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PART I
FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
IMMERSION CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share amounts)
(Unaudited)

ASSETS
Current assets:
Cash and cash equivalents
Short-term investments
Accounts and other receivables (net of allowances for doubtful accounts as of:
June 30, 2011 — $29 and December 31, 2010 — $97)
Inventories
Deferred income taxes
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Intangibles and other assets, net
Total assets
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable
Accrued compensation
Other current liabilities
Deferred revenue and customer advances
Total current liabilities
Long-term deferred revenue
Deferred income tax liabilities
Other long-term liabilities
Total liabilities
Contingencies (Note 15)
Stockholders’ equity:
Common stock and additional paid-in capital — $0.001 par value; 100,000,000 shares authorized; shares issued:
June 30, 2011 — 31,548,668 and December 31, 2010 — 31,016,812; shares outstanding: June 30, 2011 —
28,760,459 and December 31, 2010 — 28,228,603
Accumulated other comprehensive income
Accumulated deficit
Treasury stock at cost: June 30, 2011 and December 31, 2010 — 2,788,209 shares
Total stockholders’ equity
Total liabilities and stockholders’ equity
See accompanying Notes to Condensed Consolidated Financial Statements.
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June 30,
2011

December 31,
2010

$ 15,899
48,971

$ 12,243
48,961

1,299
448
342
617
67,576
1,466
13,199
$ 82,241

815
406
342
3,821
66,588
1,931
12,356
$ 80,875

$

$

764
2,374
968
5,057
9,163
14,795
342
478
24,778

180,194
142
(104,475)
(18,398)
57,463
$ 82,241

393
3,507
1,488
4,429
9,817
16,494
342
538
27,191

176,515
120
(104,553)
(18,398)
53,684
$ 80,875
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IMMERSION CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)
(Unaudited)
Three Months Ended
June 30,
2011
2010

Revenues:
Royalty and license
Product sales
Development contracts and other
Total revenues
Costs and expenses:
Cost of revenues (exclusive of amortization, impairment, and abandonment of intangibles shown
separately below)
Sales and marketing
Research and development
General and administrative
Amortization and impairment or abandonment of intangibles
Total costs and expenses
Operating income (loss)
Interest and other income

$ 5,882
546
254
6,682

18
$ (1,310)

Basic net income (loss) per share
Continuing operations
Discontinued operations
Total

(0.05)
0.00
$ (0.05)

Shares used in calculating basic net income (loss) per share

$ 6,304
1,850
321
8,475

$14,235
1,547
668
16,450

761
1,911
2,005
3,084
204
7,965
510
63

721
3,759
4,342
6,172
692
15,686
764
114

247
1,909
2,243
3,061
335
7,795
(1,113)
52

Income (loss) from continuing operations before provison for income taxes
Provision for income taxes
Income (loss) from continuing operations
Discontinued operations (Note 10) :
Gain on sales of discontinued operations net of provision for income taxes of $12, $0, $39 and $1
Net income (loss)

(1,061)
(267)
(1,328)

573
(423)
150

$

30
180

$

0.01
0.00
0.01

28,610

Diluted net income (loss) per share
Continuing operations
Discontinued operations
Total

(0.05)
0.00
$ (0.05)

Shares used in calculating basic net income (loss) per share

28,610

See accompanying Notes to Condensed Consolidated Financial Statements.
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Six Months Ended
June 30,
2011
2010

$

878
(861)
17

2,130
4,264
4,466
8,800
439
20,099
(1,915)
142
(1,773)
(762)
(2,535)

$

61
78

61
$ (2,474)

$

0.00
0.00
0.00

(0.09)
0.00
$ (0.09)

28,101

28,431

0.01
0.00
0.01

0.00
0.00
0.00

28,519

$12,707
4,818
659
18,184

$

29,241

28,093
(0.09)
0.00
$ (0.09)
28,093
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IMMERSION CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands) (unaudited)
Six Months Ended
June 30,
2011
2010

Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization of property and equipment
Amortization and impairment or abandonment of intangibles
Stock-based compensation
Allowance (recovery) for doubtful accounts
Loss on disposal of equipment
Loss on divestiture
Gain on sales of discontinued operations
Changes in operating assets and liabilities:
Accounts and other receivables
Inventories
Prepaid expenses and other current assets
Other assets
Accounts payable
Accrued compensation and other current liabilities
Deferred revenue and customer advances
Other long-term liabilities
Net cash provided by operating activities
Cash flows used in investing activities:
Purchases of available-for-sale investments
Proceeds from maturities of available-for-sale investments
Net proceeds from divestiture
Additions to intangibles
Proceeds from sale of property and equipment
Purchases of property and equipment
Proceeds from sales of discontinued operations
Net cash used in investing activities
Cash flows provided by financing activities:
Issuance of common stock under employee stock purchase plan
Exercise of stock options
Net cash provided by financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents:
Beginning of the period
End of the period

$

78

$ (2,474)

485
692
1,765
(20)
3
0
(61)

583
439
1,533
(82)
79
42
(61)

(464)
(42)
3,204
(54)
250
(1,602)
(1,071)
(33)
3,130

1,101
595
348
0
532
(1,230)
(1,371)
116
150

(29,927)
30,000
0
(1,522)
0
(39)
100
(1,388)

(29,965)
25,000
964
(981)
160
(289)
60
(5,051)

65
1,849
1,914
3,656

0
60
60
(4,841)

12,243
$ 15,899

19,828
$ 14,987

Supplemental disclosure of cash flow information:
Cash paid (received) for taxes

$ (3,320)

$

6

Supplemental disclosure of non-cash investing and financing activities:
Amounts accrued for property and equipment, and intangibles

$

630

$

279

$ 1,257

$

428

Shares issued under company stock plan
See accompanying Notes to Condensed Consolidated Financial Statements.
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IMMERSION CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2011
(Unaudited)
1. SIGNIFICANT ACCOUNTING POLICIES
Description of Business
Immersion Corporation (the “Company”) was incorporated in 1993 in California and reincorporated in Delaware in 1999 and develops, manufactures,
licenses, and supports a wide range of hardware and software technologies and products that enhance digital devices with touch interaction.
Principles of Consolidation and Basis of Presentation
The condensed consolidated financial statements include the accounts of Immersion Corporation and its wholly-owned subsidiaries, Immersion Canada
Inc., Immersion International, LLC, Immersion Medical, Inc., Immersion Japan K.K., and Haptify, Inc. All intercompany accounts, transactions, and balances
have been eliminated in consolidation.
The accompanying condensed consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the
United States of America (“GAAP”) for interim financial information and with the instructions for Form 10-Q and Article 10 of Regulation S-X and, therefore,
do not include all information and footnotes necessary for a complete presentation of the financial position, results of operations, and cash flows, in
conformity with accounting principles generally accepted in the United States of America. These condensed consolidated financial statements should be read
in conjunction with the Company’s audited consolidated financial statements included in the Company’s Annual Report on Form 10-K, for the fiscal year
ended December 31, 2010. In the opinion of management, all adjustments consisting of only normal and recurring items necessary for the fair presentation of
the financial position and results of operations for the interim periods presented have been included.
The results of operations for the interim periods ended June 30, 2011 are not necessarily indicative of the results to be expected for the full year.
Revenue Recognition
The Company recognizes revenues in accordance with applicable accounting standards, including Accounting Standards Codification (“ASC”) 605-10S99, “Revenue Recognition” (“ASC 605-10-S99”); ASC 605-25, “Multiple Element Arrangements” (“ASC 605-25”); and ASC 985-605, “Software-Revenue
Recognition” (“ASC 985-605”). The Company derives its revenues from three principal sources: royalty and license fees, product sales, and development
contracts. As described below, significant management judgments and estimates must be made and used in connection with the revenue recognized in any
accounting period. Material differences may result in the amount and timing of revenue for any period based on the judgments and estimates made by
management. Specifically, in connection with each transaction, the Company must evaluate whether: (i) persuasive evidence of an arrangement exists,
(ii) delivery has occurred, (iii) the fee is fixed or determinable, and (iv) collectibility is probable. The Company applies these criteria as discussed below.
•
•

