1,293) $ (421,220) $ 1,045,559

The accompanying notes are an integral part of these consolidated financial statements.
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CYPRESS SEMICONDUCTOR CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)
Cash flow from operating activities:

Net income (loss) $ 39,482 $ (92,153) $ 24,698
Adjustments to reconcile net income (loss) to net cash generated from operating

activities:
Depreciation and amortization 128,476 145,783 173,038
Stock-based compensation, excluding amounts capitalized in inventories 47,452 5,581 2,294
In-process research and development charges — 12,300 15,600
Gain on divestitures (14,730) — —
Gain on investments in equity securities (10,027) — —
Impairment of investments and write-off of notes receivable 7,129 826 1,123
Loss on sale/retirement of property and equipment, net 2,005 1,686 1,259
Employee stock purchase assistance plan (“SPAP”) interest (1,153) (1,892) (2,013)
Decrease in allowance for uncollectible accounts related to SPAP — — (7,752)
Non-cash restructuring charges (credits) 489 10,482 (407)
Stock received for manufacturing services — — (5,000)
Deferred income taxes and other tax liabilities (815) (7,312) (32,128)
Minority interest 6,369 275 (144)

Changes in assets and liabilities, net of effects of acquisitions:
Accounts receivable, net (11,983) (43,017) 24,775
Inventories, net (47,439) 27,534 (23,192)
Other assets (88,884) 6,919 (4,306)
Accounts payable and other accrued liabilities 50,735 18,862 (14,685)
Deferred income 15,513 (4,021) 5,133
Income taxes payable 4,641 (835) (584)

Net cash flow generated from operating activities 127,260 81,018 157,709

Cash flow from investing activities:
Purchases of available-for-sale investments (141,257) (87,654) (117,668)
Proceeds from sale of NetLogic Microsystems common stock 58,852 — —
Proceeds from sales or maturities of other available-for-sale investments 93,864 157,238 104,465
Cash paid for other investments (11,551) (4,000) (884)
Acquisition of property, plant and equipment (221,160) (146,460) (132,280)
Cash used for acquisitions, net of cash acquired — (48,060) (89,931)
Proceeds from divestitures 8,000 — —
Proceeds from collection of SPAP loan 14,475 1,748 28,437
Proceeds from sales of property and equipment 1,602 534 35
Issuance of note receivable by SunPower (10,000) — —

Net cash flow used for investing activities (207,175) (126,654) (207,826)

Cash flow from financing activities:
Proceeds from borrowings — — 4,000
Repayment of borrowings (6,221) (11,070) (7,144)
Retirement and conversion of convertible subordinated notes (300) (1) (68,443)
Issuance of common shares and re-issuance of treasury shares under

employee stock plans 80,618 65,637 34,509
Proceeds from SunPower public offerings, net 197,431 145,599 —
Premiums received for extension of equity option contracts 717 58 1,790

Net cash flow generated from (used for) financing activities 272,245 200,223 (35,288)

Net increase (decrease) in cash and cash equivalents 192,330 154,587 (85,405)
Cash and cash equivalents, beginning of year 221,206 66,619 152,024

Cash and cash equivalents, end of year $ 413,536 $ 221,206 $ 66,619

Supplemental disclosures:
Cash paid during the year for:

Interest $ 9,265 $ 8,227 $ 12,580
Income taxes $ 2,256 $ 1,716 $ 2,645

Non-cash items:
Common stock issued for acquisitions $ — $ 4,669 $ 34,138
Capital stock received from divestitures $ 64,937 $ — $ —
Stock received for manufacturing services $ — $ — $ 5,000

The accompanying notes are an integral part of these consolidated financial statements.
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CYPRESS SEMICONDUCTOR CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business

Cypress Semiconductor Corporation (“Cypress” or the “Company”) designs, develops, manufactures and
markets high-performance, mixed-signal, programmable solutions that provide customers with rapid
time-to-market and system value. The Company’s offerings include programmable system-on-chip products,
universal serial bus controllers, general-purpose programmable clocks and memories. The Company also offers
wired and wireless connectivity solutions that enhance connectivity and performance in multimedia handsets.
The Company serves numerous markets including consumer, computation, data communications, automotive,
industrial and, through its majority-owned subsidiary SunPower Corporation (“SunPower”), solar power.

The Company’s operations outside of the U.S. include its manufacturing facilities, assembly and test plants
and regional headquarters in the Philippines, and sales offices and design centers located in various parts of the
world.

Financial Statement Preparation

The consolidated financial statements are prepared in accordance with accounting principles generally
accepted in the United States and include the accounts of Cypress and all of its subsidiaries, including SunPower.
Inter-company transactions and balances have been eliminated in consolidation. Certain prior-year amounts have
been reclassified to conform to current-year presentation.

Fiscal Years

The Company’s fiscal year ends on the Sunday closest to December 31. Fiscal 2006 ended on December 31,
2006 and included 52 weeks. Fiscal 2005 ended on January 1, 2006 and included 52 weeks. Fiscal 2004 ended on
January 2, 2005 and included 53 weeks.

Management Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect the amounts
reported in the consolidated financial statements and accompanying notes. Significant estimates in these
consolidated financial statements primarily include inventory write-downs, reserves for deferred income,
reserves for price adjustment on sales to distributors, sales return reserves, valuation of goodwill and intangible
assets, restructuring charges, allowances for doubtful accounts, allowance for uncollectible loans under the
shareholder-approved 2001 employee stock purchase assistance plan, certain accrued liabilities, income taxes and
tax valuation allowances. Actual results could differ from those estimates.

Fair Value of Financial Instruments

For certain of the Company’s financial instruments, including cash and cash equivalents, accounts
receivable, accounts payable and other current liabilities, the carrying amounts approximate their fair value due
to the relatively short maturity of these items. Investments in available-for-sale securities and foreign currency
derivative financial instruments are carried at fair value based on quoted market prices or estimated based on
quoted market prices for financial instruments with similar characteristics.

Cash and Cash Equivalents

Highly liquid investments with original or remaining maturities of ninety days or less at the date of purchase
are considered cash equivalents.
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Investments

All of the Company’s investments in debt securities and equity securities in publicly-traded companies are
classified as available-for-sale. Available-for-sale securities with maturities greater than twelve months are
classified as short term when they are intended for use in current operations. Investments in available-for-sale
securities are reported at fair value with unrealized gains (losses), net of tax, as a component of accumulated
other comprehensive income (loss). The Company also has other equity investments in privately-held companies.
These investments are included in “Other assets” in the Consolidated Balance Sheets and are generally carried at
cost.

The Company monitors its investments for impairment periodically and records appropriate reductions in
carrying values when the declines are determined to be other-than-temporary.

Inventories

Inventories are stated at the lower of standard cost (which approximates actual cost on a first-in, first-out
basis) or market. Market is based on estimated net realizable value. The Company establishes lower of cost or
market reserves, aged inventory reserves and obsolescence reserves. Inventory reserves are generally recorded
when the inventory for a device exceeds demand for that device or when slow-moving parts have not been sold
for more than a certain period. Inventory reserves are not relieved until the related inventory has been sold or
scrapped.

Goodwill and Intangible Assets

In accordance with Statement of Financial Accounting Standards (“SFAS”) No. 142, “Goodwill and Other
Intangible Assets,” goodwill and intangible assets with indefinite lives are not amortized but are tested for
impairment on an annual basis or whenever events or changes in circumstances indicate that the carrying amount
of these assets may not be recoverable. Purchased intangible assets with finite useful lives are amortized using
the straight-line method over their estimated useful lives and are reviewed for impairment in accordance with
SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.”

Property, Plant and Equipment

Property, plant and equipment are stated at cost, less accumulated depreciation. Depreciation is computed
for financial reporting purposes using the straight-line method over the estimated useful lives of the assets.
Leasehold improvements and leasehold interests are amortized over the shorter of the estimated useful lives of
the assets or the remaining term of the lease. Estimated useful lives are as follows:

Equipment 2 to 7 years
Buildings and leasehold improvements 5 to 20 years
Furniture and fixtures 3 to 7 years

Long-Lived Assets

The Company evaluates its long-lived assets, including property, plant and equipment and intangible assets
with finite lives, for impairment whenever events or changes in circumstances indicate that the carrying value of
such assets may not be recoverable in accordance with SFAS No. 144. Factors considered important that could
result in an impairment review include significant underperformance relative to expected historical or projected
future operating results, significant changes in the manner of use of acquired assets, significant negative industry
or economic trends, and a significant decline in the Company’s stock price for a sustained period of time.
Impairment is recognized based on the difference between the fair value of the asset and its carrying value. Fair
value is generally measured based on either quoted market prices, if available, or discounted cash flow analyses.
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Revenue Recognition

The Company generates revenue by selling products to distributors, various types of manufacturers
including original equipment manufacturers (“OEMs”), electronic manufacturing service providers (“EMSs”)
and, in the case of SunPower, system integrators. The Company recognizes revenue on sales to OEMs, EMSs and
system integrators upon shipment provided that persuasive evidence of an arrangement exists, the price is fixed
or determinable, title has transferred, collection of resulting receivables is reasonably assured, there are no
customer acceptance requirements, and there are no remaining significant obligations.

Sales to certain distributors are made under agreements which provide the distributors with price protection,
other allowances and stock rotation under certain circumstances. Given the uncertainties associated with the
rights given to these distributors, revenue and costs relating to distributor sales are deferred until products are
sold by the distributors to the end customers. Revenue recognition is based upon receiving notification from the
distributors that products have been sold to the end customers. Reported information includes product resale
price, quantity and end customer shipment information as well as inventory on hand. Reported distributor
inventory on hand is reconciled to deferred income balances. At the time of shipment to distributors, the
Company records a trade receivable for the selling price since there is a legally enforceable right to receive
payment, relieves inventory for the value of goods shipped since legal title has passed to the distributors, and
defers the related margin as deferred income on sales to distributors in the Consolidated Balance Sheets. The
effects of distributor price adjustments are recorded as a reduction to deferred income at the time the distributors
sell the products to the end customers.

The Company records as a reduction to revenue reserves for sales returns, price protection and allowances,
based upon historical experience rates and for any specific known customer amounts. The Company also
provides certain distributors and EMSs with volume-pricing discounts, such as rebates and incentives, which are
recorded as a reduction to revenue at the time of sale. These volume discounts have not been significant
historically.

Shipping and Handling Costs

The Company records costs related to shipping and handling in cost of revenues.

Advertising Costs

Advertising costs consist of development and placement costs of the Company’s advertising campaigns and
are charged to expense when incurred. Advertising expense was approximately $6.8 million, $6.3 million and
$4.4 million for fiscal 2006, 2005 and 2004, respectively.

Foreign Currency Translation

The Company uses the U.S. dollar as its functional currency for all of its foreign entities. Accordingly,
assets and liabilities of these entities are remeasured into the U.S. dollar using exchange rates in effect at the end
of the period, except for non-monetary assets and liabilities, such as property, plant and equipment, which are
remeasured using historical exchange rates. Revenues and expenses are remeasured using average exchange rates
in effect for the period, except for items related to assets and liabilities, such as depreciation, that are remeasured
using historical exchange rates. The resulting gains (losses) from foreign currency remeasurement are included in
“Other income (expense), net” in the Consolidated Statements of Operations.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk are primarily
cash equivalents, debt investments and trade accounts receivable. The Company’s investment policy requires
cash investments to be placed with high-credit quality institutions and to limit the amount of credit risk from any
one issuer.
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The Company performs ongoing credit evaluations of its customers’ financial condition whenever deemed
necessary and generally does not require collateral. The Company maintains an allowance for doubtful accounts
based upon the expected collectibility of all accounts receivable. Two customers of SunPower each accounted for
approximately 10% of total accounts receivable as of December 31, 2006. A customer of Cypress accounted for
approximately 11% of total accounts receivable as of January 1, 2006.

Income Taxes

The provision for income taxes is determined using the asset and liability approach of accounting for
income taxes. Under this approach, deferred taxes represent the future tax consequences expected to occur when
the reported amounts of assets and liabilities are recovered or paid. The provision for income taxes represents
income taxes paid or payable for the current year plus the change in deferred taxes during the year. Deferred
taxes result from differences between the financial and tax basis of the Company’s assets and liabilities and are
adjusted for changes in tax rates and tax laws when changes are enacted. Valuation allowances are recorded to
reduce deferred tax assets when management cannot conclude that it is more likely than not that a tax benefit will
be realized.

The calculation of tax liabilities involves dealing with uncertainties in the application of complex global tax
regulations. The Company recognizes potential liabilities for anticipated tax audit issues in the U.S. and other tax
jurisdictions based on its estimate of whether, and the extent to which, additional taxes will be due. If payment of
these amounts ultimately proves to be unnecessary, the reversal of the liabilities would result in tax benefits
being recognized in the period when the Company determines the liabilities are no longer necessary. If the
estimate of tax liabilities proves to be less than the ultimate assessment, a further charge to expense would result.

Recent Accounting Pronouncements

In February 2007, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 159, “The Fair
Value Option for Financial Assets and Financial Liabilities,” which permits entities to choose to measure eligible
financial instruments and certain other items at fair value that are not currently required to be measured at fair
value. Unrealized gains and losses on items for which the fair value option has been elected are reported in
earnings at each subsequent reporting date. SFAS No. 159 is effective for fiscal years beginning after
November 15, 2007. The Company will adopt this pronouncement in the first quarter of fiscal 2008 and is
currently evaluating the impact of this pronouncement on its consolidated results of operations and financial
condition.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” which clarifies the
definition of fair value, establishes guidelines for measuring fair value, and expands disclosures regarding fair
value measurements. SFAS No. 157 does not require any new fair value measurements and eliminates
inconsistencies in guidance found in various prior accounting pronouncements. SFAS No. 157 is effective for
financial statements issued for fiscal years beginning after November 15, 2007. The Company will adopt this
pronouncement in the first quarter of fiscal 2008 and is currently evaluating the impact of SFAS No. 157 on its
consolidated results of operations and financial condition.

In September 2006, the Securities and Exchange Commission issued Staff Accounting Bulletin (“SAB”)
No. 108, which provides guidance on the process of quantifying financial statement misstatements. SAB No. 108
states that entities must quantify the impact of correcting all misstatements, including both carryover and
reversing effects of prior-year misstatements, on the entity’s current-year consolidated financial statements. SAB
No. 108 prescribes two approaches to assessing the materiality of misstatements: the “rollover” approach, which
quantifies misstatements based on the amount of error originating in the current-year income statement, and the
“iron curtain” approach, which quantifies misstatements based on the effects of correcting the cumulative effect
existing in the balance sheet at the end of the current year. If under either approach, misstatements are deemed
material, the entity is required to adjust its financial statements, including correcting prior-year financial
statements, even though such correction was and continues to be immaterial to the prior-year financial
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statements. Correcting prior-year financial statements for immaterial errors would not require the entity to amend
previously filed reports; rather, such corrections may be made the next time the entity files its comparative prior-
period statements. SAB No. 108 is effective for fiscal years ending after November 15, 2006. The adoption of
SAB No. 108 in the fourth quarter of fiscal 2006 did not have a material impact on the Company’s consolidated
results of operations and financial condition.

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension
and Other Postretirement Plans—An Amendment of FASB Statements No. 87, 88, 106, and 132R,” which
requires that the funded status of defined benefit postretirement plans be recognized on the company’s balance
sheet, and changes in the funded status be reflected in comprehensive income, effective fiscal years ending after
December 15, 2006. The adoption of SFAS No. 158 did not have a material impact on the Company’s
consolidated results of operations and financial condition.

In June 2006, the FASB ratified the provisions of Emerging Issues Task Force (“EITF”) Issue No. 06-2,
“Accounting for Sabbatical Leave and Other Similar Benefits Pursuant to FASB Statement No. 43, Accounting
for Compensated Absences,” which requires that compensation expense associated with a sabbatical leave, or
other similar benefit arrangement, be accrued over the requisite service period during which an employee earns
the benefit. EITF Issue No. 06-2 is effective for fiscal years beginning after December 15, 2006 and should be
recognized as either a change in accounting principle through a cumulative-effect adjustment to retained earnings
as of the beginning of the year of adoption or a change in accounting principle through retrospective application
to all prior periods. The Company will adopt this pronouncement in the first quarter of fiscal 2007 and expects
the impact of the adoption will be a charge of approximately $3.0 million to retained earnings, although there can
be no assurance of this.

In June 2006, the FASB issued Interpretation 48, “Accounting for Uncertainty in Income Taxes—an
interpretation of FASB Statement No. 109,” which clarifies the accounting for uncertainty in income taxes
recognized in an enterprise’s financial statements in accordance with SFAS No. 109, “Accounting for Income
Taxes.” This Interpretation prescribes a comprehensive model for how a company should recognize, measure,
present, and disclose in its financial statements uncertain tax positions that the company has taken or expects to
take on a tax return (including a decision whether to file or not to file a return in a particular jurisdiction). This
standard is effective for fiscal years beginning after December 15, 2006. The Company will adopt this standard in
the first quarter of fiscal 2007 and is currently evaluating the impact of this provision on its consolidated results
of operations and financial condition.

NOTE 2. RELATIONSHIP WITH SUNPOWER

Cypress’ Ownership in SunPower

As of December 31, 2006 and January 1, 2006, Cypress held 52.0 million shares of SunPower class B
common stock. The following table summarizes Cypress’s ownership in SunPower:

As of

December 31,
2006

January 1,
2006

As a percentage of SunPower’s total outstanding shares of capital stock 75% 85%
As a percentage of SunPower’s total outstanding shares of capital stock on a fully

diluted basis 70% 77%
As a percentage of the total voting power of SunPower’s outstanding shares of

capital stock 96% 98%

Based on the quoted market prices, the fair value of Cypress’s ownership interest in SunPower was
approximately $1.9 billion and $1.8 billion as of December 31, 2006 and January 1, 2006, respectively. As the
Company’s financial statements are presented on a consolidated basis, the fair value of Cypress’s ownership
interest in SunPower is not recorded as an asset in the Consolidated Balance Sheets.
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In conjunction with SunPower’s acquisition of PowerLight Corporation (“PowerLight”) (see Note 3),
Cypress has entered into an agreement with PowerLight in which Cypress has agreed not to solicit to sell, make
any agreement to sell, or make any demand registration rights for any of its 52.0 million SunPower class B
common shares until the earlier of (1) June 30, 2007 and (2) 60 days after the date on which the Registration
Statement on Form S-3 is filed with the Securities and Exchange Commission in connection with the resale of
SunPower class A common stock issued in the PowerLight acquisition.

In addition, in conjunction with the issuance of SunPower’s senior convertible debentures (see Note 22),
Cypress has entered into an agreement with SunPower’s underwriters in which Cypress has agreed not to solicit
to sell, make any agreement to sell, or make any demand registration rights for any of its 52.0 million SunPower
class B common shares for a period up to 60 days beginning February 2, 2007.

Capital Structure of SunPower:

Currently, SunPower has two classes of authorized common stock: class A common stock and class B
common stock. Only Cypress, its successors in interest and its subsidiaries may hold shares of SunPower class B
common stock unless Cypress distributes the shares to its stockholders in a tax-free distribution.

Dividend Rights:

Subject to preferences that may apply to shares of preferred stock outstanding at the time, the holders of
outstanding shares of SunPower class A common stock and class B common stock are entitled to receive
dividends out of assets legally available at the times and in the amounts that SunPower’s board of directors may
determine from time to time.

Conversion Rights:

Prior to a distribution by Cypress of its shares of SunPower class B common stock to its stockholders in
connection with a tax-free distribution, shares of SunPower class B common stock will automatically convert
into shares of class A common stock if such shares of class B common stock are transferred to a person other
than Cypress, a successor in interest to Cypress or one of Cypress’ subsidiaries. Cypress, its successors in interest
and its subsidiaries may also convert shares of SunPower class B common stock held by them into class A
common stock at any time. All conversions of SunPower class B common stock to class A common stock will be
effected on a one-for-one basis. Shares of SunPower class A common stock are not convertible into shares of
class B common stock.

At such time, if at all, as Cypress, its successors in interest and its subsidiaries collectively own less than
40% of the shares of all classes of SunPower common stock then outstanding and if Cypress has not effected a
tax-free distribution of SunPower class B common stock to its stockholders prior to such time, each outstanding
share of SunPower class B common stock will automatically convert into one share of SunPower class A
common stock on a one-for-one basis.

Voting Rights:

The holders of class A common stock and class B common stock have similar rights except that holders of
class A common stock are entitled to one vote per share while holders of class B common stock are entitled to
eight votes per share on all matters to be voted on by SunPower’s stockholders. Holders of shares of SunPower’s
capital stock are not entitled to cumulate their votes in the election of directors to SunPower’s board of directors.
Generally, all matters to be voted on by stockholders must be approved by a majority of the votes entitled to be
cast at a meeting by all shares of class A common stock and class B common stock present in person or
represented by proxy, voting together as a single class, subject to any voting rights granted to holders of any
preferred stock. Except as otherwise provided by law, and subject to any voting rights granted to holders of any
outstanding preferred stock, amendments to SunPower’s certificate of incorporation generally must be approved
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by at least a majority of the combined voting power of all SunPower’s class A common stock and class B
common stock, voting together as a single class. However, holders of SunPower class A common stock shall not
be eligible to vote on any alteration or change in the powers, preferences, or special rights of the class B common
stock that would not adversely affect the rights of the class A common stock.

No Preemptive or Redemption Rights:

SunPower class A common stock and class B common stock are not entitled to preemptive rights and are
not subject to redemption or sinking fund provisions.

Right to Receive Liquidation Distributions:

Upon SunPower’s liquidation, dissolution or winding-up, the holders of SunPower class A common stock
and class B common stock are entitled to share equally in all of SunPower’s assets remaining after payment of all
liabilities and the liquidation preferences of any outstanding preferred stock.

Preferred Stock:

SunPower’s board of directors may authorize the issuance of preferred stock with voting or conversion
rights that could harm the voting power or other rights of the holders of SunPower class A common stock and
class B common stock. The issuance of preferred stock could, among other things, have the effect of delaying,
deferring or preventing a change in control of SunPower and might harm the market price of its common stock
and the voting and other rights of the holders of common stock. SunPower has no current plans to issue any
shares of preferred stock.

SunPower Follow-On Public Offering

During the second quarter of fiscal 2006, SunPower completed a follow-on public offering of 7.0 million
shares of its class A common stock at a per-share price of $29.50 and received total proceeds, net of transaction
costs, of approximately $197.4 million. Cypress recognized a gain of $126.4 million in connection with this
change of interest transaction, which was recorded in “Additional paid-in capital” in the Consolidated Balance
Sheet. Cypress did not sell any of its SunPower shares in this transaction.

SunPower Initial Public Offering (“IPO”)

During the fourth quarter of fiscal 2005, SunPower completed the IPO of 8.8 million shares of its class A
common stock, resulting in total proceeds of $145.6 million, net of transaction costs. In connection with the IPO,
Cypress recorded a gain of approximately $107.7 million and included it in “Additional paid-in-capital” in the
Consolidated Balance Sheet.

Upon completion of the IPO, Cypress owned a total of 52.0 million shares of class B common stock
resulting from the following transactions:

(In thousands)

Conversion of 29.6 million shares of class A common stock prior to the IPO 29,575
Conversion of 12.9 million shares of series one convertible preferred stock upon the completion of the

IPO 6,458
Conversion of 32.0 million shares of series two convertible preferred stock upon the completion of the

IPO 16,000

Total shares of class B common stock 52,033
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Agreements Between Cypress and SunPower:

In connection with the IPO, Cypress entered into a master separation agreement containing the framework
with respect to SunPower’s separation from Cypress. The master separation agreement provides for the execution
of various ancillary agreements that further specify the terms of the separation. Both the master separation
agreement and the various ancillary agreements became effective upon the completion of the IPO.

Lease Agreement:

SunPower has entered into an agreement with Cypress that relates to SunPower’s manufacturing facility in
the Philippines. The lease term runs through July 2021. Under the lease, SunPower would pay Cypress at a rate
equal to the cost to Cypress for that facility until the earlier of 10 years or a change in control of SunPower
occurs, which includes such time as Cypress ceases to own at least a majority of the aggregate number of shares
of all classes of SunPower capital stock. Thereafter, SunPower will pay market rate rent for the facility.
SunPower will have the right to purchase the facility from Cypress at any time at Cypress’ original purchase
price plus interest computed on a variable index starting on the date of purchase by Cypress until the sale to
SunPower, unless such purchase option is exercised after a change of control of SunPower, then the purchase
price shall be at a market rate, as reasonably determined by Cypress. The lease agreement also contains certain
indemnification and exculpation provisions by SunPower for the benefit of Cypress as lessor.

Wafer Manufacturing Agreement:

SunPower has entered into an agreement with Cypress to continue to make infrared and imaging detector
products for SunPower at prices consistent with Cypress’ transfer pricing, which is equal to the forecasted cost to
Cypress to manufacture the wafers, for the three years following SunPower’s IPO or until a change in control of
SunPower occurs, which includes until such time as Cypress ceases to own at least a majority of the aggregate
number of shares of all classes of SunPower capital stock, after which a new supply agreement may be negotiated
or SunPower and Cypress will negotiate a reasonable winding-up procedure. In addition, SunPower may use
other Cypress facilities for development work on a cost-per-activity basis.

SunPower will indemnify Cypress for any liabilities that arise only to the extent that they are based on
claims of infringement based on SunPower’s design specifications that SunPower submits to Cypress for the
manufacture of SunPower’s products. Cypress will indemnify SunPower for liabilities that arise only to the
extent that they are based on claims that the manufacturing, assembling, product testing or packaging process that
Cypress uses for SunPower’s products infringes or violates upon the intellectual property rights of third parties or
Cypress’ unauthorized use of SunPower’s design specifications or proprietary information.

Master Transition Services Agreement:

SunPower has entered into a master transition services agreement which would govern the provisions of
services to SunPower by Cypress, such as: financial services; human resources; legal matters; training programs;
and information technology.

For a period of three years following SunPower’s IPO or earlier if a change of control of SunPower occurs,
Cypress would provide these services and SunPower would pay Cypress for services provided to SunPower, at
Cypress’ cost (which, for purposes of the master transition services agreement, will mean an appropriate
allocation of Cypress’ full salary and benefits costs associated with such individuals as well as any out-of-pocket
expenses that Cypress incurs in connection with providing SunPower with those services) or at the rate
negotiated with Cypress. Cypress will have the ability to deny requests for services under this agreement if,
among other things, the provisions of such services creates a conflict of interest, causes an adverse consequence
to Cypress, requires Cypress to retain additional employees or other resources or the provision of such services
become impracticable as a result or cause outside of the control of Cypress. In addition, Cypress will incur no
liability in connection with the provision of these services. The master transition services agreement also contains
certain indemnification provisions by SunPower for the benefit of Cypress.
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Employee Matters Agreement:

SunPower entered into an employee matters agreement with Cypress to allocate assets, liabilities and
responsibilities relating to its current and former U.S. and international employees and its participation in the
employee benefits plans that Cypress currently sponsors and maintains.

SunPower’s eligible employees generally will be able to participate in Cypress’ benefit plans, as they may
change from time to time. SunPower will be responsible for all liabilities incurred with respect to the Cypress
plans by SunPower as a participating company in such plans. SunPower intends to have its own benefit plans
established by the time its employees no longer are eligible to participate in Cypress’ benefit plans. Once
SunPower has established its own benefit plans, SunPower will have the ability to modify or terminate each plan
in accordance with the terms of those plans and its policies.

All of SunPower’s eligible employees will be able to continue to participate in Cypress’ health plans, life
insurance and other benefit plans as they may change from time to time, until the earliest of (1) a change of
control of SunPower occurs, which includes such time as Cypress ceases to own at least a majority of the
aggregate number of shares of all classes of SunPower capital stock, (2) such time as SunPower’s status as a
participating company under the Cypress plans is not permitted by a Cypress plan or by applicable law, (3) such
time as Cypress determines in its reasonable judgment that its status as a participating company under the
Cypress plans has or will adversely affect Cypress, or its employees, directors, officers, agents, affiliates or its
representatives, or (4) such earlier date as SunPower and Cypress mutually agree. However, to avoid redundant
benefits, SunPower’s employees will generally be precluded from participating in Cypress’ stock option plans
and stock purchase plans.

Indemnification and Insurance Matters Agreement:

SunPower will indemnify Cypress and its affiliates, agents, successors and assigns from all liabilities arising
from environmental conditions: existing on, under, about or in the vicinity of any of SunPower’s facilities, or
arising out of operations occurring at any of SunPower’s facilities, including its California facilities, whether
prior to or after the separation; existing on, under, about or in the vicinity of the Philippines facility which
SunPower occupies, or arising out of operations occurring at such facility, whether prior to or after the
separation, to the extent that those liabilities were caused by SunPower; arising out of hazardous materials found
on, under or about any landfill, waste, storage, transfer or recycling site and resulting from hazardous materials
stored, treated, recycled, disposed or otherwise handled by any of SunPower’s operations or SunPower’s
California and Philippines facilities prior to the separation; and arising out of the construction activity conducted
by or on behalf of SunPower at Cypress’ Texas facility.

The indemnification and insurance matters agreement and the master transition services agreement also
contains provisions governing SunPower’s insurance coverage, which shall be under the Cypress insurance
policies (other than SunPower’s directors and officers insurance, for which SunPower obtains its own separate
policy) until the earliest of (1) a change of control of SunPower occurs, which includes such time as Cypress
ceases to own at least a majority of the aggregate number of shares of all classes of SunPower capital stock,
(2) the date on which Cypress’ insurance carriers do not permit SunPower to remain on Cypress policies, (3) the
date on which Cypress’ cost of insurance under any particular insurance policy increases, directly or indirectly,
due to SunPower’s inclusion or participation in such policy, (4) the date on which SunPower’s coverage under
the Cypress policies causes a real or potential conflict of interest or hardship for Cypress, as determined solely by
Cypress or (5) the date on which Cypress and SunPower mutually agree to terminate this arrangement. Prior to
that time, Cypress will maintain insurance policies on SunPower’s behalf, and SunPower shall reimburse Cypress
for expenses related to insurance coverage during this period.
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Tax Sharing Agreement:

SunPower has entered into a tax sharing agreement with Cypress providing for each of the party’s
obligations concerning various tax liabilities. The tax sharing agreement is structured such that Cypress will pay
all federal, state, local and foreign taxes that are calculated on a consolidated or combined basis (while SunPower
is a member of Cypress’ consolidated or combined group pursuant to federal, state, local and foreign tax law).
SunPower’s portion of such tax liability or benefit will be determined based upon SunPower’s separate return tax
liability as defined under the tax sharing agreement. Such liability or benefit will be based on a pro forma
calculation as if SunPower were filing a separate income tax return in each jurisdiction, rather than on a
combined or consolidated basis with Cypress subject to adjustments as set forth in the tax sharing agreement.

After the date SunPower ceases to be a member of Cypress’ consolidated, combined or unitary group for
federal or state income tax purposes, as and to the extent that SunPower becomes entitled to utilize on
SunPower’s separate tax returns portions of those credit or loss carryforwards existing as of such date, SunPower
will distribute to Cypress the tax effect, estimated to be 40%, of the amount of such tax loss carryforwards so
utilized, and the amount of any credit carryforwards so utilized. SunPower will distribute these amounts to
Cypress in cash or in SunPower’s shares, at SunPower’s option. Any payments to Cypress under the tax sharing
agreement will be accounted for as an equity transaction with Cypress.

Upon completion of SunPower’s follow-on public offering of common stock in June 2006, SunPower is no
longer considered to be a member of Cypress’ consolidated group for federal income tax purposes. Accordingly,
SunPower will be subject to the obligations payable to Cypress for any federal income tax credit or loss
carryforwards generated prior to de-consolidation utilized in its federal tax returns in subsequent periods, as
explained in the preceding paragraph.

SunPower will continue to be jointly and severally liable for tax liability as governed under federal, state
and local law as a member of the Cypress consolidated or combined group. Accordingly, although the tax sharing
agreement allocates tax liabilities between Cypress and all its consolidated subsidiaries, for any period in which
SunPower is included in Cypress’ consolidated group, SunPower could be liable in the event that any federal tax
liability was incurred, but not discharged, by any other member of the group.

The tax sharing agreement further provides for cooperation with respect to tax matters, the exchange of
information and the retention of records which may affect the income tax liability of either party. Disputes
arising between Cypress and SunPower relating to matters covered by the tax sharing agreement are subject to
resolution through specific dispute resolution provisions contained in the agreement.

Investor Rights Agreement:

SunPower has entered into an investor rights agreement with Cypress providing for specified (1) registration
and other rights relating to shares of SunPower common stock, (2) information and inspection rights,
(3) coordination of auditing practices and (4) approval rights with respect to certain transactions.

Transactions Prior to IPO

2002 Acquisition:

On May 30, 2002, Cypress acquired 12.1 million shares of SunPower series one convertible preferred stock
in exchange for $8.3 million in cash. In addition, Cypress received 0.8 million shares of SunPower series one
convertible preferred stock upon conversion of the promissory notes and accrued interest totaling $0.5 million.
The acquisition resulted in goodwill of approximately $2.9 million. As a result of this transaction, Cypress
became a majority shareholder of SunPower.
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2004 Acquisition:

On November 9, 2004, Cypress completed the acquisition of all of the outstanding minority equity interest
of SunPower, effectively giving Cypress at that time 100% ownership of all of SunPower’s then outstanding
shares of capital stock, but leaving SunPower’s outstanding options and warrants to purchase SunPower common
stock outstanding. Except for Cypress, all of SunPower’s preferred holders, including Cypress’ chief executive
officer, converted their shares into SunPower common stock. Pursuant to the terms of the acquisition, each
outstanding share of SunPower common stock was exchanged for 0.34 share of Cypress common stock. The
exchange resulted in the issuance of approximately 2.5 million shares of Cypress common stock valued at $24.7
million. The value was derived using an average closing price of Cypress common stock of $9.71.

As a result of the acquisition, Cypress’ chief executive officer converted his ownership of 1.4 million shares
of SunPower series one convertible preferred stock into 0.7 million shares of SunPower common stock, which
were then exchanged for approximately 0.2 million shares of Cypress common stock. Cypress continued to hold
12.9 million shares of SunPower series one convertible preferred stock.

The following table summarizes the purchase consideration:

(In thousands)

Value of common stock issued $ 24,662
Acquisition costs 550
Less: conversion of SunPower’s debt to equity (2,025)

Total purchase consideration $ 23,187

The allocation of the purchase consideration was as follows:

(In thousands)

Acquired identifiable intangible assets:
Purchased technology $ 17,310
Patents 3,811
Trademarks 1,603
Distribution agreement 427
Other 36

Total purchase consideration $ 23,187

Acquired Identifiable Intangible Assets:

The fair value attributed to purchased technology was determined using the income approach method, which
was based on a discounted forecast of the estimated net future cash flows to be generated from the technology
using discount rates of 20% and 27%. The fair value of purchased technology is being amortized over 3 to 6
years on a straight-line basis.

The fair value of patents was determined using the royalty savings approach method, which calculated the
present value of the royalty savings related to the intangible assets using a royalty rate of 4% and a discount rate
of 27%. The fair value of patents is being amortized over 6 years on a straight-line basis.

The fair value of trademarks was determined using the royalty savings approach method with a royalty rate
of 0.5% and a discount rate of 27%. The fair value of trademarks is being amortized over 6 years on a straight-
line basis.

The fair value attributed to distribution agreement was determined using the income approach method with
a discount rate of 25%. The fair value of the distribution agreement was amortized over 2 years on a straight-line
basis.
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In-Process Research and Development:

No in-process research and development projects existed as of the acquisition date. The A-300 solar cell
project was considered purchased technology because the technology had been validated, and the manufacturing
process was completed to ramp up volume production in fiscal 2005.

Pro Forma Financial Information:

Pro forma results of operations have not been presented because the historical results of operations of
SunPower have been consolidated into Cypress’ financial results for all periods presented.

Other Equity Transactions:

Following the acquisition of the outstanding minority equity interest of SunPower in fiscal 2004, Cypress
entered into several additional equity transactions with SunPower as described below:

During the first quarter of fiscal 2005, SunPower issued 32.0 million shares of its series two convertible
preferred stock to Cypress in exchange for $16.0 million of cash. In addition, SunPower issued approximately
17.6 million shares of its class A common stock at a price of $3.30 per share, in exchange for $7.1 million in cash
and the cancellation of $50.9 million of promissory notes and accrued interest held by Cypress.

During the third quarter of fiscal 2005, SunPower issued 12.0 million shares of its class A common stock at
a price of $7.00 per share in exchange for $20.2 million of cash, the cancellation of $39.8 million of debt and
payables owed to Cypress, and the cancellation of warrants held by Cypress to purchase approximately
3.8 million shares of class A common stock valued at $24.0 million.

During the third quarter of fiscal 2005, Cypress entered into an exchange agreement whereby Cypress
exchanged all of its 29.6 million shares of SunPower class A common stock for 29.6 million shares of SunPower
class B common stock.

NOTE 3. BUSINESS COMBINATIONS

PowerLight

During the fourth quarter of fiscal 2006, SunPower signed a definitive agreement to acquire PowerLight, a
privately-held leading provider of large-scale solar power systems. The transaction was subsequently completed
in the first quarter of fiscal 2007. See “Note 22. Subsequent Events” for further discussion.

Financial Commitment Between Cypress and SunPower:

In conjunction with the acquisition, Cypress entered into a commitment letter with SunPower during the
fourth quarter of fiscal 2006 under which Cypress agreed to lend to SunPower up to $130 million in cash in order
to facilitate the financing of the acquisition or working capital requirements. The commitment letter is available
to be drawn against for a period not to exceed six months from the closing date. Any borrowings by SunPower
will be evidenced by a senior subordinated note (the “SunPower Note”). The SunPower Note is unsecured and
will be subordinated to existing and future revolving credit loans, term loans, lines of credit or letters of credit of
SunPower. The interest rate will be LIBOR on the issuance date plus 475 basis points, and the SunPower Note
will mature on the first anniversary of the issuance date. A mandatory pre-payment of any amounts outstanding
under the SunPower Note is due upon the closing of any bank credit, debt or equity financing completed by
SunPower. As of December 31, 2006, no borrowings were outstanding. In February 2007, Cypress and SunPower
mutually terminated the commitment letter. No borrowings were outstanding at the termination date.

In addition, in conjunction with the acquisition, Cypress has entered into an agreement with PowerLight in
which Cypress has agreed not to solicit to sell, make any agreement to sell, or make any demand registration
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rights for any of its 52.0 million SunPower class B common shares upon the earlier of (1) June 30, 2007 and
(2) 60 days after the date on which the Registration Statement on Form S-3 is filed with the Securities and
Exchange Commission.

Cypress MicroSystems (“CMS”)

During the fourth quarter of fiscal 2005, the Company acquired all of the remaining outstanding minority
interest of CMS, a majority-owned subsidiary of the Company. CMS develops and markets programmable
system-on-chip products for consumer, industrial, office automation, telecom and automotive applications. The
historical results of operations of CMS had been included in the Company’s consolidated results of operations for
all periods presented. CMS is a part of the Company’s Consumer and Computation Division.

Immediately prior to the acquisition, the Company owned approximately 93% of CMS’s outstanding capital
stock on a fully diluted basis. Pursuant to the terms of the merger agreement, each outstanding vested share of CMS’s
capital stock and each outstanding vested option to purchase CMS’s common stock were converted into $0.65 in cash
per share. The Company recorded purchase consideration, including acquisitions costs of $0.1 million, of $8.4
million in exchange for vested mature shares of CMS. In addition, the Company recorded compensation expense of
approximately $1.0 million in connection with the cash settlement of vested options and immature shares.

The allocation of the purchase consideration was as follows:

(In thousands)

Acquired identifiable intangible assets:
Purchased technology $ 3,094
Customer relationships 796
Order backlog 326

Goodwill 4,224

Total purchase consideration $ 8,440

In addition, unvested shares and options were exchanged for a right to receive $0.65 in cash per share in the
future for a total consideration of $3.1 million, which is being amortized ratably on a straight-line basis over the
employment service period (see Note 19).

Acquired Identified Intangible Assets:

The fair value attributed to purchased technology was determined using the income approach method, which
was based on a discounted forecast of the estimated net future cash flows to be generated from the technology
using a discount rate of 18%. The fair value of purchased technology is being amortized over 2 to 4 years on a
straight-line basis.

The fair value attributed to customer relationships was determined using the income approach method using
a discount rate of 21%. The fair value of customer relationships is being amortized over 4 years on a straight-line
basis.

The fair value attributed to order backlog was determined using the cost approach method, which estimated
the fair value based on the replacement cost using a discount rate of 16%. The fair value of order backlog was
amortized over one year on a straight-line basis.

In-Process Research and Development:

The Company determined that CMS had no projects that qualified as in-process research and development
projects as of the acquisition date.
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Goodwill:

CMS develops and markets programmable-system-on-chip devices for consumer electronics, handsets,
networking equipment, industrial and automotive systems. The acquisition enables the Company to continue to
diversify its product offerings, build CMS into a supplier of high-performance and cost-effective configurable
mixed-signal arrays and expand CMS’s market share. These factors primarily contributed to a purchase price
which resulted in goodwill. In accordance with SFAS No. 142, goodwill is not amortized but is tested for
impairment at least annually. Goodwill resulted from the CMS acquisition is not deductible for tax purposes.

SMaL Camera Technologies, Inc. (“SMaL”)

On February 14, 2005, the Company completed the acquisition of SMaL, a company specializing in the digital
imaging solutions for a variety of business and consumer applications, such as digital still cameras, automotive
vision systems and mobile phone cameras. SMaL is a part of the Company’s Memory and Imaging Division.

The fair value of assets acquired and liabilities assumed was recorded in the Company’s consolidated
balance sheet as of February 14, 2005 and the results of operations of SMaL were included in the Company’s
consolidated results of operations subsequent to February 14, 2005. There were no significant differences
between the accounting policies of the Company and SMaL.

The Company acquired 100% of the outstanding capital stock of SMaL in exchange for $42.5 million in
cash. In addition, the Company assumed SMaL’s outstanding stock options and, in exchange, issued Cypress
stock options with a fair value of $3.2 million. The fair value was determined using the Black-Scholes model
with the following assumptions: volatility of 75%, expected life of 1 to 3.75 years, and risk-free interest rate of
3.14%.

The following table summarizes the total purchase consideration:

(In thousands)

Cash $ 42,500
Fair value of stock options, net of intrinsic value of unvested portion 2,373
Acquisition costs 245

Total purchase consideration $ 45,118

The allocation of the purchase consideration was as follows:

(In thousands)

Net tangible assets $ 3,592
Acquired identifiable intangible assets:

Patents 5,200
Purchased technology 1,400
Customer contracts 800
Non-compete agreement 700
Trademarks and order backlog 300

In-process research and development 12,300
Goodwill 20,826

Total purchase consideration $ 45,118
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Net tangible assets acquired consisted of the following:

(In thousands)

Cash and cash equivalents $ 2,894
Trade accounts receivable, net 1,210
Inventories 1,398
Property and equipment 294
Other assets 420

Total assets acquired 6,216

Accounts payable (982)
Other accrued expenses and liabilities (1,642)

Total liabilities assumed (2,624)

Net tangible assets acquired $ 3,592

In addition to the purchase consideration, the terms of the acquisition included contingent consideration of
up to approximately $22.5 million in cash through fiscal 2006. Of this amount, $1.7 million was based on
employment and the achievement of certain individual performance milestones and $20.8 million was based on
the achievement of certain sales milestones and employment (see Note 19).

Acquired Identifiable Intangible Assets:

The fair value of patents was determined using the royalty savings approach method, which calculated the
present value of the royalty savings related to the intangible assets using a royalty rate of 5% and a discount rate
of 38%. The fair value of patents is being amortized over 6 years on a straight-line basis.

The fair value attributed to purchased technology was determined using the income approach method, which
was based on a discounted forecast of the estimated net future cash flows to be generated from the technology
using discount rates ranging from 25% to 30%. The fair value of purchased technology is being amortized over
4 years on a straight-line basis.

The fair value attributed to customer contracts was determined using a cost approach method with a
discount rate of 28%. The fair value of customer contracts is being amortized over 6 years on a straight-line
basis.

The fair value attributed to non-compete agreements was determined using the income approach method
with a discount rate of 30%. The fair value of non-compete agreements is being amortized over 2 years on a
straight-line basis.

In-Process Research and Development:

The Company identified in-process research and development projects in areas for which technological
feasibility had not been established and no alternative future use existed. These in-process research and
development projects included the development of first generation automotive cameras and mobile phone
sensors. In assessing the projects, the Company considered key characteristics of the technology as well as its
future prospects, the rate technology changes in the industry, product life cycles, and various projects’ stage of
development. The Company allocated $12.3 million of the purchase price to the in-process research and
development projects and wrote off the amount in the first quarter of fiscal 2005.

The value of in-process research and development was determined using the income approach method,
which calculated the sum of the discounted future cash flows attributable to the projects once commercially
viable using discount rates ranging from 35% to 45%, which were derived from a weighted-average cost of
capital analysis and adjusted to reflect the stage of completion of the projects and the level of risks associated
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with the projects. The percentage of completion for each project was determined by identifying the research and
development expenses invested in the project as a ratio of the total estimated development costs required to bring
the project to technical and commercial feasibility. The following table summarizes certain information of each
significant project as of the acquisition date:

Projects

Estimated Stage
of Completion as of

Acquisition Date
Total Cost Incurred

as of Acquisition Date
Total Estimated

Costs to Complete
Estimated

Completion Dates

First generation automotive
cameras 58% $ 4.2 million $ 3.1 million March 2006

Mobile phone sensors 28% $ 2.4 million $ 6.0 million March 2006

Goodwill:

SMaL offers digital imaging solutions for a variety of business and consumer applications. The acquisition
accelerates the Company’s entry into the high-volume complimentary metal oxide semiconductor image sensor
business, and SMaL’s product line will complement new mobile phone products introduced by FillFactory NV
(“FillFactory”), which the Company acquired in fiscal 2004. These factors primarily contributed to a purchase
price which resulted in goodwill. Goodwill resulted from the SMaL acquisition is not deductible for tax purposes.

FillFactory

On August 4, 2004, the Company completed the acquisition of FillFactory, a company based in Belgium
specializing in active pixel complimentary metal oxide semiconductor image sensor technology. The fair value of
assets acquired and liabilities assumed was recorded in the Company’s consolidated balance sheet as of August 4,
2004 and the results of operations of FillFactory were included in the Company’s consolidated results of
operations subsequent to August 4, 2004. There were no significant differences between the accounting policies
of the Company and FillFactory. FillFactory is part of the Company’s Memory and Imaging Division.