Persuasive evidence of an arrangement exists: For a license arrangement, the Company requires a written contract, signed by both the customer
and the Company. For a stand-alone product sale, the Company requires a purchase order or other form of written agreement with the customer.
Delivery has occurred. The Company delivers software and product to customers physically and also delivers software electronically. For
physical deliveries not related to software, the transfer terms typically include transfer of title and risk of loss at the Company’s shipping
location. For electronic deliveries, delivery occurs when the Company
6
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•
•

provides the customer access codes or “keys” that allow the customer to take immediate possession of the software.
The fee is fixed or determinable. The Company’s arrangement fee is based on the use of standard payment terms which are those that are
generally extended to the majority of customers. For transactions involving extended payment terms, the Company deems these fees not to be
fixed or determinable for revenue recognition purposes and revenue is deferred until the fees become due and payable.
Collectibility is probable. To recognize revenue, the Company must judge collectibility of the arrangement fees, which is done on a customerby-customer basis pursuant to the credit review policy. The Company typically sells to customers with whom there is a history of successful
collection. For new customers, the Company evaluates the customer’s financial condition and ability to pay. If it is determined that collectibility
is not probable based upon the credit review process or the customer’s payment history, revenue is recognized when payment is received.

Royalty and license revenue — The Company recognizes royalty revenue based on royalty reports or related information received from the licensee
and when collectibility is deemed probable. The terms of the royalty agreements generally require licensees to give the Company notification of royalties
within 30 to 45 days of the end of the quarter during which the sales occur. The Company recognizes license fee revenue for licenses to intellectual property
when earned under the terms of the agreements, which is generally recognized when all deliverables including services are completed or on a straight-line
basis over the expected term of the license.
Development contracts and other revenue — Development contracts and other revenue is comprised of professional services (consulting services
and/or development contracts). Professional services revenues are recognized under the proportional performance accounting method based on physical
completion of the work to be performed or completed performance method. A provision for losses on contracts is made, if necessary, in the period in which
the loss becomes probable and can be reasonably estimated. Revisions in estimates are reflected in the period in which the conditions become known. To
date, such losses have not been significant.
Multiple element arrangements — The Company enters into multiple element arrangements in which customers purchase a time-based license which
include a combination of software and/or intellectual property licenses, professional services and in limited cases, post contract customer support. For
arrangements that are software based and include software and professional services, the services are generally not essential to the functionality of the
software, and customers may purchase consulting services to facilitate the adoption of the Company’s technology, but they may also decide to use their own
resources or appoint other professional service organizations to perform these services. For these arrangements, including those with post contract customer
support, revenue is recognized either over the period of the ongoing obligation which is generally consistent with the contractual term, or when all
deliverables including services have been completed.
Product sales — The Company recognizes revenue from the sale of products and the license of associated software if any, and expenses all related
costs of products sold, once delivery has occurred and customer acceptance, if required, has been achieved. The Company has determined that the license of
software for its medical simulation products is incidental to the product as a whole. The Company typically grants to customers a warranty which guarantees
that products will substantially conform to the Company’s current specifications for generally twelve months from the delivery date pursuant to the terms of
the arrangement. Historically, warranty-related costs have not been significant. Separately priced extended warranty contract revenues are recognized ratably
over the contractual period.
Recent Accounting Pronouncements
In September 2009, the Financial Accounting Standards Board (“FASB”) ratified Accounting Standards Update (“ASU”) 2009-13 (update to ASC 605),
“Revenue Arrangements with Multiple Deliverables” (“ASU 2009-13 (update to ASC 605)”). This guidance addresses criteria for separating the
7
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consideration in multiple-element arrangements. ASU 2009-13 (update to ASC 605) requires companies to allocate the overall consideration to each
deliverable by using a best estimate of the selling price of individual deliverables in the arrangement in the absence of vendor-specific objective evidence or
other third-party evidence of the selling price. ASU 2009-13 (update to ASC 605) will be effective prospectively for revenue arrangements entered into or
materially modified in fiscal years beginning on or after June 15, 2010 and early adoption will be permitted. The Company adopted ASU 2009-13 (update to
ASC 605) as of January 1, 2011, and its application had no impact on the Company’s condensed consolidated financial statements as no new agreements or
materially modified contracts in the six months ended June 30, 2011 came under this guidance.
In September 2009, the FASB ratified ASU 2009-14 (update to ASC 605), “Certain Revenue Arrangements That Include Software Elements” (“ASU 200914 (update to ASC 605)”). ASU 2009-14 (update to ASC 605) provides guidance to exclude (a) non-software components of tangible products and
(b) software components of tangible products that are sold, licensed, or leased with tangible products when the software components and non-software
components of the tangible product function together to deliver the tangible product’s essential functionally. ASC 2009-14 (update to ASC 605) has an
effective date that is consistent with ASU 2009-13 (update to ASC 605) above. The Company adopted ASC 2009-14 (update to ASC 605) as of January 1,
2011, and its application had no impact on the Company’s condensed consolidated financial statements as no new agreements or materially modified
contracts in the six months ended June 30, 2011 came under this guidance.
In June 2011, the FASB ratified ASU 2011-05 “Comprehensive Income (Topic 220): Presentation of Comprehensive Income.” ASU 2011-05 requires that
all nonowner changes in stockholders’ equity be presented either in a single continuous statement of comprehensive income or in two separate but
consecutive statements, eliminating the option to present other comprehensive income in the statement of changes in equity. Under either choice, items that
are reclassified from other comprehensive income to net income are required to be presented on the face of the financial statements where the components of
net income and the components of other comprehensive income are presented. This amendment is effective for reporting periods beginning after December
15, 2011, and will be applied retrospectively. This amendment will change the manner in which the Company presents comprehensive income.
2. FAIR VALUE MEASUREMENTS
Cash Equivalents and Short-term Investments
The financial instruments of the Company measured at fair value on a recurring basis are cash equivalents and short-term investments. The Company’s
cash equivalents and short-term investments are classified within Level 1 or Level 2 of the fair value hierarchy because they are valued using quoted market
prices, broker or dealer quotations, or alternative pricing sources with reasonable levels of price transparency. The Company did not have any transfers
between Level 1 and Level 2 fair value measurements during the periods presented.
The types of instruments valued based on quoted market prices in active markets include most U.S. Treasury securities and most money market securities.
Such instruments are generally classified within Level 1 of the fair value hierarchy.
The types of instruments valued based on quoted prices in markets that are less active, broker or dealer quotations, or alternative pricing sources with
reasonable levels of price transparency include most investment-grade corporate commercial paper. Such instruments are generally classified within Level 2
of the fair value hierarchy.
The types of instruments valued based on unobservable inputs which reflect the reporting entity’s own assumptions or data that market participants would
use in valuing an instrument are generally classified within Level 3 of the fair value hierarchy.
8
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In January 2010, the FASB ratified ASU 2010-06 “Fair Value Measurements and Disclosures – Improving Disclosures about Fair Value Measurements”
(“ASU 2010-06”). ASU 2010-06 requires new disclosures for significant transfers in and out of Level 1 and 2 of the fair value hierarchy and the level of
disaggregation of assets or liabilities and the valuation techniques and inputs used to measure fair value. The Company adopted the updated guidance which
was effective for the Company’s annual reporting period at December 31, 2009, with the exception of new Level 3 activity disclosures, which was adopted
January 1, 2011. The adoption of this guidance did not have a material impact on its condensed consolidated results of operations and financial condition.
Financial instruments measured at fair value on a recurring basis as of June 30, 2011 and December 31, 2010 are classified based on the valuation
technique in the table below:
June 30, 2011
Fair value measurements using
Quoted Prices in
Significant
Active Markets
Other
Significant
for Identical
Observable
Unobservable
Assets
Inputs
Inputs
(Level 1)
(Level 2)
(Level 3)
(In thousands)

Assets:
U.S. Treasury securities
Money market accounts
Total assets at fair value