Under the terms of the acquisition, the Company acquired 100% of the outstanding capital stock of
FillFactory in exchange for an aggregate of $100.0 million in cash. The following table summarizes the total
purchase consideration:

(In thousands)

Cash $ 100,000
Acquisition costs 1,279

Total purchase consideration $ 101,279

The allocation of the purchase consideration was as follows:

(In thousands)

Net tangible assets $ 8,857
Acquired identifiable intangible assets:

Purchased technology 5,600
Patents 6,400
Customer contracts 7,500
Trademarks 1,300

In-process research and development 15,600
Deferred tax liabilities (7,071)
Goodwill 63,093

Total purchase consideration $ 101,279
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Net tangible assets acquired consisted of the following:

(In thousands)

Cash and cash equivalents $ 8,343
Trade accounts receivable, net 4,990
Inventories 2,735
Property and equipment 893
Other assets 768

Total assets acquired 17,729

Accounts payable (4,292)
Other accrued expenses and liabilities (4,580)

Total liabilities assumed (8,872)

Net tangible assets acquired $ 8,857

Acquired Identifiable Intangible Assets:

The fair value attributed to purchased technology was determined using the income approach method, which
was based on a discounted forecast of the estimated net future cash flows to be generated from the technology
using a discount rate of 20%. The fair value of purchased technology is being amortized over 4 years on a
straight-line basis.

The fair value of patents was determined using the royalty savings approach method, which calculated the
present value of the royalty savings related to the intangible assets using a royalty rate of 5% and a discount rate
of 40%. The fair value of patents is being amortized over 4 years on a straight-line basis.

The fair value attributed to customer contracts was determined using the income approach method with
discount rates of 17% to 23%. The fair value of customer contracts is being amortized over 4 years on a straight-
line basis.

The fair value attributed to trademarks was determined using the royalty savings approach method with a
royalty rate of 0.5% and a discount rate of 28%. The fair value of trademarks is being amortized over 4 years on
a straight-line basis.

In-Process Research and Development:

The Company identified in-process research and development projects in areas for which technological
feasibility had not been established and no alternative future use existed. These in-process research and
development projects include the development of new image sensors in FillFactory’s custom and standard
product applications. Specifically, the custom products include industrial, automotive, medical and high-end
photography, and the standard products include high-end photography, digital still cameras and wireless terminal
cameras. In assessing the projects, the Company considered key characteristics of the technology as well as its
future prospects, the rate technology changes in the industry, product life cycles, and various projects’ stage of
development. The Company allocated $15.6 million of the purchase consideration to the in-process research and
development projects and wrote off the amount in the third quarter of fiscal 2004.
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The value of in-process research and development was determined using the income approach method with
discount rates ranging from 28% to 50%. The following table summarizes certain information of each significant
project as of the acquisition date:

Projects

Estimated Stage
of Completion as of

Acquisition Date
Total Cost Incurred

as of Acquisition Date
Total Estimated

Costs to Complete
Estimated

Completion Dates

Industrial 54% $ 3.5 million $ 3.0 million May 2005
Digital still cameras and

wireless terminal cameras 11% $ 0.4 million $ 3.2 million June 2005
Medical 46% $ 1.1 million $ 1.3 million June 2005
Automotive 50% $ 0.5 million $ 0.5 million January 2006
High-end photography 31% $ 0.2 million $ 0.5 million April 2005

Goodwill:

FillFactory offers a variety of high-performance custom and standard products for some of the industry’s
most advanced digital photography, high-speed imaging, machine vision and automotive applications. Through
this acquisition, the Company’s goals are to increase its sales into the cellular phone markets and to augment its
penetration of additional market segments, including digital still cameras and automotive sensors. These factors
primarily contributed to a purchase price which resulted in goodwill. Goodwill resulted from the FillFactory
acquisition is not deductible for tax purposes.

Cascade Semiconductor Corporation (“Cascade”)

On January 6, 2004, the Company acquired 100% of the outstanding common and preferred stock of
Cascade, a company specializing in one-transistor pseudo static random access memory products for wireless
applications, including mobile phones. Cascade is a part of the Company’s Memory and Imaging Division.

The fair value of assets acquired and liabilities assumed was included in the Company’s consolidated
balance sheet as of January 6, 2004 and the results of operations were included in the Company’s consolidated
results of operations subsequent to January 6, 2004. There were no significant differences between the
accounting policies of the Company and Cascade.

Purchase consideration of $9.6 million consisted of: (1) 290,000 shares of common stock valued at $6.0
million issued upon closing, and (2) an additional $3.0 million in share consideration to former stockholders as a
result of the achievement of the milestone in the first quarter of fiscal 2004, of which 164,000 shares of common
stock valued at $1.5 million were issued in the fourth quarter of fiscal 2004 and 147,000 shares of common stock
valued at $1.5 million were issued in the first quarter of fiscal 2005. In addition, purchase consideration included
$0.6 million in acquisition and related expenses.

The allocation of the purchase consideration was as follows:

(In thousands)

Current assets $ 7,960
Current liabilities (4,719)

Net tangible assets acquired 3,241
Acquired identifiable intangible assets:

Purchased technology 6,289
Non-compete agreements 65

Total purchase consideration $ 9,595
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In addition to the purchase consideration, the terms of the acquisition also included contingent consideration
of approximately $9.4 million representing contingent payable to employees based on either revenue milestone
achievement and employment conditions, or employment conditions alone (see Note 19).

Acquired Identifiable Intangible Assets:

The fair value attributed to purchased technology and non-compete agreements was determined using the
income approach method, which was based on a discounted forecast of the estimated net future cash flows to be
generated from the intangible assets using a discount rate of 20%. The fair value of purchased technology and
non-compete agreements was amortized over 2 years on a straight-line basis.

Pro Forma Financial Information (Unaudited)

The following unaudited pro forma financial information presents the combined results of operations of the
Company, SMaL and FillFactory as if the acquisitions had occurred as of the beginning of fiscal 2005 and 2004.
The pro forma financial information did not include Cascade as they were not material to the Company’s
consolidated results of operations. In addition, the historical results of operations of CMS and SunPower have
already been consolidated into the Company’s consolidated results of operations.

Year Ended

January 1,
2006

January 2,
2005

(In thousands, except per-share amounts)

Revenues $ 886,856 $ 973,597
Net income (loss) $ (96,256) $ 11,117
Basic net income (loss) per share $ (0.72) $ 0.09
Diluted net income (loss) per share $ (0.72) $ 0.07

The unaudited pro forma financial information presented above should not be taken as representative of the
Company’s future consolidated results of operations or financial condition.

NOTE 4. DIVESTITURES

During fiscal 2006, the Company completed two divestitures and recognized total gains of $14.7 million
related to the divestitures.

Personal Computer Clock (“PC Clock”)

Transaction Summary:

During the fourth quarter of fiscal 2006, the Company completed the sale of its PC Clock product line to
Spectra Linear, Inc. (“Spectra”), a privately-held company specializing in timing solutions for computation and
consumer markets, pursuant to an Asset Purchase Agreement (“PC Clock Agreement”). The PC Clock product
line included the frequency timing generators and buffers for desktop and notebook computers, computer servers
and memory modules. In connection with the transaction, the Company agreed to provide certain transition and
manufacturing services to Spectra for a limited time following the closing date of the transaction. The PC Clock
product line was a business unit in the Consumer and Computation Division.

Pursuant to the PC Clock Agreement, Spectra paid the Company $8.0 million in cash and issued to the
Company 7.4 million shares of its series B preferred stock, which are equal to approximately 15% of Spectra’s
fully diluted shares as of the closing date of the transaction. Additionally, Spectra will pay the Company
licensing fees totaling $5.0 million over a three-year period following the closing date of the transaction.
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Gain on Sale of PC Clock:

The Company recorded a gain of $8.7 million in connection with the disposal of the PC Clock product line
during fiscal 2006. The following table summarizes the components:

(In thousands)

Cash $ 8,000
Value of Spectra preferred stock received 6,406
Net book value of assets sold to Spectra (2,086)
Allocation of goodwill (2,840)
Employee costs (233)
Transaction costs (515)

Gain on sale of PC Clock product line $ 8,732

The value of the Spectra preferred stock was based on the latest round of financing completed by Spectra in
the fourth quarter of fiscal 2006.

Assets sold to Spectra included the following:

(In thousands)

Inventories, net $ 1,664
Prepaid expense and property and equipment, net 422

Total net book value of assets sold to Spectra $ 2,086

The PC Clock product line was a component of a reporting unit that included goodwill which had been
acquired by the Company in conjunction with previous business combinations. In accordance with SFAS
No. 142, the Company allocated a portion of the goodwill to the carrying amount of the PC Clock product line in
determining the gain on sale. The amount was based on the relative fair values of the PC Clock product line that
was disposed of and the remaining portion of the reporting unit that was retained by the Company.

Network Search Engines (“NSE”)

Transaction Summary:

During the first quarter of fiscal 2006, the Company completed the sale of a portion of its NSE product line
to NetLogic Microsystems, Inc. (“NetLogic”), a semiconductor company that designs, develops and markets high
performance knowledge-based processors, pursuant to an Agreement for the Purchase and Sale of Assets (“NSE
Agreement”). The assets sold to NetLogic included the Ayama 10000, Ayama 20000, and NSE70000 Network
Search Engine product families as well as the Sahasra 50000 Algorithmic Search Engine product family. The
Company retained the right to sell and continues to support the custom TCAM1 and TCAM2 products in its NSE
product line. In connection with the transaction, the Company agreed to provide certain transition and
manufacturing services to NetLogic for a limited time following the closing date of the transaction. As of the end
of fiscal 2006, these services have been substantially completed. The NSE product line is a part of the Data
Communications Division.

Pursuant to the NSE Agreement, NetLogic issued to the Company approximately 1.7 million shares of its
common stock. In addition, if certain revenue milestones associated with the NSE assets sold to NetLogic are
achieved in the twelve-month period after the close of the transaction, NetLogic will pay the Company up to an
additional $10.0 million in cash and issue to the Company up to an additional 0.3 million shares of common
stock.
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Gain on Sale of NSE:

The Company recorded a gain of $6.0 million in connection with the disposal of the NSE assets during
fiscal 2006. The following table summarizes the components:

(In thousands)

Value of NetLogic common shares received $ 58,531
Net book value of assets sold to NetLogic (4,021)
Allocation of goodwill (44,070)
Employee costs (2,799)
Transaction costs (1,643)

Gain on sale of NSE assets $ 5,998

The value of the NetLogic common shares was determined using the closing price of $35.40 on
February 15, 2006, the effective date of the completion of the transaction.

Assets sold to NetLogic included the following:

(In thousands)

Inventories, net $ 2,716
Prepaid expense and property and equipment, net 268
Intangible assets, net 1,037

Total net book value of assets sold to NetLogic $ 4,021

Intangible assets sold to NetLogic included certain purchased technology and trademarks which had been
acquired by the Company in conjunction with previous business combinations. The Company also allocated a
portion of the goodwill to the carrying amount of the NSE assets in determining the gain on sale. The amount
was based on the relative fair values of the NSE assets that were disposed of and the remaining NSE product line
that was retained by the Company.

In conjunction with the sale, the Company paid severance and other benefits to 54 employees (35 in
research and development and 19 in selling, general and administrative functions) who were either terminated or
transferred to NetLogic as a result of this transaction.

Investment in NetLogic:

During the second quarter of fiscal 2006, the Company sold approximately 1.5 million common shares of
NetLogic received in the sale of the NSE assets and recognized a gain of $6.2 million.

During the fourth quarter of fiscal 2006, the carrying value of the Company’s remaining ownership interest
in NetLogic continued to exceed the fair value. The Company determined that the decline in fair value was other-
than-temporary and recorded an impairment charge of $2.3 million.

As of December 31, 2006, the Company held approximately 0.2 million NetLogic common shares with a
fair value of $3.6 million.

NOTE 5. GOODWILL AND INTANGIBLE ASSETS

Goodwill

In accordance with SFAS No. 142, the Company performed its annual goodwill impairment assessment in
the fourth quarters of fiscal 2006, 2005 and 2004 and determined that no impairment existed.
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The following table presents the changes in the carrying amount of goodwill under the reportable business
segments:

Consumer
and Computation

Division

Data
Communications

Division

Memory
and Imaging

Division SunPower Other Total

(In thousands)

Balance at January 2, 2005 $ 128,356 $ 187,878 $ 63,167 $ 2,883 $ — $ 382,284
Goodwill acquired 4,224 — 20,826 — — 25,050
Other adjustment — — (74) — — (74)

Balance at January 1, 2006 132,580 187,878 83,919 2,883 — 407,260
Goodwill allocated to

divestitures (2,840) (44,070) — — — (46,910)

Balance at December 31, 2006 $ 129,740 $ 143,808 $ 83,919 $ 2,883 $ — $ 360,350

During fiscal 2006, the Company completed two divestitures – the PC Clock product line and the NSE
assets. In accordance with SFAS No. 142, a portion of the goodwill, totaling $46.9 million, was allocated to the
carrying amounts of the PC Clock product line and the NSE assets in determining the gain on divestitures (see
Note 4).

During fiscal 2005, the Company recorded additional goodwill of $25.1 million resulting from the
acquisitions of SMaL and CMS (see Note 3).

Intangible Assets

The following table presents details of the Company’s total intangible assets:

As of December 31, 2006 Gross
Accumulated
Amortization Net

(In thousands)

Purchased technology $ 233,880 $ (215,089) $ 18,791
Non-compete agreements 19,415 (19,371) 44
Patents, customer contracts, licenses and trademarks 30,534 (17,490) 13,044
Other 6,666 (5,594) 1,072

Total acquisition-related intangible assets 290,495 (257,544) 32,951
Non-acquisition related intangible assets 3,771 (1,227) 2,544

Total intangible assets $ 294,266 $ (258,771) $ 35,495

As of January 1, 2006 Gross
Accumulated
Amortization Net

(In thousands)

Purchased technology $ 246,527 $ (217,974) $ 28,553
Non-compete agreements 19,415 (19,021) 394
Patents, customer contracts, licenses and trademarks 32,784 (13,540) 19,244
Other 6,666 (4,996) 1,670

Total acquisition-related intangible assets 305,392 (255,531) 49,861
Non-acquisition related intangible assets 2,600 (225) 2,375

Total intangible assets $ 307,992 $ (255,756) $ 52,236

During fiscal 2006, in connection with the divestiture of the NSE assets (see Note 4), the Company sold
purchased technology (with a net book value of $0.9 million) and trademarks (with a net book value of $0.2
million).
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The estimated future amortization expense of intangible assets as of December 31, 2006 was as follows:

(In thousands)

2007 $ 15,186
2008 10,994
2009 6,096
2010 1,920
2011 and thereafter 1,299

Total amortization expense $ 35,495

NOTE 6. INVESTMENTS

Available-For-Sale Securities

The following tables summarize the Company’s available-for-sale securities:

As of December 31, 2006 Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value

(In thousands)

Cash equivalents:
Commercial paper $ 224,042 $ 3 $ (63) $ 223,982
Money market funds 171,429 — — 171,429

Total cash equivalents $ 395,471 $ 3 $ (63) $ 395,411

Short-term investments:
Commercial paper $ 45,466 $ — $ (13) $ 45,453
Federal agency notes 39,837 27 (120) 39,744
Corporate notes/bonds 51,698 37 (137) 51,598
Auction rate securities 24,666 — — 24,666
Asset-backed securities 1,573 18 — 1,591
Marketable equity securities 3,586 — — 3,586

Total short-term investments 166,826 82 (270) 166,638

Long-term marketable equity securities 3,744 1,180 (471) 4,453

Total available-for-sale securities $ 566,041 $ 1,265 $ (804) $ 566,502
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As of January 1, 2006 Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value

(In thousands)

Cash equivalents:
Federal agency notes $ 1,599 $ — $ — $ 1,599
Money market funds 149,685 — — 149,685
Corporate notes/bonds 48,541 — — 48,541

Total cash equivalents $ 199,825 $ — $ — $ 199,825

Short-term investments:
Federal agency notes $ 39,687 $ 5 $ (261) $ 39,431
Corporate notes/bonds 60,801 2 (548) 60,255
Auction rate securities 9,365 — — 9,365
Certificate of deposit 51 — — 51

Total short-term investments 109,904 7 (809) 109,102

Long-term marketable equity securities 1,955 — — 1,955

Total available-for-sale securities $ 311,684 $ 7 $ (809) $ 310,882

The Company classifies all available-for-sale securities that are intended to be available for use in current
operations as either cash equivalents or short-term investments.

The following tables summarize the fair value and gross unrealized losses related to available-for-sale
securities, aggregated by investment category and length of time that individual securities have been in a
continuous unrealized loss position:

As of December 31, 2006 Less Than Twelve Months Greater Than Twelve Months Total

Fair
Value

Gross
Unrealized

Losses
Fair

Value

Gross
Unrealized

Losses
Fair

Value

Gross
Unrealized

Losses

(In thousands)

Commercial paper $ 268,338 $ (76) $ — $ — $ 268,338 $ (76)
Federal agency notes 15,700 (52) 8,769 (68) 24,469 (120)
Corporate notes/bonds 22,635 (39) 16,851 (98) 39,486 (137)
Marketable equity securities 1,318 (471) — — 1,318 (471)

Total $ 307,991 $ (638) $ 25,620 $ (166) $ 333,611 $ (804)

As of January 1, 2006 Less Than Twelve Months Greater Than Twelve Months Total

Fair
Value

Gross
Unrealized

Losses
Fair

Value

Gross
Unrealized

Losses
Fair

Value

Gross
Unrealized

Losses

(In thousands)

Federal agency notes $ 24,623 $ (123) $ 11,060 $ (138) $ 35,683 $ (261)
Corporate notes/bonds 26,131 (190) 30,054 (358) 56,185 (548)

Total $ 50,754 $ (313) $ 41,114 $ (496) $ 91,868 $ (809)

The decline in fair value of the non-equity securities was primarily related to changes in interest rates, which
the Company considered to be temporary in nature. The Company has the ability and intent to hold these
securities until a recovery of fair value, which is maturity.

In addition, the Company evaluated the near-term prospects of the marketable equity securities in relation to
the severity and duration of the impairment. Based on that evaluation and the Company’s ability and intent to
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hold these investments for a reasonable period of time, the Company did not consider these investments to be
other-than-temporarily impaired.

As of December 31, 2006, contractual maturities of the Company’s short-term, non-equity investments were
as follows:

Cost Fair Value

(In thousands)

Maturing within one year $ 109,380 $ 109,254
Maturing in one to three years 53,860 53,798

Total $ 163,240 $ 163,052

Realized gains (losses) related to non-equity investments were zero, $(0.3) million and zero in fiscal 2006,
2005 and 2004, respectively. Realized gains related to equity investments were $10.0 million in fiscal 2006 and
zero in fiscal 2005 and 2004 (see “Investments in Equity Securities” below).

Proceeds from sales and maturities of investments were $152.7 million, $157.2 million and $104.5 million
in fiscal 2006, 2005 and 2004, respectively.

Investments in Equity Securities

The following table summarizes the Company’s investments in equity securities recorded in the
Consolidated Balance Sheets:

As of

December 31,
2006

January 1,
2006

(In thousands)

Short-term investments:
Available-for-sale equity securities $ 3,586 $ —

Long-term investments:
Available-for-sale equity securities $ 4,453 $ 1,955
Other equity securities 14,968 9,749

Total long-term investments $ 19,421 $ 11,704

Total equity investments $ 23,007 $ 11,704

Available-For-Sale Equity Securities:

The Company has equity investments in certain public companies. The investments in common stock are
classified as available-for-sale securities and are carried at fair value with the resulting unrealized gains or losses
recorded in “Accumulated other comprehensive income (loss)” in the Consolidated Balance Sheets. As of
December 31, 2006 and January 1, 2006, the total fair value of the investments was $8.0 million and $2.0
million, respectively.

Other Equity Securities:

The Company’s investments include warrants to purchase shares of a public company’s common stock.
These warrants are classified as derivative instruments and are carried at fair value with the resulting gains or
losses recognized in “Other income (expense), net” in the Consolidated Statements of Operations. As of
December 31, 2006 and January 1, 2006, the fair value of the warrants was $2.1 million and $1.3 million,
respectively.
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Beginning in fiscal 2006, the Company’s investment portfolio also includes warrants that are not classified
as derivative instruments or available-for-sale securities. These warrants are carried at cost and as of
December 31, 2006, the carrying value of these warrants was $2.4 million.

The Company holds investments, consisting of non-marketable equity securities, in certain privately-held
companies, many of which can be considered in the startup or development stages. As the Company’s
investments in these privately-held companies do not permit the Company to exert significant influence or
control, these amounts are carried at cost, less any impairment charges for declines in value that are considered
other-than-temporary. As of December 31, 2006 and January 1, 2006, the carrying value of these investments
was $10.5 million and $8.4 million, respectively.

Sale of Investments:

During fiscal 2006, the Company sold approximately 1.5 million shares of NetLogic common stock
received from the sale of the NSE assets (see Note 4) and recognized a gain of $6.2 million. In addition, during
fiscal 2006, the Company completed the sale of its equity investment in another public company and recognized
a gain of $0.9 million.

During fiscal 2006, one of the privately-held companies in which the Company held an equity investment
was acquired by a public company, resulting in the Company receiving shares in the public company. As a result
of the transaction, the Company recognized a gain of $2.9 million.

Investment Impairment:

The Company reviews its investments periodically and recognizes an impairment charge when the carrying
value of an investment exceeds its fair value and the decline in value is deemed to be other-than-temporary. The
Company considers various factors in determining whether it should recognize an impairment charge on an
investment in a public company, including the length of time and extent to which the fair value has been less than
the cost basis, the financial condition and near-term prospects of the investee, and the Company’s intent and
ability to hold the investment for a period of time sufficient to allow for any anticipated recovery in market value.
The Company’s impairment assessment on investments in privately-held companies includes the review of each
investee’s financial condition, the business outlook for its products and technology, its projected results and cash
flows, the likelihood of obtaining subsequent rounds of financing and the impact of any relevant contractual
equity preferences held by the Company or others. If an investee obtains additional funding at a valuation lower
than the carrying amount, the Company presumes that the investment is impaired, unless specific facts and
circumstances indicate otherwise. The Company recorded impairment charges of $5.3 million, $0.8 million and
$1.1 million during fiscal 2006, 2005 and 2004, respectively, as the decline in values of certain investments in
both public and privately-held companies was deemed other-than-temporary.

NOTE 7. STOCK-BASED COMPENSATION

Adoption of SFAS No. 123(R)

Effective January 2, 2006, the Company (including both Cypress and SunPower) adopted the provisions of
SFAS No. 123(R), “Share-Based Payment,” which requires the Company to measure the stock-based compensation
costs of share-based compensation arrangements based on the grant-date fair value and recognize the costs in the
financial statements over the requisite employee service period. As permitted by SFAS No. 123(R), the Company
elected to use the modified prospective application transition method and has not restated its financial results for
prior periods. Under this transition method, stock-based compensation expense for the year ended December 31,
2006 included compensation expense for all awards granted prior to, but not yet vested as of January 2, 2006, based
on the grant-date fair value estimated in accordance with the original provisions of SFAS No. 123, “Accounting for
Stock-Based Compensation.” Stock-based compensation expense for awards granted after January 2, 2006 was
based on the grant-date fair value estimated in accordance with the provisions of SFAS No. 123(R).
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The following table summarizes the stock-based compensation costs by line item in the Consolidated
Statement of Operations and the impact on net income per share:

Year Ended December 31, 2006

Cypress SunPower Consolidated

(In thousands, except per-share amounts)

Cost of revenues $ 8,094 $ 846 $ 8,940
Research and development 16,719 1,197 17,916
Selling, general and administrative 17,775 2,821 20,596

Total stock-based compensation expense before income taxes 42,588 4,864 47,452
Tax effect on stock-based compensation expense — — —

Total stock-based compensation expense after income taxes $ 42,588 $ 4,864 $ 47,452

Effect on net income per share:
Basic $ 0.33
Diluted $ 0.26

As stock-based compensation expense recognized in the Consolidated Statements of Operations is based on
awards ultimately expected to vest, it has been reduced for estimated forfeitures. SFAS No. 123(R) requires
forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures
differ from those estimates.