$
$

48,971
13,415
62,386

$
$

0
0
0

$
$

0
0
0

Total

$ 48,971
13,415
$ 62,386

The above table excludes $2.5 million of cash held in banks.
December 31, 2010
Fair value measurements using
Quoted Prices
in
Active
Significant
Markets
Other
Significant
for Identical
Observable
Unobservable
Assets
Inputs
Inputs
(Level 1)
(Level 2)
(Level 3)
(In thousands)

Assets:
U.S. Treasury securities
Money market accounts
Total assets at fair value

$
$

The above table excludes $4.9 million of cash held in banks.
Short-term Investments
9

48,961
7,356
56,317

$
$

0
0
0

$
$

0
0
0

Total

$ 48,961
7,356
$ 56,317
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Amortized
Cost

U.S. Treasury securities
Total

$48,938
$48,938

Amortized
Cost

U.S. Treasury securities
Total

$48,942
$48,942

June 30, 2011
Gross
Gross
Unrealized
Unrealized
Holding
Holding
Gains
Losses
(In thousands)

$
$

33
33

$
$

0
0

December 31, 2010
Gross
Gross
Unrealized
Unrealized
Holding
Holding
Gains
Losses
(In thousands)

$
$

19
19

$
$

0
0

Fair Value

$ 48,971
$ 48,971

Fair Value

$ 48,961
$ 48,961

The contractual maturities of the Company’s available-for-sale securities on June 30, 2011 and December 31, 2010 were all due within one year.
3. ACCOUNTS AND OTHER RECEIVABLES

Trade accounts receivable
Receivables from vendors and other
Accounts and other receivables

June 30,
2011

December 31,
2010
(In thousands)

$ 908
391
$1,299

$
$

459
356
815

4. INVENTORIES
June 30,
2011

December 31,
2010
(In thousands)

Raw materials and subassemblies
Finished goods

$ 322
126

$

281
125

Inventories

$ 448

$

406

5. PROPERTY AND EQUIPMENT
10
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June 30,
2011

Computer equipment and purchased software
Machinery and equipment
Furniture and fixtures
Leasehold improvements

$

December 31,
2010
(In thousands)

3,672
730
630
881

Total
Less accumulated depreciation

$

3,807
815
630
881

5,913
(4,447)

Property and equipment, net

$

6,133
(4,202)

1,466

$

1,931

6. INTANGIBLES AND OTHER ASSETS
June 30,
2011

Patents and trademarks
Other assets

$

Gross intangibles and other assets
Accumulated amortization of patents and trademarks
Intangibles and other assets, net

December 31,
2010
(In thousands)

22,279
279
22,558
(9,359)
13,199

$

$

$

21,074
295
21,369
(9,013)
12,356

The Company amortizes its intangible assets related to patents and trademarks, over their estimated useful lives, generally 10 years. Amortization of
intangibles excluding impairments or abandonments was as follows:
Three Months Ended
June 30,
2011
2010
(In thousands)

Amortization of Intangibles - excluding impairments or abandonments

$ 217

The estimated remaining annual amortization expense for intangible assets as of June 30, 2011 was as follows:
11

$ 204

Six Months Ended
June 30,
2011
2010
(In thousands)

$ 414

$ 419
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Estimated
Amortization
Expense
(In thousands)

Remainder of 2011
2012
2013
2014
2015
Thereafter
Total

$

$

500
1,100
1,300
1,400
1,400
7,200
12,900

Patents in process included in patents and trademarks were as follows:
June 30,
December 31,
2011
2010
(In thousands)

Patents in process

$7,916

$

7,382

7. COMPONENTS OF OTHER CURRENT LIABILITIES AND DEFERRED REVENUE AND CUSTOMER ADVANCES
June 30,
December 31,
2011
2010
(In thousands)

Accrued legal
Income taxes payable
Other current liabilities
Total other current liabilities