As of December 31, 2006, stock-based compensation capitalized in inventories totaled $2.9 million.

The following table summarizes the stock-based compensation costs by type of awards:

Year Ended December 31, 2006

Cypress SunPower Consolidated

(In thousands)

Stock options $ 36,697 $ 4,187 $ 40,884
Employee stock purchase plan (“ESPP”) 4,955 — 4,955
Restricted stock 936 677 1,613

Total stock-based compensation expense $ 42,588 $ 4,864 $ 47,452

Consolidated net cash proceeds from the issuance of common shares under the Company’s employee stock
plans were $80.6 million for the year ended December 31, 2006 and $65.6 million for the year ended January 1,
2006. No income tax benefit was realized from stock option exercises for the years ended December 31, 2006
and January 1, 2006. As required, the Company presents excess tax benefits from the exercise of stock options, if
any, as financing cash flows rather than operating cash flows.

The following table summarizes the unrecognized stock-based compensation costs by type of awards:

As of December 31, 2006 Weighted-Average
Amortization

Period
(in years)Cypress SunPower Consolidated

(In thousands)

Stock options $ 55,352 $ 4,118 $ 59,470 1.81
ESPP 2,923 — 2,923 0.52
Restricted stock 13,014 5,727 18,741 2.86

Total unrecognized stock-based compensation balance $ 71,289 $ 9,845 $ 81,134
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Prior to the Adoption of SFAS No. 123(R)

Prior to the adoption of SFAS No. 123(R), the Company applied SFAS No. 123, as amended by SFAS
No. 148, “Accounting for Stock-Based Compensation — Transition and Disclosure,” which allowed companies
to apply the accounting rules under Accounting Principles Board (“APB”) No. 25, “Accounting for Stock Issued
to Employees,” and related interpretations. The following table illustrates the effect on net income (loss) and net
income (loss) per share as if the Company had applied the fair value recognition provisions of SFAS No. 123 to
stock-based compensation:

Year Ended

January 1,
2006

January 2,
2005

(In thousands, except per-share amounts)

Net income (loss) - as reported $ (92,153) $ 24,698
Add: Total stock-based compensation expense reported in net income

(loss), net of related tax effects 5,581 2,294
Deduct: Total stock-based compensation expense determined under fair

value based method, net of tax effects (55,056) (74,633)

Net loss - pro forma $ (141,628) $ (47,641)

Net income (loss) per share:
Basic - as reported $ (0.69) $ 0.20
Diluted – as reported $ (0.69) $ 0.17
Basic – pro forma $ (1.06) $ (0.38)
Diluted - pro forma $ (1.06) $ (0.38)

Valuation Assumptions

The Company estimates the fair value of its stock-based awards using the Black-Scholes valuation model.
Assumptions used in the Black-Scholes valuation model were as follows:

Cypress:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

Stock Option Plans:
Expected life 3.0–8.1 years 2.0-7.0 years 2.0-8.0 years
Volatility 37.8%-47.0% 47.3%-84.5% 57.3%-83.4%
Risk-free interest rate 4.3%-5.0% 3.6%-4.4% 1.6%-4.7%
Dividend yield 0.0% 0.0% 0.0%
ESPP:
Expected life 0.5-1.5 years 0.5-1.5 years 0.5-1.5 years
Volatility 37.8%-53.4% 46.8%-105.0% 51.3%-58.4%
Risk-free interest rate 2.3%-5.2% 0.7%-3.5% 1.0%-2.26%
Dividend yield 0.0% 0.0% 0.0%

Expected life: Expected life was based on historical exercise patterns, giving consideration to the contractual
terms of the awards and vesting schedules. In addition, employees who display similar historical exercise
behavior are grouped separately into two classes (executive officers and other employees) in determining the
expected life.

Volatility: Prior to January 2, 2006, Cypress’ expected volatility was based on the historical volatility. As a
result of adopting SFAS No. 123(R), Cypress determined that implied volatility of publicly-traded call options in
its common stock and quotes from option traders is expected to be more reflective of market conditions and,
therefore, can reasonably be expected to be a better indicator of expected volatility than historical volatility.
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Therefore, Cypress revised the volatility factor to be based on a blend of historical volatility of its common stock
and implied volatility.

Risk-free interest rate: The risk-free interest rate is based on the U.S. Treasury yield curve in effect at the
time of grant.

Dividend yield: Cypress has not issued any dividends and has no present plans to do so.

SunPower:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

Stock Option Plans:
Expected life 6.5 years 4.0 years 4.0 years
Volatility 92.0% 92.0% 81.0%
Risk-free interest rate 5.0% 3.7% 3.6%
Dividend yield 0.0% 0.0% 0.0%

Expected life: Prior to January 2, 2006, SunPower estimated the expected life based on an assumed exercise
of vested tranches at the earlier of one year after their vesting date or one year after an assumed public offering.
Upon the adoption of SFAS No. 123(R), SunPower utilizes the simplified method under the provisions of SAB
No. 107 for estimated expected term, instead of its historical exercise data.

Volatility: As SunPower’s common stock did not trade publicly until November 2005, it has a limited
history of its stock price returns. Therefore, SunPower does not believe that its historical volatility would be
representative of the expected volatility for its equity awards. Prior to the fourth quarter of fiscal 2005, volatility
was based on Cypress’ historical volatility rates. Beginning in the fourth quarter of fiscal 2005, SunPower has
chosen to use the historical volatility rates for a public U.S.-based direct competitor to calculate the volatility for
its granted options.

Risk-free interest rate: The interest rate is based on the U.S. Treasury yield curve in effect at the time of
grant.

Dividend yield: SunPower has not issued any dividends and has no present plans to do so.

Equity Incentive Program Related to Cypress’ Common Stock

Cypress has the following two stock option plans:

1999 Stock Option Plan (“1999 Plan”):

In fiscal 1999, Cypress adopted the 1999 Plan. Under the terms of the 1999 Plan, which is a non-shareholder
approved plan, options may be granted to qualified employees, including those of acquired companies and
consultants of Cypress or its subsidiaries, but options may not be granted to executive officers or directors.
Options become exercisable over a vesting period as determined by the Board of Directors, generally over 60
months ratably, and expire over terms not exceeding ten years from the date of grant. As of December 31, 2006,
approximately 4.2 million shares were available for grant under the 1999 Plan. The 1999 Plan will expire in
March 2009.

1994 Amended Stock Option Plan (“1994 Amended Plan”):

In fiscal 1994, the Company adopted, and in fiscal 2004 amended, the 1994 Amended Plan, which is a
shareholder-approved plan. Under the terms of the 1994 Amended Plan, options and restricted stock may be
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granted to qualified employees, consultants, officers and directors of the Company or its subsidiaries. Options
become exercisable over a vesting period as determined by the Board of Directors, generally over 60 months
ratably, and expire over terms not exceeding ten years. Restricted stock generally vests over terms not exceeding
five years from the date of grant. As of December 31, 2006, approximately 15.8 million shares of options and
approximately 1.0 million shares of restricted stock were available for grant under the 1994 Amended Plan. The
1994 Amended Plan will expire in April 2014.

The following table summarizes Cypress’ stock option activities:

Year Ended

December 31, 2006 January 1, 2006 January 2, 2005

Shares

Weighted-
Average
Exercise

Price Shares

Weighted-
Average
Exercise

Price Shares

Weighted-
Average
Exercise

Price

(In thousands, except per-share amounts)

Options outstanding, beginning
of year 39,615 $ 14.68 43,095 $ 14.22 43,786 $ 13.98

Options granted 3,939 $ 16.33 8,686 $ 14.23 4,013 $ 15.61
Options exercised (6,562) $ 9.74 (5,245) $ 7.74 (1,994) $ 9.06
Options forfeited or expired (4,840) $ 17.19 (6,921) $ 16.06 (2,710) $ 16.32

Options outstanding, end of
year 32,152 $ 15.50 39,615 $ 14.68 43,095 $ 14.22

Options exercisable, end of
year 19,678 $ 16.00 23,642 $ 15.33 25,330 $ 14.64

The weighted-average grant-date fair value was $7.38 per share for options granted for the twelve months
ended December 31, 2006, $8.27 per share for the twelve months ended January 1, 2006, and $9.04 per share for
the twelve months ended January 2, 2005.

The total intrinsic value of options exercised was $45.7 million for the twelve months ended December 31,
2006, $31.0 million for the twelve months ended January 1, 2006, and $14.5 million for the twelve months ended
January 2, 2005.

Total fair value of options vested was $35.6 million for the twelve months ended December 31, 2006, $55.6
million for the twelve months ended January 1, 2006, and $60.8 million for the twelve months ended January 2,
2005.
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Information regarding stock options outstanding as of December 31, 2006 was as follows:

Options Outstanding Options Exercisable

Range of Exercise Price
Shares

(in thousands)

Weighted-
Average

Remaining
Contractual

Life
(in years)

Weighted-
Average
Exercise
Price per

Share

Aggregate
Intrinsic

Value
(in thousands)

Shares
(in thousands)

Weighted-
Average

Remaining
Contractual

Life
(in years)

Weighted-
Average

Exercise Price
per Share

Aggregate
Intrinsic

Value
(in thousands)

$0.84 — $7.37 3,913 5.80 $ 6.45 $40,811 2,706 5.77 $ 6.38 $28,388
$7.38 — $10.50 3,465 4.35 $ 9.09 26,953 2,629 3.42 $ 8.91 20,922
$10.75 — $13.93 3,243 6.79 $ 12.49 14,213 1,600 5.36 $ 12.06 7,699
$14.08 — $14.55 4,046 8.33 $ 14.50 9,617 1,039 8.22 $ 14.50 2,463
$14.58 — $16.73 3,716 8.17 $ 15.91 3,584 1,136 5.85 $ 16.10 873
$16.84 — $17.11 3,491 5.29 $ 16.85 29 3,068 4.81 $ 16.84 100
$17.15 — $19.60 3,314 6.94 $ 19.11 — 1,485 6.40 $ 19.31 —
$19.74 — $22.00 3,219 4.95 $ 21.19 — 2,426 4.02 $ 21.34 —
$22.05 — $24.96 3,266 4.33 $ 23.52 — 3,116 4.40 $ 23.55 —
$25.04 — $54.19 479 3.85 $ 33.88 — 473 3.87 $ 33.93 —

32,152 6.13 $ 15.50 $95,207 19,678 4.91 $ 16.00 $60,445

The aggregate intrinsic value in the preceding table represents the total pre-tax intrinsic value, based on
Cypress’ closing stock price of $16.87 at December 29, 2006, which would have been received by the option
holders had all option holders exercised their options as of that date. The total number of in-the-money options
exercisable was 12.2 million shares as of December 31, 2006.

As of December 31, 2006, stock options vested and expected to vest totaled approximately 30.7 million
shares, with weighted-average remaining contractual life of 6.05 years and weighted-average exercise price of
$15.53 per share. The aggregate intrinsic value was approximately $91.9 million.

The following table summarizes Cypress’ non-vested restricted stock activities:

As of December 31, 2006

Shares

Weighted-
Average Grant Date

Fair Value
per Share

(In thousands, except per-share amounts)

Non-vested, beginning of year — $ —
Granted 1,036 $ 16.22
Forfeited (29) $ 15.90

Non-vested, end of year 1,007 $ 16.23

ESPP:

The ESPP allows eligible employees of Cypress to purchase shares of Cypress’ common stock through
payroll deductions. The ESPP contains consecutive 18-month offering periods composed of three six-month
exercise periods. The shares can be purchased at the lower of 85% of the fair market value of the common stock
at the date of commencement of the offering period or at the last day of each six-month exercise period.
Purchases are limited to 10% of an employee’s eligible compensation, subject to a maximum annual employee
contribution limit of $25,000. During fiscal 2006, 2005 and 2004, Cypress issued 1.2 million, 2.9 million and
3.0 million shares with weighted-average prices of $11.08, $7.52 and $5.10 per share and grant-date fair value of
$5.27, $5.64 and $5.30 per share, respectively. As of December 31, 2006, approximately 1.1 million shares were
available for future issuance under the ESPP.

97



On May 1, 2006, Cypress’ stockholders approved an amendment to the ESPP that: (i) reduced the number of
shares available for future issuance from 4.3 million to 2.3 million, (ii) extended the term of the plan by seven
years, and (iii) changed the percentage for the annual increase in the shares available for future issuance to 0.75%
of the number of outstanding common stock on the last day of the preceding fiscal year.

Equity Compensation Plan Information:

The following table summarizes information with respect to the Cypress common stock that may be issued
under the existing equity compensation plans as of December 31, 2006:

Plan Category

Number of Securities
to be Issued Upon Exercise

of Outstanding Options
(a)

Weighted-Average
Exercise Price of

Outstanding Options
(b)

Number of Securities Remaining
Available for Future Issuance
Under Equity Compensation
Plans (Excluding Securities

Reflected in Column (a))
(c)

(In thousands, except per-share amounts)

Equity compensation plans approved by
shareholders 28,842 (1) $ 15.46 17,830 (2)

Equity compensation plans not approved by
shareholders 4,098 $ 16.13 4,247 (3)

Total 32,940 (4) $ 15.55 22,077

(1) Includes 1.0 million shares of restricted stock granted.
(2) Includes 16.8 million shares available for future issuance under Cypress’ 1994 Amended Plan, generally

used for grants to all employees including officers and directors. In addition, the amount includes
1.1 million shares available under Cypress’ ESPP.

(3) Includes shares available under Cypress’ 1999 Plan used for grants to employees other than officers and
directors.

(4) Total number does not include 0.2 million outstanding options, with a weighted-average exercise price of
$8.79 per share, originally granted under plans assumed by Cypress in connection with various
acquisitions. Cypress does not intend to grant any additional options under these plans.

Equity Incentive Program Related to SunPower’s Common Stock

Stock Option Plans:

SunPower has three stock option plans: the 1988 Incentive Stock Plan (“1988 Plan”), the 1996 Incentive
Stock Plan (“1996 Plan”), and the 2005 Incentive Stock Plan (“2005 Plan”). Under the terms of the plans,
SunPower may issue incentive or non-statutory stock options or stock purchase rights to employees and
consultants to purchase common stock. The 2005 Plan was adopted by SunPower’s board of directors in August
2005, and was approved by stockholders in November 2005. The 2005 Plan replaced the 1988 Plan and 1996
Plan and allows not only for the grant of options, but also for the grant of stock appreciation rights, restricted
stock grants, restricted stock units, and other equity rights. In May 2006, SunPower’s stockholders approved an
increase of the number of shares available for future issuance by 0.3 million shares under the 2005 Plan. As of
December 31, 2006, approximately 0.1 million shares were available for grant under the 2005 Plan.

Incentive stock options may be granted at no less than the fair value of the common stock on the date of
grant. Nonqualified stock options and stock purchase rights may be granted at no less than 85% of the fair value
of the common stock at the date of grant. The options and rights become exercisable when and as determined by
SunPower’s board of directors, although these terms are generally not to exceed ten years for stock options and
six months for stock purchase rights. The options typically vest over five years with a one-year cliff and monthly
vesting thereafter.
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The following table summarizes SunPower’s stock option activities:

Year Ended

December 31, 2006 January 1, 2006 January 2, 2005

Shares

Weighted-
Average
Exercise

Price Shares

Weighted-
Average
Exercise

Price Shares

Weighted-
Average
Exercise

Price

(In thousands, except per-share amounts)

Options outstanding,
beginning of year 6,572 $ 3.41 4,285 $ 2.30 1,745 $ 0.50

Options granted 44 $ 39.05 2,581 $ 4.98 2,849 $ 3.22
Options exercised (1,529) $ 2.54 (217) $ 0.82 (280) $ 0.54
Options forfeited or expired (107) $ 4.14 (77) $ 1.91 (29) $ 1.16

Options outstanding, end of
year 4,980 $ 3.97 6,572 $ 3.41 4,285 $ 2.30

Options exercisable, end of
year 1,839 $ 3.16 1,781 $ 2.30 662 $ 0.96

The weighted-average grant-date fair value was $31.02 per share for options granted for the twelve months
ended December 31, 2006, $2.96 per share for the twelve months ended January 1, 2006, and $2.04 per share for
the twelve months ended January 2, 2005.

The total intrinsic value of options exercised was $47.7 million for the twelve months ended December 31,
2006, $1.5 million for the twelve months ended January 1, 2006, and $0.7 million for the twelve months ended
January 2, 2005.

Total fair value of options vested was $3.8 million for the twelve months ended December 31, 2006, $4.7
million for the twelve months ended January 1, 2006, and $1.5 million for the twelve months ended January 2,
2005.

Information regarding SunPower’s outstanding stock options as of December 31, 2006 was as follows:

Options Outstanding Options Exercisable

Range of Exercise Price
Shares

(in thousands)

Weighted-
Average

Remaining
Contractual

Life
(in years)

Weighted-
Average
Exercise
Price per

Share

Aggregate
Intrinsic

Value
(in thousands)

Shares
(in thousands)

Weighted-
Average

Remaining
Contractual

Life
(in years)

Weighted-
Average

Exercise Price
per Share

Aggregate
Intrinsic

Value
(in thousands)

$0.30 — $0.66 767 6.25 $ 0.51 $ 28,124 430 6.08 $ 0.51 $ 15,760
$2.00 — $3.30 3,529 7.87 $ 3.29 119,560 1,266 7.86 $ 3.29 42,885
$4.30 — $9.50 477 8.56 $ 7.08 14,342 106 8.55 $ 7.21 3,193
$10.80 — $17.00 115 8.86 $ 11.42 2,971 25 8.86 $ 11.92 622
$29.02 — $39.74 92 9.11 $ 32.82 391 12 9.04 $ 30.83 81

4,980 7.73 $ 3.97 $ 165,388 1,839 7.51 $ 3.16 $ 62,541

The aggregate intrinsic value in the preceding table represents the total pre-tax intrinsic value, based on
SunPower’s closing stock price of $37.17 at December 29, 2006, which would have been received by the option
holders had all option holders exercised their options as of that date. The total number of in-the-money options
exercisable was 1.8 million shares as of December 31, 2006.

As of December 31, 2006, stock options vested and expected to vest totaled approximately 4.7 million
shares, with weighted-average remaining contractual life of 7.73 years and weighted-average exercise price of
$3.97 per share. The aggregate intrinsic value was approximately $155.9 million.
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The following table summarizes SunPower’s non-vested restricted stock activities:

As of December 31, 2006

Shares

Weighted-
Average

Grant Date
Fair Value
per Share

(In thousands, except per-share amounts)

Non-vested, beginning of year 15 $ 30.04
Granted 230 $ 35.43
Forfeited (16) $ 30.92

Non-vested, end of year 229 $ 35.40

Equity Compensation Plan Information:

The following table summarizes information with respect to the SunPower common stock that may be
issued under the existing equity compensation plans as of December 31, 2006:

Plan Category

Number of Securities
to be Issued Upon Exercise

of Outstanding Options
(a)

Weighted-Average
Exercise Price of

Outstanding Options
(b)

Number of Securities Remaining
Available for Future Issuance
Under Equity Compensation
Plans (Excluding Securities

Reflected in Column (a))
(c)

(In thousands, except per-share amounts)

Equity compensation plans approved by
shareholders 4,949 $ 3.99 147

Equity compensation plans not approved
by shareholders 31 (1) $ 2.04 —

Total 4,980 $ 3.97 147

(1) Represents stock options issued to three consultants and one employee on June 17, 2004 for their service in
marketing and business development projects. Such options have exercise prices ranging from $0.66 to
$2.50 and they vest from immediate vesting to five-year vesting.

Stock Unit Plan:

In September 2005, SunPower adopted its 2005 Stock Unit Plan in which all of SunPower’s employees
except its executive officers and directors are eligible to participate, although SunPower currently intends to limit
participation to those of its non-US employees who are not senior managers. Under the 2005 Stock Unit Plan,
SunPower’s board of directors awards participants the right to receive cash payments from SunPower in an
amount equal to the appreciation in SunPower’s common stock between the award date and the date the
employee redeems the award. The right to redeem the award typically vests in the same manner as options vest
under the 2005 Plan. As of December 31, 2006, SunPower has granted approximately 118,000 units to 1,260
employees in the Philippines at an average unit price of $25.21. A maximum of 300,000 stock units may be
subject to stock unit awards granted under the 2005 Stock Unit Plan. For the twelve months ended December 31,
2006, total compensation expense was $0.6 million associated with the 2005 Stock Unit Plan.

Equity Incentive Programs Related to Other Subsidiaries’ Common Stock

Silicon Light Machines (“SLM”):

SLM, a subsidiary of Cypress, has a stock option plan. SLM made available for grant 11.0 million shares
under the terms of its plan. The plan allows SLM to grant options to qualified employees and consultants.
Options generally become exercisable over a five-year period and expire over terms not exceeding ten years from
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the date of grant. As of December 31, 2006, outstanding options totaled approximately 9.8 million shares and
1.2 million shares were available for grant under the SLM stock option plan. For the twelve months ended
December 31, 2006, stock-based compensation expense was immaterial to the Company’s consolidated results of
operations.

Silicon Magnetic Systems (“SMS”):

SMS ceased operations during fiscal 2005. No new options may be granted under its stock option plan. As
of December 31, 2006, outstanding options totaled approximately 2.7 million shares, which were held by former
SMS employees who had transferred to other functions within the Company. For the twelve months ended
December 31, 2006, stock-based compensation expense was immaterial to the Company’s consolidated results of
operations.

NOTE 8. BALANCE SHEET COMPONENTS

Accounts Receivable, Net

As of

December 31,
2006

January 1,
2006

(In thousands)

Accounts receivable, gross $ 168,483 $ 154,865
Allowances for doubtful accounts receivable and customer

returns (5,287) (3,652)

Total accounts receivable, net $ 163,196 $ 151,213

Inventories

As of

December 31,
2006

January 1,
2006

(In thousands)

Raw materials $ 16,683 $ 10,868
Work-in-process 67,972 43,702
Finished goods 34,529 19,003

Total inventories $ 119,184 $ 73,573

As of December 31, 2006, total inventories included approximately $2.9 million of capitalized stock-based
compensation costs recorded under SFAS No. 123(R) (see Note 7).

Other Current Assets

As of

December 31,
2006

January 1,
2006

(In thousands)

Stock purchase assistance plan receivable (see Note 13) $ 29,009 $ 45,783
Deferred tax assets 5,236 19,471
SunPower prepayments to suppliers (see Note 19) 15,394 278
SunPower note receivable to third party 10,000 —
Prepaid expenses 15,017 11,382
Other current assets 15,418 14,599

Total other current assets $ 90,074 $ 91,513
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Property, Plant and Equipment, Net

As of

December 31,
2006

January 1,
2006

(In thousands)

Land $ 21,771 $ 16,967
Equipment 1,328,522 1,215,920
Buildings and leasehold improvements 256,757 225,745
Furniture and fixtures 10,734 11,224

Total property, plant and equipment, gross 1,617,784 1,469,856
Less: accumulated depreciation and amortization (1,045,766) (1,005,200)

Total property, plant and equipment, net $ 572,018 $ 464,656

Other Assets

As of

December 31,
2006

January 1,
2006

(In thousands)

Restricted cash related to synthetic lease (see Note 19) $ 63,255 $ 63,480
Key employee deferred compensation plan (see Note 17) 22,284 23,201
SunPower prepayments to suppliers (see Note 19) 62,242 —
Investments in equity securities (see Note 6) 19,421 11,704
SunPower investment in joint venture (see Note 20) 4,994 —
Other assets 30,838 28,730

Total other assets $ 203,034 $ 127,115

Other Current Liabilities

As of

December 31,
2006

January 1,
2006

(In thousands)

Collateralized debt instruments (see Note 10) $ — $ 4,839
SunPower customer advances (see Note 10) 12,304 8,962
Key employee deferred compensation plan (see Note 17) 25,754 27,766
Sales representative commissions 3,898 4,495
Accrued royalties 7,409 2,301
Other current liabilities 39,628 27,523

Total other current liabilities $ 88,993 $ 75,886

Deferred Income Taxes and Other Tax Liabilities

As of

December 31,
2006

January 1,
2006

(In thousands)

Deferred income taxes $ 6,397 $ 22,850
Non-current tax liabilities 34,074 34,060

Total deferred income taxes and other tax liabilities $ 40,471 $ 56,910
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Other Long-Term Liabilities

As of

December 31,
2006

January 1,
2006

(In thousands)

Collateralized debt instruments (see Note 10) $ — $ 1,250
SunPower customer advances (see Note 10) 27,687 28,438
Synthetic lease liabilities (see Note 19) 6,346 4,042
Other long-term liabilities 5,155 301

Total other long-term liabilities $ 39,188 $ 34,031

NOTE 9. RESTRUCTURING

Overview

The Company initiated one restructuring plan in the first quarter of fiscal 2005 (“Fiscal 2005 Restructuring
Plan”), one in the fourth quarter of fiscal 2002 (“Fiscal 2002 Restructuring Plan”) and one in the third quarter of
fiscal 2001 (“Fiscal 2001 Restructuring Plan”). During fiscal 2006 and 2005, the Company completed all
obligations related to the Fiscal 2002 Restructuring Plan and the Fiscal 2001 Restructuring Plan, respectively. As
of December 31, 2006, the Fiscal 2005 Restructuring Plan has been substantially completed with remaining
reserves consisting of outstanding lease payments for restructured facilities.