$

322
28
618
968

$

Deferred revenue
Customer advances
Total deferred revenue and customer advances

$ 5,014
43
$ 5,057

$

$

8. LONG-TERM DEFERRED REVENUE
Long-term deferred revenue consisted of the following:
12

$

$

543
55
890
1,488
4,390
39
4,429
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June 30,
December 31,
2011
2010
(In thousands)

Deferred revenue for Sony Computer Entertainment
Other deferred revenue
Long-term deferred revenue

$14,133
662
$14,795

$ 15,632
862
$ 16,494

9. STOCK-BASED COMPENSATION
Stock Options and Awards
The Company’s equity incentive program is a long-term retention program that is intended to attract, retain, and provide incentives for talented
employees, consultants, officers, and directors and to align stockholder and employee interests. The Company may grant options, stock appreciation rights,
restricted stock, restricted stock units (“RSUs”), performance shares, performance units, and other stock-based or cash-based awards to employees, officers,
directors, and consultants. Under these programs, stock options may be granted at prices not less than the fair market value on the date of grant for stock
options. These options generally vest over 4 years and expire from 5 to 10 years from the date of grant. Restricted stock generally vests over one year. RSUs
generally vest over 3 years. On June 3, 2011, the Company’s stockholders approved the 2011 Equity Incentive Plan in which 2,300,000 shares were
authorized. In addition, 400,000 shares were transferred from the Company’s 2007 Equity Incentive Plan (the “2007 Plan”) and 2,279,263 shares were
transferred from the Company’s 2008 Equity Incentive Plan (the “2008 Plan”) for a total of 4,979,263 available for grant under the new plan. The 2007 Plan
and 2008 Plan have been terminated.
June 30,
2011

Common stock shares available for grant
Common stock options outstanding
Restricted stock awards outstanding
Restricted stock units outstanding

4,979,263
3,819,922
18,000
502,782

Employee Stock Purchase Plan
The Company has an Employee Stock Purchase Plan (“ESPP”). Under the ESPP, eligible employees may purchase common stock through payroll
deductions at a purchase price of 85% of the lower of the fair market value of the Company’s stock at the beginning of the offering period or the purchase
date. Participants may not purchase more than 2,000 shares in a six-month offering period or purchase stock having a value greater than $25,000 in any
calendar year as measured at the beginning of the offering period. A total of 1,000,000 shares of common stock are reserved for issuance under the ESPP. As
of June 30, 2011, 441,601 shares had been purchased since the inception of the ESPP in 1999. Under ASC 718-10, the ESPP is considered a compensatory
plan and the Company is required to recognize compensation cost related to the fair value of common stock purchased under the ESPP. Shares purchased
under the ESPP for the six months ended June 30, 2011 are listed below. No shares were purchased under the ESPP for the six months ended June 30, 2010.
The intrinsic value listed below is calculated as the difference between the market value on the date of purchase and the purchase price of the shares.
13
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Six
Months
Ended
June 30,
2011

Shares purchased under ESPP
Average price of shares purchased under ESPP
Intrinsic value of shares purchased under ESPP

13,412
$ 4.87
$14,000

Summary of Stock Options
The following table sets forth the summary of option activity under the Company’s stock option plans for the six months ended June 30, 2011 and year
ended December 31, 2010:

Beginning outstanding balance
Granted
Exercised
Forfeited and cancelled
Ending outstanding balance
Aggregate intrinsic value of options exercised
Weighted average fair value of options granted

Six Months
Ended
June 30,
2011

Year Ended
December 31,
2010

4,000,526
269,413
(348,226)
(101,791)
3,819,922

5,041,235
662,185
(130,135)
(1,572,759)
4,000,526

$ 887,000
3.95

$

308,000
3.11

Information regarding stock options outstanding at June 30, 2011 and December 31, 2010 is summarized below:

Number of
Shares

Weighted
Average
Exercise
Price

Weighted
Average
Remaining
Contractual
Life (years)

June 30, 2011
Options outstanding
Options vested and expected to vest using estimated forfeiture rates
Options exercisable

3,819,922
3,681,156
2,502,994

$ 6.31
6.32
6.81

6.44
6.28
5.28

$

10.3
9.9
6.0

December 31, 2010
Options outstanding
Options vested and expected to vest using estimated forfeiture rates
Options exercisable