The following table summarizes the restructuring charges (credits) recorded in the Consolidated Statements
of Operations:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Restructuring charges (credits):
Fiscal 2005 Restructuring Plan $ 510 $ 27,519 $ —
Fiscal 2002 Restructuring Plan and Fiscal 2001 Restructuring Plan (21) (93) (164)

Total restructuring charges (credits) $ 489 $ 27,426 $ (164)

Fiscal 2005 Restructuring Plan

During the first quarter of fiscal 2005, management implemented the Fiscal 2005 Restructuring Plan aimed
to reorganize its internal structure and reduce operating costs as the Company continued to experience softness in
demand in the semiconductor industry. The Fiscal 2005 Restructuring Plan primarily included the following
initiatives:

‰ an internal organizational change which consolidated four product divisions into three and reorganized
the sales and marketing function to support the product divisions;

‰ exiting certain building leases as a result of the internal reorganization;
‰ a reduction in workforce as a result of both the internal reorganization and the Company’s plan to reduce

the number of layers of management within the organization;
‰ removal and disposal of excess equipment from operations as a result of the internal reorganization; and
‰ removal and disposal of equipment related to SMS, a subsidiary of Cypress, as a result of management’s

decision to cease operations of SMS.

During fiscal 2005, the Company recorded total restructuring charges of $27.5 million under the Fiscal 2005
Restructuring Plan, consisting of: (1) $17.3 million associated with personnel costs, lease obligations and other
items, and (2) $10.2 million associated with property and equipment and related disposal costs. During fiscal
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2006, the Company recorded additional restructuring charges of $0.5 million primarily related to property and
equipment.

Personnel Costs, Lease Obligations and Other:

Restructuring reserve activities related to personnel costs, lease obligations and other items are summarized
as follows:

Personnel Lease Other Total

(In thousands)

Initial provision $ 15,498 $ 1,156 $ 680 $ 17,334
Non-cash charges (8,078) (27) — (8,105)
Cash payments (7,399) (355) (680) (8,434)

Balance at January 1, 2006 21 774 — 795
Benefit (21) — — (21)
Cash payments — (377) — (377)

Balance at December 31, 2006 $ — $ 397 $ — $ 397

Personnel Costs:

During fiscal 2005, the Company incurred an aggregate restructuring charge of $15.5 million, consisting
of severance and benefits of $8.8 million associated with the reduction of the global workforce and stock-based
compensation charges of $6.7 million associated with the modification of stock option agreements for certain
terminated employees.

The Company identified and terminated a total of 260 employees under the Fiscal 2005 Restructuring Plan,
consisting of 78 employees in manufacturing, 126 employees in research and development, and 56 employees in
selling, general and administrative functions. Geographically, the reduction in workforce included 215
employees located in the United States, 22 employees in the Philippines, and 23 in other countries. As of
December 31, 2006, the Company has completed all obligations relating to severance and benefits.

Lease Obligations:

During fiscal 2005, the Company recorded an aggregate restructuring charge of $1.2 million for exiting
leases related to a design center and a sales office in the United States and a design center in Europe. The
Company estimated the costs of exiting leases based on the contractual terms of the agreements, the current real
estate market condition and the assumptions of sublease rental income, if applicable. Amounts related to the lease
expense will be paid over the respective lease terms through fiscal 2007.

Other:

Under the Fiscal 2005 Restructuring Plan, the Company terminated a contract with a sales representative in
Europe as part of the reorganization of the worldwide sales force and recorded a charge of $0.7 million related to
the termination. As of January 1, 2006, the termination fee has been paid in full.

Property and Equipment:

During fiscal 2005, the Company recorded an aggregate restructuring charge of $10.2 million in connection
with the Fiscal 2005 Restructuring Plan, which consisted of:

1. $6.2 million related to the write-down of excess property and equipment and $0.2 million of net
disposal costs as a result of the internal reorganization; and

2. $3.6 million related to the write-down of excess property and equipment and $0.2 million of net
disposal costs due to the termination of the SMS operations.
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The Company recorded charges of $6.2 million related to the write-down of property and equipment that
were removed from operations. These assets consisted primarily of manufacturing and test equipment located in
the Company’s manufacturing facility in Minnesota, manufacturing and test equipment and prototype tools
previously used in operations by SLM, a subsidiary of Cypress, and equipment related to a design center in
Europe that has been closed. As management had committed to plans to dispose of the assets by sale, the
Company classified the assets as held for sale and recorded the assets at the lower of their carrying amount or fair
value. Fair value was determined by market prices estimated by a third party that specializes in sales of used
equipment. The assets were originally purchased based on internal forecast of growth in demand that
subsequently did not materialize. Prior to the Company’s restructuring announcement, the Company did not
determine the assets were impaired. The Company used a contra account to record the adjustment to reflect the
assets held for sale at their new cost basis. The contra account was included in “Property, plant and equipment,
net” in the Consolidated Balance Sheets, thereby adjusting the assets held for sale to fair value, and not as a
liability within the restructuring reserves.

During fiscal 2006, the Company recorded an additional restructuring charge of $0.5 million as the proceeds
received from the sale of the restructured assets were lower than the original estimated values. The Company
completed the disposal of all restructured assets in fiscal 2006.

SMS:

In conjunction with the Fiscal 2005 Restructuring Plan, management approved a plan to cease operations of
SMS, a subsidiary specializing in magnetic random access memories, in the first quarter of fiscal 2005. SMS
generated no revenues historically and as of the end of fiscal 2004, total assets, which primarily consisted of
property and equipment, were less than 1% of the Company’s consolidated total assets.

As a result of management’s decision to cease operations, the Company had committed to a plan to dispose
of the assets by sale and recorded charges of $3.6 million related to the write-down of the assets. These assets
consisted primarily of manufacturing and test equipment. The Company classified the assets as held for sale and
recorded the assets at the lower of their carrying amount or fair value. Prior to the Company’s restructuring
announcement, the Company did not determine the assets were impaired. The Company completed the disposal
of the restructured assets in fiscal 2006.

Fiscal 2002 Restructuring Plan and Fiscal 2001 Restructuring Plan

As of the beginning of fiscal 2004, both the Fiscal 2002 Restructuring Plan and the Fiscal 2001
Restructuring Plan have been substantially completed, with restructuring reserves remaining for certain
outstanding personnel and lease obligations.

The following table summarizes the Fiscal 2002 Restructuring Plan’s restructuring reserve activities related
to personnel costs and lease obligations since the beginning of fiscal 2004:

Personnel Lease Total

(In thousands)

Balance at December 28, 2003 $ 554 $1,128 $1,682
Provision (benefit) (203) 297 94
Cash payments (351) (335) (686)

Balance at January 2, 2005 — 1,090 1,090
Provision — 174 174
Cash payments — (387) (387)

Balance at January 1, 2006 — 877 877
Benefit — (21) (21)
Cash payments — (856) (856)

Balance at December 31, 2006 $ — $ — $ —
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Personnel Costs:

During fiscal 2004, the Company recorded a benefit of $0.2 million to the restructuring reserve as the actual
payments were lower than the original estimates. As of fiscal 2004, the Company has fulfilled its obligations
related to severance and benefits.

Lease Obligations:

During fiscal 2004 and 2005, the Company recorded additional provisions of $0.3 million and $0.2 million,
respectively, primarily due to changes in sublease income estimates resulting in an increase to the restructuring
reserve. As of fiscal 2006, the Company has fulfilled its lease obligations and released the unused reserve.

The following table summarizes the restructuring reserve activities related to the Fiscal 2001 Restructuring
Plan since the beginning of fiscal 2004:

(In thousands) Lease

Balance at December 28, 2003 $ 2,746
Cash payments (1,332)

Balance at January 2, 2005 1,414
Benefit (267)
Cash payments (1,147)

Balance at January 1, 2006 $ —

Lease Obligations:

During fiscal 2005, the Company completed the lease obligations and recorded a benefit of $0.3 million, as
the actual lease obligations were lower than the original estimates.

NOTE 10. DEBT AND OTHER LONG-TERM LIABILITIES

Convertible Subordinated Notes

During the second quarter of fiscal 2003, the Company issued $600.0 million in principal amount of the
1.25% convertible subordinated notes (“1.25% Notes”) with interest payable on June 15 and December 15,
beginning December 15, 2003. The 1.25% Notes were due in June 2008. Each note, which may be converted at
anytime by the holders prior to maturity, is convertible into 55.172 shares of the Company’s common stock,
subject to certain adjustments, plus a cash payment of $300. The Company, at its option, may satisfy the $300
cash payment by issuing common stock if the stock price exceeds $11.65. The 1.25% Notes were callable by the
Company at anytime. As of December 31, 2006 and January 1, 2006, the outstanding balance of the 1.25% Notes
was $599.0 million and $600.0 million, respectively.

During the first quarter of fiscal 2007, the Company called for redemption of all of the 1.25% Notes. See
“Note 22. Subsequent Events” for further discussion.

Line of Credit

In September 2003, the Company entered into a $50.0 million, 24-month revolving line of credit with a
major financial institution. In December 2006, this line of credit was extended to December 2007 and the total
available amount was decreased to $30 million. Loans made under the line of credit bear interest based upon the
Wall Street Journal Prime Rate (8.3% as of December 31, 2006) or LIBOR plus 1.25% (6.9% as of December 31,
2006). The line of credit agreement includes a variety of covenants including restrictions on the incurrence of
indebtedness, incurrence of loans, the payment of dividends or distribution on its capital stock, and transfers of
assets and financial covenants with respect to tangible net worth. As of December 31, 2006, the Company was in
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compliance with all of the financial covenants. The Company’s obligations under the line of credit are
guaranteed and collateralized by the common stock of certain of the Company’s business entities other than
SunPower. The Company intends to use the line of credit on an as-needed basis to fund working capital and
capital expenditures. To date, there have been no borrowings under the line of credit.

During the fourth quarter of fiscal 2006, the Company obtained an irrevocable standby letter of credit in the
amount of $6.4 million to secure payments under a lease guarantee (see Note 19). The standby letter of credit
will expire in January 2008.

In December 2005, SunPower entered into a $25.0 million, three-year revolving credit facility with affiliates
of two major financial institutions. The line of credit is collateralized by substantially all of SunPower’s assets,
including the stock of its foreign subsidiaries. Borrowings under the line of credit are conditioned upon
customary conditions as well as (1) with respect to the first $10.0 million drawn on the line of credit,
maintenance of cash collateral to the extent of outstanding borrowings (excluding amounts borrowed), and
(2) with respect to the remaining $15.0 million of the line of credit, satisfaction of a coverage test which is based
on the ratio of SunPower’s cash flow to capital expenditures. The line of credit contains customary covenants and
defaults including limitations on dividends, incurrence of indebtedness and liens, and mergers and acquisitions.
The line of credit bears interest at a rate of the greater of the prime rate or federal funds rate for U.S. dollar
draws, or LIBOR plus 1% for Euro dollar draws on the first $10.0 million of borrowings and the greater of the
prime rate plus 2% or federal funds rate plus 2% for U.S. dollar draws, or LIBOR plus 3% for Euro dollar draws
on any borrowings over $10.0 million. The interest rate for Euro dollar borrowings would have been 6.3% on the
first $10.0 million of borrowings and 8.3% on any borrowings over $10.0 million at December 31, 2006. The
interest rate on U.S. dollar borrowings would have been 8.3% on the first $10.0 million of borrowings and 10.3%
on any borrowings over $10.0 million at December 31, 2006. To date, there have been no borrowings by
SunPower under the line of credit.

Other Long-Term Liabilities

Collateralized Debt Instruments:

The Company’s collateralized debt instruments consisted of long-term loan agreements with two lenders
with an original aggregate principal amount equal to $24.7 million. These agreements were collateralized by
specific equipment located at the Company’s U.S. manufacturing facilities. Principal amounts were repaid in
monthly installments inclusive of accrued interest, over a three to four-year period. The applicable interest rates
were variable based on changes to LIBOR rates. As of January 1, 2006, the aggregate principal outstanding was
$6.1 million. During fiscal 2006, the loans were paid off in full.

SunPower Customer Advances:

The following table summarizes SunPower’s customer advances recorded in the Consolidated Balance
Sheets:

As of

December 31,
2006

January 1,
2006

(In thousands)

Customer advances – current portion $ 12,304 $ 8,962
Customer advances – long-term 27,687 28,438

Total customer advances $ 39,991 $ 37,400

From time to time, SunPower enters into agreements under which its customers make advances for future
purchases of solar products. In general, SunPower pays no interest on the advances and applies the advances as
shipments of product occur.
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In April 2005, SunPower entered into an agreement with one of its customers to supply solar cells. As part
of this agreement, the customer agreed to fund expansion of SunPower’s manufacturing capacity to support this
customer’s solar cell product demand. Beginning on January 1, 2006, SunPower is obligated to pay interest at a
rate of 5.7% per annum on the remaining unpaid balance. SunPower’s settlement of principal on the advances is
recognized over product deliveries at a specified rate on a per-unit-of-product-delivered basis through
December 31, 2010. As of December 31, 2006 and January 1, 2006, remaining outstanding advances totaled
$33.1 million and $35.5 million, respectively. SunPower has utilized all funds as advanced by this customer
towards expansion of SunPower’s manufacturing capacity.

SunPower has also entered into agreements with other customers who have made advance payments for
solar products. These advances are applied as shipments of product occur. As of December 31, 2006 and
January 1, 2006, remaining outstanding advances under these agreements totaled $6.9 million and $1.9 million,
respectively.

Fair Value of Debt Instruments

The carrying amounts and estimated fair values of the Company’s debt instruments were as follows:

As of

December 31, 2006 January 1, 2006

Carrying
Amount

Estimated
Fair Value

Carrying
Amount

Estimated
Fair Value

(In thousands)

1.25% Notes $ 598,996 $ 729,338 $ 599,997 $ 681,285
Collateralized debt instruments — — 6,089 6,089

Total $ 598,996 $ 729,338 $ 606,086 $ 687,374

The Company’s liabilities for all periods were recorded at the carrying value, not the estimated fair value, in
the Consolidated Balance Sheets. The fair value of the 1.25% Notes was estimated based on the quoted market
prices as of the end of the fiscal years.

NOTE 11. FOREIGN CURRENCY DERIVATIVES

The Company operates and sells products in various global markets and purchases capital equipment using
foreign currencies. As a result, the Company is exposed to risks associated with changes in foreign currency
exchange rates. The Company may use various hedge instruments from time to time to manage the exposures
associated with purchases of foreign sourced equipment, net asset or liability positions of its subsidiaries and
forecasted revenues and expenses. The Company does not enter into foreign currency derivative financial
instruments for speculative or trading purposes.

As of December 31, 2006, the Company’s hedge instruments consisted primarily of foreign exchange
forward contracts. The Company estimates the fair value of its forward contracts based on spot rates and interest
differentials from published sources.

Cash Flow Hedges

Hedges of forecasted foreign currency denominated revenues using foreign exchange forward contracts are
designated as cash flow hedges and changes in fair value of the effective portion of hedge contracts are recorded
in accumulated other comprehensive income (loss) in “Stockholders’ equity” in the Consolidated Balance Sheets.
Amounts deferred in accumulated other comprehensive income (loss) are reclassified into the Consolidated
Statements of Operations in the periods in which the related revenue is recognized. The effective portion of
unrealized gains (loss) recorded in accumulated other comprehensive income (loss), net of tax, was $(1.6) million
and $1.2 million as of December 31, 2006 and January 1, 2006, respectively. As of December 31, 2006 and
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January 1, 2006, the Company had outstanding forward contracts primarily relating to SunPower with an
aggregate notional value of $105.6 million and $31.2 million, respectively. All outstanding contracts will mature
by October 2007.

Fair Value Hedges

On occasion, the Company commits to purchase equipment in foreign currency, predominantly the Euro.
When these purchases are hedged using foreign exchange forward contracts that qualify as firm commitments,
they are designated as fair value hedges. Changes in fair value of the derivative contracts are recognized in the
Consolidated Statements of Operations. Under the fair value hedge treatment, the changes in the firm
commitment on a spot-to-spot basis are recorded in “Property, plant and equipment, net” in the Consolidated
Balance Sheets and in “Other income (expense), net” in the Consolidated Statements of Operations. As of
January 1, 2006, the Company had outstanding forward contracts with an aggregate notional value of $3.1
million. The Company did not have any outstanding contracts as of December 31, 2006.

In addition, the Company records its hedges of foreign currency denominated monetary assets and liabilities
at fair value with the related gains or losses recorded in “Other income (expense), net” in the Consolidated
Statements of Operations. The gains or losses on these contracts are substantially offset by transaction gains or
losses on the underlying balances. As of December 31, 2006 and January 1, 2006, the Company had outstanding
forward contracts primarily relating to SunPower with an aggregate notional value of $33.3 million and $26.6
million, respectively, to offset the risks associated with foreign currency denominated assets and liabilities. All
outstanding contracts matured in January 2007.

NOTE 12. ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

The components of accumulated other comprehensive income (loss) were as follows:

As of

December 31,
2006

January 1,
2006

(In thousands)

Accumulated net unrealized gains (losses) on available-for-sale investments, net of
tax $ 277 $ (481)

Accumulated net unrealized gains (losses) on derivatives, net of tax (1,570) 1,245

Total accumulated other comprehensive income (loss) $ (1,293) $ 764

The Company’s comprehensive income (loss) is comprised of net income (loss) and changes in unrealized
gains (losses) on available-for-sale investments and derivatives, net of tax. Comprehensive income (loss) is
presented in the Consolidated Statements of Stockholders’ Equity.

NOTE 13. STOCK PURCHASE ASSISTANCE PLAN (“SPAP”)

On May 3, 2001, the Company’s stockholders approved the adoption of the SPAP program. The SPAP
program will terminate on the earlier of May 3, 2011, or such time as determined by the Company’s Board of
Directors. The SPAP program allowed for loans to employees to purchase shares of the Company’s common
stock on the open market. Employees of the Company and its subsidiaries, including executive officers but
excluding the chief executive officer and the Board of Directors, were allowed to participate in the SPAP
program. The loans were granted to certain executive officers prior to adoption of the Sarbanes-Oxley Act of
2002, which prohibits most loans to executive officers of public corporations. Each loan was evidenced by a full
recourse promissory note executed by the employee in favor of the Company and was collateralized by a pledge
of the shares of the Company’s common stock purchased with the proceeds of the loan. If a participant sells the
shares of the Company’s common stock purchased with the proceeds from the loan, the proceeds of the sale must
first be used to repay the interest and then the principal on the loan before being received by the participant. The
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SPAP program was terminated in the first quarter of fiscal 2002 and no new loans have been granted to
employees subsequent to the first quarter of fiscal 2002.

As of December 31, 2006, interest rates associated with the outstanding loans ranged from 5.0% to 8.3% per
annum. As loans are at interest rates below the estimated market rate, the Company records compensation
expense to reflect the difference between the rate charged and the estimated market rate for each loan
outstanding. Compensation expense related to these loans was $1.8 million, $2.0 million and $1.9 million for
fiscal 2006, 2005 and 2004, respectively.

The following table summarizes the components of the outstanding loan balance:

As of

December 31,
2006

January 1,
2006

(In thousands)

Principal:
Active employees $ 19,638 $ 29,946
Terminated employees 11,567 15,748

Total principal $ 31,205 $ 45,694

Accrued interest:
Active employees $ 3,905 $ 5,512
Terminated employees 2,244 3,046

Total accrued interest $ 6,149 $ 8,558

Total outstanding balance—principal and accrued interest, gross $ 37,354 $ 54,252
Less: allowance for uncollectible loans (8,345) (8,469)

Total outstanding balance, net $ 29,009 $ 45,783

The outstanding loan balance, net of allowance for uncollectible loans, is classified as a current asset in the
Consolidated Balance Sheets.

Changes in the allowance for uncollectible loans are recognized in “Selling, general and administrative” in
the Consolidated Statements of Operations. In determining the allowance for uncollectible loans, management
considered various factors, including a review of borrower demographics (including geographic location and job
grade), loan quality and a fair value analysis of the loans and the underlying collateral. The allowance was
determined by management with the assistance of an analysis performed by an independent appraisal firm.
During fiscal 2006, the Company recorded total write-offs of $0.1 million related to uncollectible loans. No
write-offs were recorded in fiscal 2005.

During the second quarter of fiscal 2006, the Company implemented certain new terms for the SPAP
program in an effort to minimize risks and collect the outstanding accrued interest and principal balances. These
changes to the SPAP program include, but are not limited to, a requirement to make interest payments, a
collateral requirement, changes in the interest rates charged on outstanding loan balances, and the requirement to
use a portion of the proceeds from the sale of stock options or shares under the Company’s employee stock plans
to pay down the outstanding balances in certain circumstances.

The Company’s security interest in the collateral is currently reflected in security agreements executed by
each participant and account control agreements executed by and between the Company, the participant and the
third party service provider who helps administer the plan. The Company has received notice that the third party
vendor who helped administer the plan terminated its relationship with the Company. While the security
agreement executed by each participant precludes them from taking certain action without the Company’s
consent, the termination of the account control agreements could adversely impact the Company’s ability to
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collect on the collateral in the event of a default by the participant. The Company is actively pursuing a new third
party service provider to administer the plan.

NOTE 14. OTHER INCOME (EXPENSE), NET

The following table summarizes the components of other income (expenses), net, recorded in the
Consolidated Statements of Operations:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Amortization of bond issuance costs $ (3,721) $ (3,721) $ (4,071)
Equity in net income of partnership investment — — 1,424
Gain on investments in equity securities (see Note 6) 10,027 — —
Investment impairment charges (see Note 6) (5,325) (826) (1,123)
Changes in fair value of warrants held 781 (305) —
Foreign exchange gain (loss), net (634) (974) 1,122
Changes in fair value of investments under the deferred

compensation plan (see Note 17) 2,128 1,099 1,218
Other income (expense) 128 (118) 1,030

Total other income (expense), net $ 3,384 $ (4,845) $ (400)

NOTE 15. NET INCOME (LOSS) PER SHARE

Basic net income (loss) per common share is computed using the weighted-average common shares
outstanding for the period. Diluted net income per common share is computed using the weighted-average
common shares outstanding plus any potentially dilutive securities, except when their effect is anti-dilutive.
Diluted net loss per common share is computed using the weighted-average common shares outstanding for the
period and excludes all potentially dilutive securities because the Company is in a net loss position and their
inclusion would have been anti-dilutive. Dilutive securities primarily include stock options, restricted stock and
the convertible subordinated notes.
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The following table sets forth the computation of basic and diluted net income (loss) per share in accordance
with SFAS No. 128, “Earnings per Share”:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands, except per-share amounts)

Net income (loss) per share – basic:
Net income (loss) $ 39,482 $ (92,153) $ 24,698

Weighted-average common shares 140,809 133,188 124,580

Net income (loss) per share – basic $ 0.28 $ (0.69) $ 0.20

Net income (loss) per share – diluted:
Net income (loss) $ 39,482 $ (92,153) $ 24,698
Adjustments:

SunPower (1,230) — —
Interest expense and related costs associated with the 1.25%

Notes 7,847 — —
Other (1,083) — (2,056)

Net income (loss) for diluted computation $ 45,016 $ (92,153) $ 22,642

Weighted-average common shares 140,809 133,188 124,580
Effect of dilutive securities:

Stock options and unvested restricted stock 5,238 — 9,330
Shares issuable upon assumed conversion of the 1.25%

Notes 33,048 — —
Other 176 — 220

Weighted-average common shares for diluted computation 179,271 133,188 134,130

Net income (loss) per share – diluted $ 0.25 $ (0.69) $ 0.17

SunPower Adjustment:

In accordance with SFAS No. 128, net income used in the diluted computation for fiscal 2006 has been
adjusted to account for the impact of the Company’s equity ownership in SunPower on a diluted basis.

1.25% Notes Adjustment:

For fiscal 2006, net income used in the diluted computation has been adjusted for the dilutive impact of the
assumed conversion of the 1.25% Notes. No adjustments were made for fiscal 2005 and 2004 as the impact of the
1.25% Notes was anti-dilutive.

Other Adjustment:

The Company maintains a key employee deferred compensation plan (see Note 17). For fiscal 2006 and
2004, the weighted-average common shares for diluted computation included the effect of the shares that would
be issuable upon settlement of the deferred compensation plan, and net income for diluted computation was
adjusted for the compensation credit recorded under the deferred compensation plan related to such shares. For
fiscal 2005, no adjustments related to the deferred compensation plan were included as their inclusion was anti-
dilutive.
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Anti-Dilutive Securities:

The following securities were excluded from the computation of diluted net income (loss) per share as their
impact was anti-dilutive:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Stock options 23,016 39,615 21,132
Shares issuable upon assumed conversion of the 1.25% Notes — 33,103 34,134

NOTE 16. STOCKHOLDERS’ EQUITY

Equity Option Contracts

As of December 31, 2006, the Company had outstanding a series of equity options on its common stock
with an initial cost of $26.0 million that were originally entered into in fiscal 2001. These options were included
in “Stockholders’ equity” in the Consolidated Balance Sheets. The contracts require physical settlement. Upon
expiration of the options, if the Company’s stock price is above the threshold price of $21 per share, the
Company will receive a settlement value totaling $30.3 million in cash. If the Company’s stock price is below the
threshold price of $21 per share, the Company will receive 1.4 million shares of its common stock. Alternatively,
the contracts may be renewed and extended. During fiscal 2006 and 2005, the Company received total premiums
of approximately $0.7 million and $0.1 million, respectively, upon extensions of the contracts. The amounts were
recorded in “Additional paid-in capital” in the Consolidated Balance Sheets.

The equity option contracts expired in February 2007. See “Note 22. Subsequent Events” for further
discussion.

Stock Repurchase Program

During the fourth quarter of fiscal 2002, the Company’s Board of Directors authorized a discretionary
repurchase program to acquire shares of the Company’s common stock in the open market. The total amount that
could be repurchased under the program was limited to $15 million. As of December 31, 2006, the Company has
not repurchased any shares under the program.

During the first quarter of fiscal 2007, the Company’s Board of Directors authorized a new stock repurchase
program of up to $300 million. See “Note 22. Subsequent Events” for further discussion.

NOTE 17. EMPLOYEE BENEFIT PLANS

Key Employee Bonus Plan

The key employee bonus plan provides for incentive payments to certain key employees. Payments under
the plan are determined based upon certain performance measures, including the Company’s earnings per share
as well as achievement of strategic, operational and financial goals established for each key employee. The
Company recorded total charges of $10.4 million related to the plan in fiscal 2006, a credit of $(0.5) million in
fiscal 2005 and charges of $4.2 million in fiscal 2004.

Performance Profit Sharing Plan

During fiscal 2006, the Company adopted a performance profit sharing plan, which provides incentive
payments to all worldwide Cypress employees. Payments under the plan are determined based upon the
Company’s earnings per share and the employees’ percentage of success in achieving certain performance goals.
During fiscal 2006, the Company recorded total charges of $6.5 million related to the plan.
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New Product Bonus Plan

Under the new product bonus plan, qualified employees received bonus payments based on achieving
certain levels of new product revenues, meeting design deadlines and attaining certain levels of profitability by
the Company. The plan was terminated in fiscal 2005. The Company recorded total charges of $46,000 and $3.4
million in fiscal 2005 and 2004, respectively, under this plan.

Deferred Compensation Plan

In fiscal 1995, the Company adopted a deferred compensation plan, which provides certain key employees,
including executive management, with the option to defer the receipt of compensation in order to accumulate
funds for retirement. Amounts deferred by the key employees are invested primarily in mutual funds and
individual company stocks. The Company does not make contributions to the deferred compensation plan other
than the amounts withheld from the employees and the Company does not guarantee returns on the investments.
Participant deferrals and investment gains and losses remain an asset of the Company and are subject to claims of
general creditors. As of December 31, 2006 and January 1, 2006, deferred compensation plan assets totaled $22.3
million and $23.2 million, respectively, and liabilities totaled $25.8 million and $27.8 million, respectively.

The Company accounts for the deferred compensation plan in accordance with EITF No. 97-14,
“Accounting for Deferred Compensation Arrangements Where Amounts Earned Are Held in a Rabbi Trust and
Invested.” In accordance with EITF No. 97-14, the liabilities are marked to market with the offset being recorded
as an operating expense or credit. The assets (excluding the amounts invested in the Company’s common stock)
are marked to market with the offset being recorded in “Other income (expense), net.” No entries are recorded
for the amounts invested in the Company’s common stock because the amounts are accounted for as treasury
stock.

All non-cash expense and credits recorded under the deferred compensation plan were included in the
following line items in the Consolidated Statements of Operations:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Changes in fair value of assets recorded in:
Other income (expense), net $ 2,128 $ 1,099 $ 1,218

Changes in fair value of liabilities recorded in:
Cost of revenues (871) (614) (563)
Research and development (1,003) (707) (648)
Selling, general and administrative (765) (540) (495)

Total expense, net $ (511) $ (762) $ (488)

During fiscal 2003, the Company took two actions to minimize the impact on the operating results as a
result of changes to the market value of the Company’s common stock held in the deferred compensation plan.
First, a restriction on the purchase of additional shares of the Company’s common stock by plan participants was
implemented. Second, the Company entered into an arrangement with a major financial institution, wherein the
Company purchased a forward contract to hedge the impact of market changes of the Company’s common stock
currently held by the plan. The forward contract is carried at fair value with any changes in the fair value
recorded as an operating expense or credit in the Consolidated Statements of Operations. During fiscal 2006,
2005 and 2004, the Company recorded a credit (expense) of $0.6 million, $0.6 million and $(2.1) million,
respectively, related to the forward contract.
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Pension Plans

The Company sponsors two defined benefit pension plans, covering certain employees in the Philippines
and Belgium. The Company does not have a pension plan for its U.S.-based employees. The following table
summarizes the funded status of the plans:

As of

December 31,
2006

January 1,
2006

(In thousands)

Projected benefit obligations $ 3,637 $ 3,142
Plan assets at fair value (2,235) (2,032)

Unfunded obligations $ 1,402 $ 1,110

401(k) Plan

The Company sponsors a U.S.-based 401(k) plan which provides participating employees with an
opportunity to accumulate funds for retirement. The Company does not make contributions to the 401(k) plan.

NOTE 18. INCOME TAXES

The geographic distribution of income (loss) before income taxes and minority interest and the components
of benefit from (provision for) income taxes are summarized below:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Geographic distribution of income (loss) before income taxes and
minority interest:

U.S. loss $ (101) $ (109,056) $ (15,535)
Foreign income 52,811 15,839 13,514

Income (loss) before income taxes and minority interest $ 52,710 $ (93,217) $ (2,021)

Benefit from (provision for) income taxes:
Current tax benefit (expense):

Federal $ (986) $ — $ 28,432
State (500) 928 (200)
Foreign (7,184) (1,349) (2,424)

Total current tax benefit (expense) $ (8,670) $ (421) $ 25,808

Deferred tax benefit:
Foreign $ 1,811 $ 1,760 $ 767

Benefit from (provision for) income taxes $ (6,859) $ 1,339 $ 26,575
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Benefit from (provision for) income taxes differs from the amounts obtained by applying the statutory U.S.
federal income tax rate to income (loss) before taxes and minority interest as shown below:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Benefit (provision) at U.S. statutory rate of 35% $ (18,449) $ 32,626 $ 707
Foreign income at other than U.S. rates 12,976 5,745 1,989
State income taxes, net of federal benefit (325) (34) (130)
Alternative minimum tax (988) — —
Non-deductible acquisition costs and charges — (4,482) (3,293)
Future benefits not recognized — (33,293) (2,372)
Release of previously accrued income taxes — 980 29,922
Other, net (73) (203) (248)

Benefit from (provision for) income taxes $ (6,859) $ 1,339 $ 26,575

The calculation of tax liabilities involves dealing with uncertainties in the application of complex global tax
regulations. The Company regularly assesses its tax positions in light of legislative, bilateral tax treaty, regulatory
and judicial developments in many countries in which the Company and its affiliates do business.

The Company and its affiliates file tax returns in each jurisdiction in which they are registered to do
business. In the U.S. and many of the state jurisdictions, and in many foreign countries in which the Company
files tax returns, a statute of limitations period exists. After a statute of limitations period expires, the respective
tax authorities may no longer assess additional income tax for the expired period. Similarly, the Company is no
longer eligible to file claims for refund for any tax that it may have overpaid.

During fiscal 2005 and fiscal 2004, the statute of limitations expired for several tax jurisdictions. The
expiration of the statute of limitations led to management’s assessment that previously accrued income taxes
were no longer necessary. Accordingly, during fiscal 2005 and fiscal 2004, the Company recorded benefits of
$1.0 million and $29.9 million, respectively, for the release of previously accrued income taxes.

The components of deferred tax assets and liabilities were as follows:

As of

December 31,
2006

January 1,
2006

(In thousands)

Deferred tax assets:
Credits and net operating loss carryovers $ 199,349 $ 188,454
Reserves and accruals 78,456 78,160
Deferred income 5,080 953

Total deferred tax assets 282,885 267,567
Less: valuation allowance (216,717) (197,511)

Deferred tax assets, net $ 66,168 $ 70,056

Deferred tax liabilities:
Excess of tax over book depreciation $ (56,258) $ (57,333)
Intangible assets arising from acquisitions (11,071) (17,015)

Total deferred tax liabilities $ (67,329) $ (74,348)

Net deferred tax liabilities $ (1,161) $ (4,292)
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At December 31, 2006, deferred tax assets of $216.7 million were fully reserved due to uncertainty of
realization in accordance with SFAS No. 109, “Accounting for Income Taxes.” In compliance with SFAS
No. 109, current and long-term net deferred taxes have been netted to the extent they are in the same tax
jurisdiction.

At December 31, 2006, the Company had approximately $189.3 million of certain net operating loss
carryforwards resulting from the exercise of employee stock options. When recognized, the tax benefit of these
loss carryforwards will be accounted for as a credit to additional paid-in capital rather than a reduction of the
income tax provision.

At December 31, 2006, the Company had U.S. federal net operating loss carryovers of approximately
$316.7 million, which, if not utilized, will expire from 2016 through 2025. The Company had state net operating
loss carryovers of approximately $32.0 million which, if not utilized, will expire from 2010 through 2025. A
portion of these net operating loss carryovers relates to recent acquisitions and are subject to certain limitations
under the U.S. Internal Revenue Code. Tax benefits related to pre-acquisition losses of acquired entities
aggregating $113.9 million will be utilized first to reduce any associated intangible assets and goodwill. In
addition, the Company had U.S. federal tax credit carryforwards of approximately $50.9 million, which, if not
utilized, will expire from 2021 through 2026, and state tax credit carryforwards of approximately $36.5 million,
which currently do not have any expiration date.

U.S. income taxes and foreign withholding taxes have not been provided on a cumulative total of $355.2
million of undistributed earnings for certain non-U.S. subsidiaries. During fiscal 2005, the Company studied the
impact of the one-time favorable foreign dividend provision enacted as part of the American Jobs Creation Act of
2004, and determined that repatriation of its undistributed foreign earnings was not advantageous to the
Company.

The Company’s global operations involve manufacturing, research and development, and selling activities.
The Company’s operations outside the U.S. are in certain countries that impose a statutory tax rate both higher
and lower than the U.S. The Company is subject to tax holidays in the Philippines and India where it
manufactures and designs certain of its products. These tax holidays are scheduled to expire at varying times
within the next one and four years. Overall, the Company expects its foreign earnings to be taxed at rates lower
than the statutory tax rate in the U.S.

The tax returns of the Company and its subsidiaries could be subject to examination by various tax
authorities in countries in which the Company operates. During fiscal 2006, the Internal Revenue Service (“IRS”)
commenced an audit of the Company’s federal income tax returns for fiscal 2004 and 2003. At December 31,
2006, no material adjustments have been proposed by the IRS. However, the IRS has not completed their
examination and there can be no assurance that there will be no significant adjustments upon the completion of
their review.

During fiscal 2006, non-U.S. tax authorities commenced tax audits of the Company’s subsidiaries in the
Philippines and India. Management believes that the ultimate outcome of these non-U.S. examinations will not
have a material impact on the Company’s financial position or results of operations.

NOTE 19. COMMITMENTS AND CONTINGENCIES

Guarantees and Product Warranties

The Company applies the provisions of FASB Interpretation No. 45, “Guarantor’s Accounting and
Disclosure Requirements for Guarantees, including Indirect Guarantees of Indebtedness of Others,” to its
agreements that contain guarantee or indemnification clauses. These provisions expand those required by SFAS
No. 5, “Accounting for Contingencies,” by requiring that guarantors disclose, and in certain cases record the fair
value of, certain types of guarantees, even if the likelihood of requiring the guarantor’s performance is remote.
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Lease Guarantee:

During the fourth quarter of fiscal 2005, the Company entered into a strategic foundry partnership with
Grace Semiconductor Manufacturing Corporation (“Grace”), pursuant to which the Company has transferred
certain of its proprietary process technologies to Grace’s Shanghai, China facility. Pursuant to a foundry
agreement dated December 1, 2006, the Company purchases wafers from an affiliate of Grace that are produced
using these process technologies.

On December 20, 2006, the Company entered into a guarantee (“Guarantee”) with CIT Technologies
Corporation (“Lessor”) for the benefit of Grace. Grace has leased from the Lessor certain semiconductor
manufacturing equipment pursuant to a master lease agreement between the Lessor and Grace. Under the
Guarantee, the Company has agreed to an unconditional guarantee to the Lessor of the rental payments due under
the master lease by Grace. The term of the lease runs for 36 months commencing January 1, 2007. The
guaranteed obligations of Grace, payable quarterly in advance, equal approximately $0.7 million for each
calendar quarter during the term, for an aggregate amount equal to approximately $8.2 million over the term. If
Grace fails to pay any of the quarterly payments, the Company will be obligated to pay within 10 days of written
demand from the Lessor such amounts. If the Company fails to pay such amount, interest will accrue at a rate of
9% per annum on any unpaid amounts.

In addition, under the Guarantee, the Company obtained an irrevocable letter of credit in an initial amount
of approximately $6.4 million to secure the payments under the Guarantee after demand has been made by the
Lessor on the Company. The amount available under the letter of credit will decline according to a schedule
mutually agreed upon by the Company and the Lessor during the term consistent with the quarterly reductions in
the outstanding amounts under the master lease. Under the Guarantee, if a default by the Company occurs, the
Lessor will be entitled to draw on the letter of credit.

In connection with the Guarantee and effective upon the payment for, or receipt of, the leased equipment by
the Lessee, the Company was issued warrants to purchase approximately 2.1 million ordinary shares of Grace at
an exercise price of $0.74 per share during the fourth quarter of fiscal 2006.

The Guarantee is the first in a series that the Company intends to enter into from time to time in support of
the Grace’s operations described above. The Company currently expects that the maximum amount of all such
guaranteed equipment lease obligations in support of Grace will not exceed approximately $60 million. However,
the Company is under no obligation to guarantee any future rent payments on such equipment leases for the
benefit of Grace and will do so only in its sole discretion.

During the first quarter of fiscal 2007, the Company entered into a second guarantee with the Lessor. See
“Note 22. Subsequent Events” for further discussion.

Indemnification Obligations:

The Company is a party to a variety of agreements pursuant to which it may be obligated to indemnify
another party to such an agreement with respect to certain matters. Typically, these obligations arise in the
context of contracts entered into by the Company, under which the Company customarily agrees to hold the other
party harmless against losses arising from a breach of representations and covenants related to such matters as
title to assets sold, certain intellectual property rights, specified environmental matters and certain income taxes.
In these circumstances, payment by the Company is customarily conditioned on the other party making a claim
pursuant to the procedures specified in the particular contract, which procedures typically allow the Company to
challenge the other party’s claims. Further, the Company’s obligations under these agreements may be limited in
terms of time and/or amount, and in some instances, the Company may have recourse against third parties for
certain payments made by it under these agreements.
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In connection with the Company’s divestitures in fiscal 2006 (see Note 4), the Company has agreed to
indemnify the buyers with respect to certain matters.

It is not possible to predict the maximum potential amount of future payments under these agreements due
to the conditional nature of the Company’s obligations and the unique facts and circumstances involved in each
particular agreement. Historically, payments made by the Company under these agreements have not had a
material effect on its business, financial condition or results of operations. The Company believes that if it were
to incur a loss in any of these matters, such loss would not have a material effect on its business, financial
condition, cash flows or results of operations, although there can be no assurance of this.

Product Warranties:

The Company estimates its warranty costs based on historical warranty claim experience and applies this
estimate to the revenue stream for products under warranty. The estimated future warranty obligations related to
product sales are recorded in the period in which the related revenue is recognized. The warranty accrual is
reviewed quarterly to verify that it properly reflects the remaining obligations based on the anticipated
expenditures over the balance of the obligation period. Adjustments are made when actual warranty claim
experience differs from estimates.

The Company typically warrants its non-SunPower products against defects in materials and workmanship
for a period of one year and that product warranty is generally limited to a refund of the original purchase price
of the product or a replacement part. SunPower warrants the performance of its solar panels at certain levels of
conversion efficiency for extended periods, often as long as 25 years. It also warrants or guarantees the
functionality of solar cells and imaging detectors for at least one year.

The following table presents the Company’s warranty reserve activities:

Year Ended

December 31,
2006

January 1,
2006

(In thousands)

Beginning balance $ 2,869 $ 2,717
Settlements made (6,646) (7,131)
Provisions made 9,801 7,283

Ending balance $ 6,024 $ 2,869

SunPower represented approximately 57% and 20% of the warranty reserve balance as of December 31,
2006 and January 1, 2006, respectively. During fiscal 2006, SunPower increased its estimated warranty provision
rate. This change in estimate was based on results of recent testing that simulates adverse environmental
conditions and potential failure rates SunPower’s solar panels could experience during their 25-year warranty
period.

Operating Lease Commitments

The Company leases certain facilities and equipment under non-cancelable operating lease agreements that
expire at various dates through fiscal 2014. Some leases include renewal options, which would permit extensions
of the expiration dates at rates approximating fair market rental values. As of December 31, 2006, the Company
also had a land lease expiring in fiscal 2073. The lease does not transfer ownership of the land to the Company at
the end of the lease term, and the lease does not contain a bargain purchase option. In accordance with SFAS
No. 13, “Accounting for Leases,” the Company classified the land lease as an operating lease.
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As of December 31, 2006, future minimum lease payments under non-cancelable operating leases were as
follows:

(In thousands)

2007 $ 9,568
2008 6,569
2009 4,896
2010 3,423
2011 1,570
2012 and thereafter 1,949

Total $ 27,975

Rental expenses totaled approximately $12.5 million, $12.1 million and $11.7 million in fiscal 2006, 2005
and 2004, respectively. In addition, some of these leases require the Company to pay taxes, insurance,
maintenance and other expenses with respect to the properties.

Acquisition-Related Contingent Compensation

The following table summarizes the acquisition-related contingent compensation charges recorded in the
Consolidated Statements of Operations:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Cost of revenues $ 45 $ 38 $ 30
Research and development 3,596 3,515 6,569
Selling, general and administrative 1,092 809 166

Total $ 4,733 $ 4,362 $ 6,765

Descriptions of the acquisition-related contingent compensation charges and the status of payments are as
follows:

CMS:

During fiscal 2005, the Company completed the acquisition of CMS’s minority interest. In connection with
the acquisition, all vested stock options and immature shares of CMS’s capital stock were exchanged for $0.65
per share in cash settlement, resulting in a compensation charge of $1.0 million in fiscal 2005.

In addition, unvested options and shares were exchanged for a right to receive $0.65 in cash per share in the
future for a total contingent consideration of $3.1 million. The value of the consideration is being amortized
ratably on a straight-line basis over the employment service period. To date, the Company recorded total charges
of $1.5 million, of which $1.4 million was recorded in fiscal 2006 and $0.1 million was recorded in fiscal 2005.

SMaL:

During fiscal 2005, the Company completed the acquisition of SMaL. The terms of the acquisition included
contingent consideration of up to approximately $22.5 million in cash through fiscal 2006. Of this amount, $1.7
million was based on employment and the achievement of certain individual performance milestones and $20.8
million was based on the achievement of certain sales milestones and employment. As of December 31, 2006, all
of the $20.8 million contingent compensation based on the achievement of sales milestones and employment has
been forfeited as the sales targets have not been met. In addition, contingent compensation of $0.4 million based
on employment and the achievement of certain individual performance milestones has been forfeited.
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To date, the Company recorded total charges of $1.3 million related to the contingent compensation based
on employment and the achievement of individual performance milestones. Of this amount, $0.7 million was
recorded in fiscal 2006 and $0.6 million was recorded in fiscal 2005. As of December 31, 2006, the Company has
fulfilled its obligations related to SMaL’s contingent compensation and no additional charges will be recorded in
future periods.

Cascade:

During fiscal 2004, the Company completed the acquisition of Cascade. The terms of the acquisition
included contingent consideration of approximately $9.4 million payable to employees in cash or common stock
based on either revenue milestone achievement and employment conditions, or employment conditions alone.

To date, the Company recorded total charges of $9.4 million related to the contingent consideration, of
which $2.6 million was recorded in fiscal 2006, $2.0 million was recorded in fiscal 2005 and $4.8 million was
recorded in fiscal 2004. As of December 31, 2006, the Company has fulfilled its obligations related to Cascade’s
contingent compensation and no additional charges will be recorded in future periods.

Sahasra Networks (“Sahasra”):

During fiscal 2002, the Company completed the acquisition of Sahasra. The terms of the acquisition
included provisions for the contingent issuance to employees of up to 259,000 shares of the Company’s common
stock based on the achievement of certain product development milestones. The Company recorded total charges
of $3.4 million related to the contingent consideration, of which $0.7 million was recorded in fiscal 2005, $0.2
million was recorded in fiscal 2004, and $2.5 million was recorded prior to fiscal 2004. As of the end of fiscal
2005, the Company has fulfilled its obligations related to Sahasra’s contingent compensation.

Synthetic Lease

On June 27, 2003, the Company entered into an operating lease agreement, commonly known as a synthetic
lease, for manufacturing and office facilities located in Minnesota and California. A synthetic lease obligation of
$62.7 million with restricted cash collateral was established during the second quarter of fiscal 2003. The
synthetic lease requires the Company to purchase the properties or to arrange for the properties to be acquired by
a third party at lease expiration, which is June 2008. In addition, the Company may extend the lease if the lessor
allows. If the Company had exercised its right to purchase all the properties subject to the synthetic lease at
December 31, 2006, the Company would have been required to make a payment totaling $62.7 million (the
“Termination Value”). If the Company exercises its option to sell the properties to a third party, the proceeds
from such a sale could be less than the properties’ Termination Value, and the Company would be required to
pay the difference up to the guaranteed residual value of $54.5 million (the “Guaranteed Residual Value”).

The Company determined that the fair value associated with the Guaranteed Residual Value embedded in
the synthetic lease was $2.0 million. The amount was recorded in “Other assets” and “Other long-term liabilities”
in the Consolidated Balance Sheets and is being amortized over the term of the lease. As of December 31, 2006,
the unamortized balance was $0.6 million.

The Company is required to evaluate periodically the expected fair value of the properties at the end of the
lease term. In the event the Company determines that it is estimable and probable that the expected fair value of
the properties at the end of the lease term will be less than the Termination Value, the Company will ratably
accrue the loss over the remaining lease term. The Company has performed an analysis and determined a loss
contingency accrual is required. As of December 31, 2006, the loss contingency accrual was $5.7 million,
representing the total amounts recognized through the end of fiscal 2006. The fair value analysis on the
properties was performed by management with the assistance of independent appraisal firms.
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The Company is required to maintain restricted cash or investments to serve as collateral for this lease. As
of December 31, 2006, the balance of restricted cash and accrued interest was $63.3 million and was classified in
“Other assets” in the Consolidated Balance Sheets.

In addition, the Company is required to comply with certain financial covenants associated with the
synthetic lease. As of December 31, 2006, the Company was in compliance with such financial covenants.

During the first quarter of fiscal 2007, the Company made the decision to exercise its option to purchase the
properties under the synthetic lease. See “Note 22. Subsequent Events” for further discussion.

Litigation and Asserted Claims

In January 1998, an attorney representing the estate of Mr. Jerome Lemelson contacted the Company and
charged that the Company infringed certain patents owned by Mr. Lemelson and/or a partnership controlled by
Mr. Lemelson’s estate. On February 26, 1999, the Lemelson Partnership sued the Company and 87 other
companies in the United States District Court for the District of Arizona for infringement of 16 patents. In May
2000, the Court stayed litigation on 14 of the 16 patents in view of concurrent litigation in the United States
District Court, District of Nevada, on the same 14 patents. On January 23, 2004, the Nevada Court held, in favor
of the plaintiffs in that case, that all asserted claims of the 14 patents are unenforceable, invalid, and not
infringed. On March 1, 2006, the Arizona Court ordered that all claims and counterclaims related to these 14
patents were dismissed with prejudice. In October 2006, the Lemelson Partnership amended its Arizona
complaint to add allegations that two more patents were infringed. The “claim construction” (i.e., patent claim
interpretation) phase of this litigation was completed in 2006. As of December 31, 2006, there were four patents
still at issue in this litigation, and the parties were preparing to file their respective expert reports. Subsequent to
December 31, 2006, the Lemelson case was settled. See “Note 22. Subsequent Events” for further discussion.

In August 2006, Quantum Research Group served the Company with a complaint filed in the United States
District Court, District of Baltimore, Maryland. The complaint alleges patent infringement, defamation, false
light and unfair competition related to the Company’s programmable-system-on-chip microcontroller products.
The Company is seeking indemnification from a third party against this litigation. The Company has reviewed
and investigated the allegations and believes that it has meritorious defenses to these allegations and will
vigorously defend itself in this matter.

In October 2006, the Company received a grand jury subpoena issued from the U.S. District Court for the
Northern District of California seeking information regarding an investigation by the Antitrust Division of the
Department of Justice (the “DOJ”) into possible antitrust violations in the static random access memory industry.
The Company has made, and will continue to make, available employees, documents and all other relevant
information to the DOJ’s Antitrust Division to support the investigation. The Company currently believes that the
ultimate outcome of this investigation will not have a material adverse effect on its financial position or results of
operations.

In connection with the DOJ investigation discussed above, in October 2006, the Company, along with a
majority of the other manufacturers of memory products, was sued in purported consumer class actions (56 as of
December 31, 2006) in various United States Federal District Courts. The cases variously allege claims under the
Sherman Antitrust Act, state antitrust laws, unfair competition laws, and unjust enrichment. The lawsuits seek
restitution, injunction, and damages in an unspecified amount. The Company believes that it has meritorious
defenses to these allegations and will vigorously defend itself in these matters.

The Company is currently a party to various other legal proceedings, claims, disputes and litigation arising
in the ordinary course of business. The Company currently believes that the ultimate outcome of all pending legal
proceedings and investigations, individually and in the aggregate, will not have a material adverse effect on its
financial position, results of operation or cash flows. However, because of the nature and inherent uncertainties
of the litigation and investigations, should the outcome of these actions be unfavorable, the Company’s business,
financial condition, results of operations or cash flows could be materially and adversely affected.
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Purchase Commitments

Polysilicon:

SunPower has entered into agreements with various polysilicon, ingot and wafer vendors and manufacturers.
These agreements specify future quantities and pricing of products to be supplied by the vendors and
manufacturers for periods up to 12 years. Certain agreements also provide for penalties or forfeiture of advanced
deposits in the event that SunPower terminates the arrangements. As of December 31, 2006, total future purchase
obligations related to such agreements were $717.6 million, of which $250.3 million was related to a joint
venture commitment (see Note 20).

Under certain of these agreements, SunPower is required to make prepayments to the suppliers over the
terms of the arrangements. From time to time, SunPower also may make advance payments in connection with
purchases of certain services and manufacturing equipment from a variety of vendors and suppliers. As of
December 31, 2006, SunPower’s advances to these suppliers totaled $77.6 million. As of December 31, 2006,
SunPower’s future prepayment obligations related to these agreements totaled approximately $88.8 million.

Other:

The Company’s other outstanding purchase obligations represent principally its non-cancelable purchase
orders primarily related to services, manufacturing equipment, building improvements and supplies. Purchase
obligations are defined as enforceable agreements that are legally binding on the Company and that specify all
significant terms, including quantity, price and timing. As of December 31, 2006 and January 1, 2006,
non-cancelable purchase obligations totaled $133.3 million and $91.0 million.

NOTE 20. OTHER MATERIAL TRANSACTIONS

Power Supply

During the third quarter of fiscal 2006, Cypress Manufacturing Ltd. (“CML”), a wholly-owned subsidiary of
Cypress located in the Philippines that provides manufacturing services for Cypress, entered into a Memorandum
of Agreement (“Power Agreement”) with GNPower Ltd. Co. (“GNPower”). The Power Agreement provides the
general terms and conditions pursuant to which GNPower will build, own and operate an electric power
generation facility that will supply CML (along with other third parties) with specified annual minimum
quantities of electric power. Under the terms of the Power Agreement, CML may request additional power
supply as necessary, which will be supplied by GNPower at pre-determined rates. The purpose of this transaction
is to secure electric power supply for CML’s manufacturing operations in anticipation of the expected future
power supply shortages and price increases in the Philippines.

In the aggregate, CML expects to purchase a minimum of approximately $30 million to $34 million in
electric power over 15 years from the date of the facility’s first operation, which is estimated to be in the
beginning of 2010. CML was not required to make any upfront payments upon execution of the Power
Agreement.

Joint Venture

In the third quarter of fiscal 2006, SunPower entered into an agreement with Woongjin Coway Co., Ltd.
(“Woongjin”), a provider of environmental products located in Korea, to form Woongjin Energy Co., Ltd
(“Woongjin Energy”), a joint venture to manufacture mono-crystalline silicon ingots. Under the joint venture,
SunPower and Woongjin will fund the joint venture through capital investments. In addition, Woongjin Energy
will obtain a $33.0 million loan to be guaranteed by Woongjin. SunPower will supply polysilicon and technology
required for the silicon ingot manufacturing to the joint venture, and procure the manufactured silicon ingots
from the joint venture. Woongjin Energy is expected to begin manufacturing in the second half of fiscal 2007,
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and SunPower expects to purchase approximately $250.3 million of silicon ingots from Woongjin Energy
through a five-year agreement.

SunPower has invested $5.0 million in the joint venture comprised of a 19.9% equity investment valued at
$1.7 million and a $3.3 million convertible note that is convertible at SunPower’s option into 20.1% equity
ownership in the joint venture. The $5.0 million was classified as “Other assets” in the Consolidated Balance
Sheet. Neither party has contractual obligations to provide any additional funding to the joint venture. As of
December 31, 2006, the joint venture was in the development stage and had no operations.

NOTE 21. SEGMENT, GEOGRAPHICAL AND CUSTOMER INFORMATION

The Company designs, develops, manufactures and markets a broad range of silicon-based solutions for
various markets including consumer, computation, data communications, automotive, industrial and solar power.
The Company evaluates its reportable business segments in accordance with SFAS No. 131, “Disclosures about
Segments of an Enterprise and Related Information.” The five reportable business segments are as follows:

Reportable Segments Description

Consumer and Computation Division a product division focusing on timing solutions, universal serial
bus and programmable system-on-chip products

Data Communications Division a product division focusing on data communication devices for
wireless handset and professional / personal video systems

Memory and Imaging Division a product division focusing on static random access memories and
image sensor products

SunPower a majority-owned subsidiary of Cypress specializing in solar
power products

Other includes SLM, a majority-owned subsidiary of Cypress
specializing in optical components, Silicon Valley Technology
Center (“SVTC”), a division of Cypress, certain foundry-related
services performed by the Company on behalf of others, and
certain corporate expenses

The following tables set forth certain information relating to the reportable business segments:

Revenues:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Consumer and Computation Division $ 334,237 $ 303,587 $ 275,601
Data Communications Division 131,930 156,490 214,049
Memory and Imaging Division 342,276 311,235 394,688
SunPower 236,510 78,736 10,885
Other 46,600 36,348 53,215

Total revenues $ 1,091,553 $ 886,396 $ 948,438
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Income (Loss) Before Income Taxes and Minority Interest:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Consumer and Computation Division $ 18,615 $ 29,095 $ 27,535
Data Communications Division 27,200 10,043 35,243
Memory and Imaging Division 27,297 (41,369) 18,917
SunPower 38,015 (9,656) (27,557)
Other (8,465) (4,551) 3,387
Unallocated items:

Amortization of intangibles and other acquisition-related costs (20,607) (45,147) (61,261)
Restructuring credits (charges) (1) (489) (20,703) 164
Stock-based compensation (47,452) (5,581) (2,294)
Gain on divestitures 14,730 — —
Gain on investments in equity securities 10,027 — —
Investment impairment charges (5,325) (826) (1,123)
Other income (expense) (836) (4,522) 4,968

Income (loss) before income taxes and minority interest $ 52,710 $ (93,217) $ (2,021)

(1) In fiscal 2005, restructuring charges included approximately $6.7 million of stock-based compensation (see
Note 9). For the purpose of this table, this amount was included in the “Stock-based compensation” line
item.

Depreciation and Amortization:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

Consumer and Computation Division $ 38,307 $ 46,495 $ 53,522
Data Communications Division 15,813 26,153 36,968
Memory and Imaging Division 43,083 50,595 56,249
SunPower 21,053 11,851 2,719
Other 10,220 10,689 23,580

Total depreciation and amortization $ 128,476 $ 145,783 $ 173,038

Geographical Information

International revenues accounted for 72% of total revenues in fiscal 2006, compared with 70% in fiscal
2005 and 66% in fiscal 2004. The following table presents the Company’s total revenues by geographical
locations:

Year Ended

December 31,
2006

January 1,
2006

January 2,
2005

(In thousands)

United States $ 310,372 $ 265,487 $ 325,112
Europe 243,678 142,612 146,742
Japan 103,846 89,183 114,261
Asia-Pacific 433,657 389,114 362,323

Total revenues $ 1,091,553 $ 886,396 $ 948,438
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Long-lived assets (property, plant and equipment, net) by geographic locations were as follows:

As of

December 31,
2006

January 1,
2006

(In thousands)

United States $ 313,331 $ 315,240
The Philippines 255,420 145,655
Other 3,267 3,761

Total long-lived assets $ 572,018 $ 464,656

Customer Information

The following table presents certain information about the Company’s significant customers who accounted
for 10% or greater of total revenues:

Year Ended

December 31, 2006 January 1, 2006 January 2, 2005

End Customers Distributors End Customers Distributors End Customers Distributors

Number of significant customers — — — 1 — 1
Percentage of total revenues — — — 11% — 15%

NOTE 22. SUBSEQUENT EVENTS

Acquisition - PowerLight

In January 2007, SunPower completed the acquisition of PowerLight, a privately-held leading provider of
large-scale solar power systems for commercial, government and utility customers worldwide. The acquisition
will enable SunPower to develop the next generation of solar products and solutions that will accelerate solar
system cost reductions to compete with retail electric rates without incentives and simplify and improve customer
experience.

Pursuant to the terms of the acquisition, all of the outstanding shares of PowerLight, and a portion of each
vested option to purchase shares of PowerLight, were cancelled, and all of the outstanding options to purchase
shares of PowerLight (other than the portion of each vested option that was cancelled) were assumed by
SunPower in exchange for aggregate consideration of: (i) approximately $120.7 million in cash plus (ii) a total of
5,708,723 shares of class A common stock, inclusive of: (a) 1,601,839 shares of class A common stock which
may be issued upon the exercise of assumed vested and unvested PowerLight stock options, and (b) 1,675,881
shares of class A common stock issued to certain employees of the PowerLight business in connection with the
acquisition, which shares are subject to certain transfer restrictions and a repurchase option of SunPower, both of
which lapse over a two-year period under the terms of equity restriction agreements with employees of the
PowerLight business.

Of the cash and shares issued in the acquisition, approximately $19.7 million in cash and 840,000 shares,
with a total aggregate value of $29.0 million, are being held in escrow as security for the indemnification
obligations of certain former PowerLight shareholders. SunPower is obligated to issue an additional 200,841
shares of restricted class A common stock to certain employees of the PowerLight business, which shares will be
subject to certain transfer restrictions that lapse over four years.

SunPower will complete the purchase accounting related to the PowerLight acquisition in the first quarter of
fiscal 2007.

In connection with the acquisition, Cypress entered into a commitment letter with SunPower during the
fourth quarter of fiscal 2006 under which Cypress agreed to lend to SunPower up to $130 million in cash (see
Note 3). In February 2007, Cypress and SunPower mutually terminated this commitment letter. No borrowings
were outstanding at the termination date.
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Divestitures and Termination of Synthetic Lease

In January 2007, the Company signed a definitive agreement to sell assets and intellectual property
associated with its SVTC business to two private equity firms for approximately $53.0 million in cash. SVTC
offers start-ups and established companies the opportunity to develop and characterize silicon-based technologies
cost effectively using a state-of-the-art manufacturing-like fab environment and semiconductor toolset, allowing
customers to bring their technologies to mass production quickly and without a costly investment in equipment.

In conjunction with the SVTC divestiture, the Company will exercise its option to purchase the properties
under the synthetic lease for $62.7 million, using the restricted cash collateral (see Note 19). Upon the
termination of the synthetic lease, the Company will sell one of the buildings located in California to the buyers
as part of the SVTC divestiture.

In February 2007, the Company signed a definitive agreement to sell its automotive imaging division of the
Image Sensor business unit to Sensata Technologies (“Sensata”) for $11.4 million in cash. Sensata is a leading
designer and manufacturer of sensors and controls for global leaders in the automotive, appliance, aircraft,
industrial and HVAC markets. The Company’s Image Sensor business unit is a component of the Memory and
Imaging Division.

The Company expects to complete the divestitures and the termination of the synthetic lease in the first
quarter of fiscal 2007.

Redemption of 1.25% Notes

During the first quarter of fiscal 2007, the Company called for redemption of all of its 1.25% Notes (see
Note 10). Holders may convert the 1.25% Notes into: (i) 55.172 shares of Cypress common stock per $1,000
principal amount of the 1.25% Notes, plus (ii) $300 per $1,000 principal amount of the 1.25% Notes.
Alternatively, holders may have their 1.25% Notes redeemed. Upon redemption, holders received $1,000 plus
accrued interest per $1,000 principal amount of the 1.25% Notes. Any 1.25% Notes not converted into shares
were automatically redeemed. As a result of the redemption, the Company issued approximately 30.0 million
shares of its common stock and paid $179.7 million in cash to the holders of the 1.25% Notes.

Issuance of Senior Convertible Debentures

During the first quarter of fiscal 2007, SunPower issued $200.0 million in principal amount of its 1.25%
senior convertible debentures (“SunPower Debentures”). Interest on the SunPower Debentures will be payable on
February 15 and August 15 of each year, commencing August 15, 2007. The SunPower Debentures will mature
on February 15, 2027. Holders may require SunPower to repurchase all or a portion of their SunPower
Debentures on each of February 15, 2012, February 15, 2017 and February 15, 2022, or if SunPower experiences
certain types of corporate transactions constituting a fundamental change. Any repurchase of the SunPower
Debentures pursuant to these provisions will be for cash at a price equal to 100% of the principal amount of the
SunPower Debentures to be repurchased plus accrued and unpaid interest. In addition, SunPower may redeem
some or all of the SunPower Debentures on or after February 15, 2012 for cash at a redemption price equal to
100% of the principal amount of the SunPower Debentures to be redeemed plus accrued and unpaid interest.

Holders of the SunPower Debentures may, under certain circumstances at their option, convert the
SunPower Debentures into cash and, if applicable, shares of SunPower’s class A common stock initially at a
conversion rate of 17.6211 shares (equivalent to an initial conversion price of approximately $56.75 per share), at
any time on or prior to the close of business on the business day immediately preceding the maturity date. The
applicable conversion rate will be subject to customary adjustments in certain circumstances.

The SunPower Debentures will be senior, unsecured obligations of SunPower, ranking equally with all
existing and future senior unsecured indebtedness of SunPower. The SunPower Debentures will be effectively
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subordinated to SunPower’s secured indebtedness to the extent of the value of the related collateral and
structurally subordinated to indebtedness and other liabilities of SunPower’s subsidiaries.

In addition, in conjunction with the issuance of the SunPower Debentures, Cypress has entered into an
agreement with SunPower’s underwriters in which Cypress has agreed not to solicit to sell, make any agreement
to sell, or make any demand registration rights for any of its 52.0 million SunPower class B common shares for a
period up to 60 days beginning February 2, 2007, subject to certain conditions. The SunPower Debentures do not
contain any covenants or sinking fund requirements.

Lease Guarantee

During the first quarter of fiscal 2007, the Company entered into an additional guarantee (the “Second
Guarantee”) with the Lessor for the benefit of Grace in connection with additional semiconductor manufacturing
equipment leased under the master lease (see Note 19). Under the Second Guarantee, the Company has agreed to
an unconditional guarantee to the Lessor of the rental payments due under the master lease by the Lessee. The
term of the lease for equipment leased in connection with the Second Guarantee commences on Lessee’s
acceptance of the equipment as of February 15, 2007 and continues for 36 months following March 1, 2007.
Under the Second Guarantee, the guaranteed obligations of Grace, payable quarterly in advance, equal
approximately $0.9 million for each quarter during the term, for an aggregate amount equal to approximately
$10.2 million over the term. If Grace fails to pay any of the quarterly payments, the Company will be obligated
to pay within 10 days of written demand from the Lessor such amounts. If the Company fails to pay such
amount, late interest will accrue at a rate of 9% per annum on any unpaid amounts.

In addition, under the Second Guarantee, the Company has agreed to obtain an irrevocable letter of credit in
an initial amount of approximately $8.0 million to secure the payments under the Second Guarantee after demand
has been made by the Lessor on the Company.

In connection with the Second Guarantee and effective upon the Lessor’s payment for, or Grace’s
acceptance of, the subject leased equipment, the Company was granted an option to purchase approximately
2.6 million ordinary shares of Grace.

Litigation and Asserted Claims

In January 2007, the Company, along with three of its joint defense group members, agreed to settle the
Lemelson case (see Note 19) for a mutually agreeable amount, in exchange for which each of the Company’s
joint defense members received a package license under the Lemelson patents. The settlement did not have a
material impact on the Company’s financial condition or results of operations.

Stock Repurchase Program

In January 2007, the Company’s Board of Directors authorized a new stock repurchase program of up to
$300 million. All previous repurchase programs have been terminated as a result of this new program. Stock
repurchases under the new program may be made through open-market and privately negotiated transactions at
times and in such amounts as management deems appropriate. The timing and actual number of shares
repurchased will depend on a variety of factors including price, corporate and regulatory requirements and other
market conditions. The new stock repurchase program may be limited or terminated at any time without prior
notice.

Equity Option Contracts

The Company had outstanding a series of equity options on its common stock (see Note 16). These contracts
expired in February 2007. Upon expiration of the option contracts, the Company’s stock price was below the
threshold price of $21 per share. As a result, the Company received 1.4 million shares of its common stock.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of Cypress Semiconductor Corporation:

We have completed integrated audits of Cypress Semiconductor Corporation’s consolidated financial
statements and of its internal control over financial reporting as of December 31, 2006, in accordance with the
standards of the Public Company Accounting Oversight Board (United States). Our opinions, based on our
audits, are presented below.

Consolidated financial statements and financial statement schedule

In our opinion, the consolidated financial statements listed in the index appearing under Item 15(a)(1)
present fairly, in all material respects, the financial position of Cypress Semiconductor Corporation and its
subsidiaries (the “Company”) at December 31, 2006 and January 1, 2006, and the results of their operations and
their cash flows for each of the three years in the period ended December 31, 2006, in conformity with
accounting principles generally accepted in the United States of America. In addition, in our opinion, the
financial statement schedule listed in the index appearing under Item 15(a)(2) presents fairly, in all material
respects, the information set forth therein when read in conjunction with the related consolidated financial
statements. These financial statements and financial statement schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements and financial statement
schedule based on our audits. We conducted our audits of these statements in accordance with the standards of
the Public Company Accounting Oversight Board (United States). Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit of financial statements includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

As discussed in Note 7 of Notes to Consolidated Financial Statements, the Company changed the manner in
which it accounts for stock-based compensation in fiscal 2006.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in Management’s Report on Internal Control Over
Financial Reporting appearing under Item 9A, that the Company maintained effective internal control over
financial reporting as of December 31, 2006 based on criteria established in Internal Control — Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO), is
fairly stated, in all material respects, based on those criteria. Furthermore, in our opinion, the Company
maintained, in all material respects, effective internal control over financial reporting as of December 31, 2006,
based on criteria established in Internal Control — Integrated Framework issued by the COSO. The Company’s
management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express
opinions on management’s assessment and on the effectiveness of the Company’s internal control over financial
reporting based on our audit. We conducted our audit of internal control over financial reporting in accordance
with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over
financial reporting was maintained in all material respects. An audit of internal control over financial reporting
includes obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we consider necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
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accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

/s/ PricewaterhouseCoopers LLP

San Jose, California
March 1, 2007
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UNAUDITED QUARTERLY FINANCIAL DATA

Three Months Ended

December 31,
2006

October 1,
2006

July 2,
2006

April 2,
2006

(In thousands, except per-share amounts)

Revenues $ 286,973 $ 290,207 $ 265,236 $ 249,137
Gross margin $ 119,362 $ 123,558 $ 113,893 $ 103,412
Net income $ 15,840 $ 10,714 $ 5,847 $ 7,081
Net income per share – basic $ 0.11 $ 0.08 $ 0.04 $ 0.05
Net income per share - diluted $ 0.09 $ 0.06 $ 0.04 $ 0.05

Three Months Ended

January 1,
2006

October 2,
2005

July 3,
2005

April 3,
2005

(In thousands, except per-share amounts)

Revenues $ 238,474 $ 227,112 $ 220,506 $ 200,304
Gross margin $ 97,695 $ 95,439 $ 90,950 $ 73,655
Net loss $ (2,157) $ (5,946) $ (15,254) $ (68,796)
Net loss per share – basic and diluted $ (0.02) $ (0.04) $ (0.12) $ (0.53)

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURES

None.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

We maintain “disclosure controls and procedures,” as such term is defined in Rules 13a-15(e) and 15d-15(e)
under the Securities Exchange Act of 1934, as amended (the “Exchange Act”), that are designed to ensure that
information required to be disclosed by us in reports that we file or submit under the Exchange Act is recorded,
processed, summarized, and reported within the time periods specified in Securities and Exchange Commission
rules and forms, and that such information is accumulated and communicated to our management, including our
Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required
disclosure. In designing and evaluating our disclosure controls and procedures, management recognized that
disclosure controls and procedures, no matter how well conceived and operated, can provide only reasonable, not
absolute, assurance that the objectives of the disclosure controls and procedures are met. Additionally, in
designing disclosure controls and procedures, our management necessarily was required to apply its judgment in
evaluating the cost-benefit relationship of possible disclosure controls and procedures. The design of any
disclosure controls and procedures also is based in part upon certain assumptions about the likelihood of future
events, and there can be no assurance that any design will succeed in achieving its stated goals under all potential
future conditions.

Based on their evaluation as of the end of the period covered by this Annual Report on Form 10-K and
subject to the foregoing, our Chief Executive Officer and Chief Financial Officer have concluded that our
disclosure controls and procedures were effective.

Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting as defined in Rule 13a-15(f) of the Exchange Act. Because of its inherent limitations, internal control
over financial reporting may not prevent or detect misstatements and can only provide reasonable assurance with
respect to financial statement preparation. Also, projections of any evaluation of effectiveness to future periods
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are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree
of compliance with the policies or procedures may deteriorate.

We assessed the effectiveness of our internal control over financial reporting as of December 31, 2006. In
making this assessment, we used the criteria set forth by the Committee of Sponsoring Organizations of the
Treadway Commission (“COSO”) in Internal Control—Integrated Framework. Based on our assessment using
those criteria, our management (including our Chief Executive Officer and Chief Financial Officer) concluded
that our internal control over financial reporting was effective as of December 31, 2006.

Our management’s assessment of the effectiveness of our internal control over financial reporting as of
December 31, 2006 has been audited by PricewaterhouseCoopers LLP, an independent registered public
accounting firm, as stated in their report which appears on pages 129 and 130 of this Annual Report on Form
10-K.

Changes in Internal Control over Financial Reporting

There were no material changes in our internal control over financial reporting that occurred during the
fourth quarter of fiscal 2006 that has materially affected, or is reasonably likely to materially affect, our internal
control over financial reporting.

ITEM 9B. OTHER INFORMATION

On February 26, 2007, our Compensation Committee of the Board of Directors (the “Committee”) approved
the incentive payments to our executive officers for the fourth quarter and full year of fiscal 2006, and the second
half of fiscal 2005. These payments were earned in accordance with the terms of our Key Employee Bonus Plan
(the “KEBP”) and the Performance Profit Sharing Plan (the “PPSP”).

The payments were determined based upon the financial performance of Cypress and each executive’s
performance. The performance measures under the KEBP include our earnings per share as well as individual
strategic, operational and financial goals established for each executive, and the performance measures under the
PPSP include our earnings per share and the individual’s percentage of success in achieving certain quarterly
goals. The following table sets forth the cash payments to our Named Executive Officers under the KEBP and the
PPSP in the fourth quarter of fiscal 2006:

Named Executive Officers KEBP PPSP

T.J. Rodgers, President and Chief Executive Officer $ 293,046 $ 6,413
Christopher Seams, Executive Vice President, Sales, Marketing and Operations $ 98,733 $ 4,116
Brad W. Buss, Executive Vice President, Finance and Administration and Chief

Financial Officer $ 69,932 $ 3,281
Paul Keswick, Executive Vice President, New Product Development $ 81,164 $ 3,528

Additionally, the Committee authorized quarterly incentive payments under the KEBP and PPSP, totaling
$342,260 and $17,430, respectively, to six other executive officers who are not Named Executive Officers.
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PART III

Certain information required by Part III is omitted from this Annual Report on Form 10-K. We will file a
definitive proxy statement pursuant to Regulation 14A (the “Proxy Statement”) not later than 120 days after the
end of the fiscal year covered by this Annual Report on Form 10-K, and certain information included therein is
incorporated herein by reference.

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this item concerning our directors is incorporated by reference from the
information set forth in the sections titled “Proposal One—Election of Directors” and “Section 16(a) Beneficial
Ownership Reporting Compliance” in our Proxy Statement.

The information required by this item concerning our executive officers is incorporated by reference from
the information set forth in the sections titled “Executive Officers” under Item 1, Part I of this Annual Report on
Form 10-K and “Section 16(a) Beneficial Ownership Reporting Compliance” in our Proxy Statement.

The information required by this item concerning our audit committee and its financial expert is
incorporated by reference from the information set forth in the section titled “Board Structure and
Compensation” in our Proxy Statement.

We have adopted a code of ethics that applies to all of our directors, officers and employees. We have made
the code of ethics available, free of charge, on our website at www.cypress.com.

The information required by this item concerning recommendations of director nominees by security
holders is incorporated by reference from the information set forth in the section titled “Board Structure and
Compensation” in our Proxy Statement. There have been no changes to the procedures by which security holders
may recommend nominees to our Board of Directors in fiscal 2006.

On May 30, 2006, we submitted our 303A Annual Chief Executive Officer Certification to the New York
Stock Exchange.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item concerning executive compensation is incorporated by reference from
the information set forth in the section titled “Executive Compensation” in our Proxy Statement.

The information required by this item concerning compensation of directors is incorporated by reference
from the information set forth in the section titled “Board Structure and Compensation” in our Proxy Statement.

The information required by this item concerning our compensation committee is incorporated by reference
from the information set forth in the sections titled “Compensation Committee Interlocks and Insider
Participation” and “Report of the Compensation Committee of the Board of Directors” in our Proxy Statement.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The information required by this item regarding security ownership of certain beneficial owners, directors
and executive officers is incorporated by reference from the information set forth in the section titled “Security
Ownership of Certain Beneficial Owners and Management” in our Proxy Statement.

The information required by this item regarding our equity compensation plans is incorporated by reference
from “Note 7. Stock-Based Compensation” under Item 8, Part II of this Annual Report on Form 10-K.
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR
INDEPENDENCE

The information required by this item regarding transactions with certain persons is incorporated by
reference from the information set forth in the section titled “Certain Relationships and Related Transactions” in
our Proxy Statement.

The information required by this item regarding director independence is incorporated by reference from the
information set forth in the section titled “Board Structure and Compensation” in our Proxy Statement.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this item regarding fees and services is incorporated by reference from the
information set forth in the section titled “Proposal Two—Ratification of the Selection of Independent Registered
Public Accounting Firm” in our Proxy Statement.

The information required by this item regarding the audit committee’s pre-approval policies and procedures
is incorporated by reference from the information set forth in the section titled “Report of the Audit Committee
of the Board of Directors” in our Proxy Statement.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) The following documents are filed as a part of this Annual Report on Form 10-K:

1. Financial Statements:

Page

Consolidated Balance Sheets 63
Consolidated Statements of Operations 64
Consolidated Statements of Stockholders’ Equity 65
Consolidated Statements of Cash Flows 66
Notes to Consolidated Financial Statements 67

2. Financial Statement Schedule:

Page

Schedule II—Valuation and Qualifying Accounts 138

All other schedules are omitted as the required information is inapplicable or the information is presented in
the Consolidated Financial Statements or Notes to Consolidated Financial Statements under Item 8, Part II of this
Annual Report on Form 10-K.

3. Exhibits:

Exhibit Description

Incorporated by References

Exhibit
Number Form

Filing
Date/

Period End
Date

Filed
Herewith

2.1 Agreement and Plan of Reorganization dated as of January 16, 2001 by and among Cypress
Semiconductor Corporation, Clock Acquisition Corporation, International Microcircuits, Inc. and with
respect to Article VII, U.S. Bank Trust, N.A., as Escrow Agent, and Kurt R. Jaggers, as Securityholder
Agent.

10-Q 4/1/2001

2.2 Agreement and Plan of Reorganization dated as of January 26, 2001 by and among Cypress
Semiconductor Corporation, Hilo Acquisition Corporation, HiB and Semiconductors, Inc., certain
shareholder parties thereto, and U.S. Bank Trust, National Association, as Escrow Agent.

10-Q 4/1/2001

2.3 Stock Purchase Agreement dated as of May 29, 2001 by and among Cypress Semiconductor Corporation,
ScanLogic Holding Company, ScanLogic Corporation, certain shareholder parties thereto, and with
respect to Article VII, U.S. Bank Trust, N.A., as Escrow Agent, and Israel Zilberman, as Securityholder
Agent.

10-Q 7/1/2001

2.4 Agreement and Plan of Reorganization dated as of June 2, 2001 by and among Cypress Semiconductor
Corporation, Lion Acquisition Corporation, Lara Networks, Inc., U.S. Bank Trust National Association,
as Escrow Agent (with respect to Article VII only), and Kenneth P. Lawler, as Securityholder Agent (with
respect to Articles I and VII only).

10-Q 9/30/2001

2.5 First Amendment to Agreement and Plan of Reorganization dated as of July 3, 2001 by and among
Cypress Semiconductor Corporation, Lion Acquisition Corporation, Lara Networks, Inc., U.S. Bank
Trust, N.A., as Escrow Agent, and Kenneth P. Lawler, as Securityholder Agent.

10-Q 9/30/2001

2.6 Agreement and Plan of Reorganization dated as of August 19, 2001 by and among Cypress
Semiconductor Corporation, In-System Design, Inc., and with respect to Article VII, U.S. Bank Trust,
N.A., as Escrow Agent, and Lynn Watson, as Securityholder Agent.

10-Q 9/30/2001

2.7 First Amendment to Agreement and Plan of Reorganization dated as of September 10, 2001 by and
among Cypress Semiconductor Corporation, Idaho Acquisition Corporation, In-System Design, Inc., U.S.
Bank Trust, N.A., as Escrow Agent, and Lynn Watson, as Securityholder Agent.

10-Q 9/30/2001

2.8 Agreement and Plan of Reorganization dated as of November 17, 2001 by and among Cypress
Semiconductor Corporation, Steelers Acquisition Corporation, Silicon Packets, Inc., and with respect to
Article VII only, U.S. Bank Trust, N.A., as Escrow Agent, and Robert C. Marshall, as Securityholder
Agent.

10-K 12/30/2001
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Exhibit Description

Incorporated by References

Exhibit
Number Form

Filing
Date/

Period End
Date

Filed
Herewith

2.9 Stock Purchase Agreement dated as of June 21, 2004 by and among Cypress Semiconductor Corporation,
in the name and on behalf of Cypress Semiconductor (Belgium) BVBA in Formation, FillFactory NV,
certain stockholders of FillFactory NV and with respect to Article VIII and Article X only, U.S. Bank,
National Association, as Escrow Agent, and Luc De Mey and IT-Partners NV, as Stockholder Agents.

8-K 8/13/2004

2.10 Agreement and Plan of Reorganization dated as of June 30, 2004 by and among Cypress Semiconductor
Corporation, SP Acquisition Corporation and SunPower Corporation.

10-K 1/2/2005

2.11 Agreement and Plan of Merger dated as of February 11, 2005 by and among Cypress Semiconductor
Corporation, SMaL Camera Technologies, Inc., Summer Acquisition Corporation, and with respect to
Articles VII and IX only, U.S. Bank, National Association, as Escrow Agent, and Allan Thygesen, as
Securityholder Agent.

8-K 2/15/2005

2.12 Agreement and Plan of Merger dated November 7, 2005 by and between Cypress Semiconductor
Corporation, CMS Acquisition Corporation and Cypress Microsystems, Inc.

8-K 12/8/2005

3.1 Second Restated Certificate of Incorporation of Cypress Semiconductor Corporation. 10-K 12/31/2000

3.2 Bylaws, as Amended, of Cypress Semiconductor Corporation. 10-K 12/29/2002

3.3 Restated Bylaws of Cypress Semiconductor Corporation. 10-Q 4/3/2005

3.4 Amended and Restated Bylaws of Cypress Semiconductor Corporation. 8-K 6/23/2005

3.5 Amended and Restated Bylaws of Cypress Semiconductor Corporation. 10-Q 7/3/2005

3.6 Amended and Restated Bylaws of Cypress Semiconductor Corporation 8-K 3/31/2006

4.1 Subordinated Indenture dated as of January 15, 2000 between Cypress Semiconductor Corporation and
State Street Bank and Trust Company of California, N.A., as Trustee.

8-K 3/17/2000

4.2 Supplemental Trust Indenture dated as of June 15, 2000 between Cypress Semiconductor Corporation and
State Street Bank and Trust Company of California, N.A., as Trustee.

8-K 7/11/2000

4.3 Indenture dated as of June 3, 2003 between Cypress Semiconductor Corporation and U.S. Bank National
Association, as Trustee.

S-3 6/30/2003

10.1 Form of Indemnification Agreement. S-1 3/4/1987

10.2 Cypress Semiconductor Corporation 1994 Stock Option Plan. 10-K 1/2/2000

10.3 Cypress Semiconductor Corporation Employee Qualified Stock Purchase Plan, Amended and Restated
Effective as of May 15, 1998.

S-8 12/10/1998

10.4 Cypress Semiconductor Corporation 1998 Key Employee Bonus Plan. 10-K 1/3/1999

10.5 Cypress Semiconductor Corporation 1999 Non-statutory Stock Option Plan. S-8 4/20/1999

10.6 Cypress Semiconductor Corporation Non-Qualified Deferred Compensation Plan I. S-8 9/6/2002

10.7 Cypress Semiconductor Corporation Non-Qualified Deferred Compensation Plan II. S-8 9/6/2002

10.8 Amendment to 1999 Nonstatutory Stock Option Plan. 10-Q 6/29/2003

10.9 Lease Agreement dated as of June 27, 2003 between Wachovia Development Corporation and Cypress
Semiconductor Corporation.

10-Q 6/29/2003

10.10 Participation Agreement dated as of June 27, 2003 by and among Cypress Semiconductor Corporation,
Wachovia Development Corporation and Wachovia Bank, National Association.

10-Q 6/29/2003

10.11 Call Spread Option Confirmation dated May 29, 2003 among Cypress Semiconductor Corporation, Credit
Suisse First Boston International, and Credit Suisse First Boston.

10-Q 6/29/2003

10.12 Loan and Security Agreement dated as of September 25, 2003 by and between Silicon Valley Bank and
Cypress Semiconductor Corporation.

10-Q 9/28/2003

10.13 Amended and Restated Call Spread Option Confirmation dated as of May 11, 2004 among Cypress
Semiconductor Corporation, Credit Suisse First Boston International, and Credit Suisse First Boston.

10-Q 6/27/2004

10.14 Amendment No. 1 to Loan and Security Agreement dated as of December 13, 2004 by and between
Silicon Valley Bank and Cypress Semiconductor Corporation.

10-K 1/2/2005

10.15 Cypress Semiconductor Corporation Employee Qualified Stock Purchase Plan, Amended and Restated
Effective as of the Offering Period Commencing December 31, 2004

10-K 1/2/2005

10.16 SMaL Camera Technologies, Inc. 2000 Stock Option and Incentive Plan. S-8 3/8/2005

10.17 First Amendment to Certain Operative Agreements dated March 28, 2005 between Wachovia
Development Corporation and Cypress Semiconductor Corporation.

10-Q 4/3/2005

10.18 Cypress Semiconductor Corporation 2006 Key Employee Bonus Plan (KEBP) Summary. 10-K 1/1/2006

10.19 Cypress Semiconductor Corporation Performance Profit Sharing Plan (PPSP) Summary. 10-K 1/1/2006
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Exhibit Description

Incorporated by References

Exhibit
Number Form

Filing
Date/

Period End
Date

Filed
Herewith

10.20 Agreement for the Purchase and Sale of Assets and Amendment No. 1 dated as of February 15, 2006 by
and between Cypress Semiconductor and NetLogic Microsystems, Inc.

8-K 2/21/2006

10.21* Memorandum of Agreement between GNPower Ltd. Co. and Cypress Manufacturing Ltd. 10-Q 10/1/2006

10.22 Letter of Agreement between Cypress Semiconductor Corporation and SunPower Corporation. 8-K 11/16/2006

10.23 Letter of Agreement between Cypress Semiconductor Corporation and PowerLight Corporation. 8-K 11/16/2006

10.24 Amended Letter of Agreement between Cypress Semiconductor Corporation and PowerLight
Corporation.

8-K 1/5/2007

10.25 Amendment No. 2 to Loan and Security Agreement dated as of December 11, 2006 by and between
Silicon Valley Bank and Cypress Semiconductor Corporation. x

10.26 Amendment No. 3 to Loan and Security Agreement dated as of December 21, 2006 by and between
Silicon Valley Bank and Cypress Semiconductor Corporation. x

10.27 Guaranty dated December 12, 2006 by and between Grace Semiconductor USA, Inc., CIT Technologies
Corporation and Cypress Semiconductor Corporation. x

10.28 Guaranty dated February 1, 2007 by and between Grace Semiconductor USA, Inc., CIT Technologies
Corporation and Cypress Semiconductor Corporation. x

21.1 Subsidiaries of Cypress Semiconductor Corporation. x

23.1 Consent of Independent Registered Public Accounting Firm. x

24.1 Power of Attorney (reference is made to page 139 of this Annual Report on Form 10-K). x

31.1 Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. x

31.2 Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. x

32.1 Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002. x

32.2 Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002. x

* Confidential treatment has been requested for portions of this exhibit.
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SCHEDULE II
VALUATION AND QUALIFYING ACCOUNTS

Balance at
Beginning of

Period

Charges (Releases)
to

Expenses/Revenues Deductions
Balance at End

of Period

(In thousands)

Allowance for doubtful accounts:
Year ended December 31, 2006 $ 1,596 $ 1,869 $ (1,202) $ 2,263
Year ended January 1, 2006 $ 878 $ 906 $ (188) $ 1,596
Year ended January 2, 2005 $ 945 $ 158 $ (225) $ 878

Allowance for sales returns:
Year ended December 31, 2006 $ 2,056 $ 7,384 $ (6,416) $ 3,024
Year ended January 1, 2006 $ 2,717 $ 6,283 $ (6,944) $ 2,056
Year ended January 2, 2005 $ 2,364 $ 11,211 $ (10,858) $ 2,717

Allowance for uncollectible loans—
Stock purchase assistance plan:

Year ended December 31, 2006 $ 8,469 $ — $ (124) $ 8,345
Year ended January 1, 2006 $ 8,469 $ — $ — $ 8,469
Year ended January 2, 2005 $ 16,221 $ (7,752) $ — $ 8,469
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereto duly authorized.

CYPRESS SEMICONDUCTOR CORPORATION

Dated: March 1, 2007 By: /S/ BRAD W. BUSS

Brad W. Buss
Executive Vice President, Finance and Administration and

Chief Financial Officer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below
constitutes and appoints T.J. Rodgers and Brad W. Buss, jointly and severally, his attorneys-in-fact, each with the
power of substitution, for him in any and all capacities, to sign any amendments to this Annual Report on
Form 10-K, and to file the same, with exhibits thereto and other documents in connection therewith, with the
Securities and Exchange Commission, hereby ratifying and confirming all that each of said attorneys-in-fact, or
his substitute or substitutes, may do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the
following persons on behalf of the registrant and in the capacities and on the dates indicated:

Signature Title Date

/S/ T. J. RODGERS

T. J. Rodgers

President, Chief Executive Officer and
Director (Principal Executive Officer)

March 1, 2007

/S/ BRAD W. BUSS

Brad W. Buss

Executive Vice President, Finance and
Administration and Chief Financial
Officer (Principal Financial and
Accounting Officer)

March 1, 2007

/S/ W. STEVE ALBRECHT

W. Steve Albrecht

Director March 1, 2007

/S/ ERIC A. BENHAMOU

Eric A. Benhamou

Director March 1, 2007

/S/ LLOYD A. CARNEY

Lloyd A. Carney

Director March 1, 2007

/S/ JAMES R. LONG

James R. Long

Director March 1, 2007

/S/ J. DANIEL MCCRANIE

J. Daniel McCranie

Director March 1, 2007

/S/ EVERT P. VAN DE VEN

Evert P. van de Ven

Director March 1, 2007
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Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3
(Nos. 333-111381, 333-106667 and 333-95711) and in the Registration Statements on Form S-8 (Nos.
333-131494, 333-123192, 333-119049, 333-108175, 333-104672, 333-101479, 333-99221,333-91812,
333-91764, 333-81398, 333-71530, 333-71528, 333-66076, 333-66074, 333-65512, 333-59428, 333-58896,
333-57542, 333-48716, 333-48714, 333-48712, 333-44264, 333-32898, 333-93839, 333-93719, 333-79997,
333-76667, 333-76665, 333-68703, 333-52035, 333-24831, 333-00535 and 033-59153) of Cypress
Semiconductor Corporation of our report dated March 1, 2007 relating to the financial statements, financial
statement schedule, management’s assessment of the effectiveness of internal control over financial reporting and
the effectiveness of internal control over financial reporting, which appears in this Annual Report on Form 10-K.

/s/ PricewaterhouseCoopers LLP

San Jose, California
March 1, 2007



Exhibit 31.1

CERTIFICATION
PURSUANT TO SECTION 302 OF SARBANES-OXLEY ACT OF 2002

I, T.J. Rodgers, certify that:

1. I have reviewed this Annual Report on Form 10-K of Cypress Semiconductor Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Dated: March 1, 2007 By: /s/ T.J. RODGERS

T.J. Rodgers
President and Chief Executive Officer



Exhibit 31.2

CERTIFICATION
PURSUANT TO SECTION 302 OF SARBANES-OXLEY ACT OF 2002

I, Brad W. Buss, certify that:

1. I have reviewed this Annual Report on Form 10-K of Cypress Semiconductor Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Dated: March 1, 2007 By: /s/ BRAD W. BUSS

Brad W. Buss
Executive Vice President, Finance and Administration and

Chief Financial Officer



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350

AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

I, T.J. Rodgers, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that the Annual Report on Form 10-K of Cypress Semiconductor Corporation for
the year ended December 31, 2006 fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934 and the information contained in such Annual Report on Form 10-K fairly
presents, in all material respects, the financial condition and results of operations of the Cypress Semiconductor
Corporation.

Dated: March 1, 2007 By: /s/ T.J. RODGERS

T.J. Rodgers
President and Chief Executive Officer



Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350

AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

I, Brad W. Buss, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that the Annual Report on Form 10-K of Cypress Semiconductor Corporation for
the year ended December 31, 2006 fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934 and the information contained in such Annual Report on Form 10-K fairly
presents, in all material respects, the financial condition and results of operations of the Cypress Semiconductor
Corporation.

Dated: March 1, 2007 By: /s/ BRAD W. BUSS

Brad W. Buss
Executive Vice President, Finance and Administration and

Chief Financial Officer
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