4,000,526
3,798,092
2,541,701

$ 6.26
6.32
6.80

6.39
6.25
5.03

$

5.5
5.1
2.9

Summary of Restricted Stock Units
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RSU activity for the six months ended June 30, 2011 and year ended December 31, 2010 was as follows:
Six Months
Ended
June 30,
2011

Beginning outstanding balance
Awarded
Released
Forfeited
Ending outstanding balance

Year Ended
December 31,
2010

417,923
243,408
(149,218)
(9,331)
502,782

Weighted average grant date fair value of RSUs granted
Total fair value of RSUs released
Total fair value of RSUs remaining unvested

$

6.61
1,097,677
4,289,000

198,055
363,928
(69,021)
(75,039)
417,923
$

5.58
315,000
2,804,000

Information regarding RSUs outstanding at June 30, 2011 and December 31, 2010 is summarized below:

Number
of Shares

Weighted
Average
Remaining
Contractual
Life (years)

Aggregate
Intrinsic
Value
(In millions)

June 30, 2011
RSUs outstanding
RSUs vested and expected to vest using estimated forfeiture rates

502,782
395,280

1.42
1.37

$

4.3
3.4

December 31, 2010
RSUs outstanding
RSUs vested and expected to vest using estimated forfeiture rates

417,923
330,038

1.13
1.00

$

2.8
2.2

Summary of Restricted Stock Awards
Restricted stock award activity for the six months ended June 30, 2011 and year ended December 31, 2010 was as follows:
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Year
Ended
December
31,
2010

Six Months
Ended
June 30,
2011

Beginning outstanding balance
Awarded
Released
Forfeited
Ending outstanding balance

18,000
30,000
(21,000)
(9,000)
18,000

Weighted average grant date fair value of restricted stock awarded
Total fair value of restricted stock awards released

$

27,000
22,500
(31,500)
0
18,000

6.61
159,000

$

5.59
147,000

Stock Plan Assumptions
The assumptions used to value option grants under the Company’s Stock Plans were as follows:
Three Months Ended
June 30,
2011
2010

Options

Expected life (in years)
Volatility
Interest rate
Dividend yield

5.2
68%
2.0%
0.0%

5.2
67%
2.1%
0.0%

Three Months Ended
June 30,
2011
2010

Employee Stock Purchase Plan

Expected life (in years)
Volatility
Interest rate
Dividend yield

N/A
N/A
N/A
N/A

N/A
N/A
N/A
N/A

Compensation Costs
Total stock-based compensation recognized in the condensed consolidated statements of operations is as follows:
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Six Months Ended
June 30,
2011
2010

5.2
68%
2.0%
0.0%

5.2
67%
2.1%
0.0%

Six Months Ended
June 30,
2011
2010

0.5
50%
0.2%
0.0%

N/A
N/A
N/A
N/A

Table of Contents
Three Months Ended
June 30,
2011
2010
(In thousands)

Statement of Operations Classifications
Cost of product sales
Sales and marketing
Research and development
General and administrative
Total

$

$

0
70
233
678
981

$

$

0
226
202
510
938

Six Months Ended
June 30,
2011
2010
(In thousands)

$

0
245
437
1,083
$ 1,765

$

10
392
397
734
$ 1,533

As of June 30, 2011, there was $6.4 million related to stock options, restricted stock awards, and RSUs of unrecognized compensation cost, adjusted for
estimated forfeitures, granted to the Company’s employees and directors. This cost will be recognized over an estimated weighted-average period of
approximately 2.52 years for options, 2.11 years for RSUs, and 0.70 years for restricted stock awards. Total unrecognized compensation cost will be adjusted
for future changes in estimated forfeitures.
Stock Repurchase Program
On November 1, 2007, the Company announced that its board of directors authorized the repurchase of up to $50 million of the Company’s common
stock. The Company may repurchase its stock for cash in the open market in accordance with applicable securities laws. The timing of and amount of any
stock repurchase will depend on share price, corporate and regulatory requirements, economic and market conditions, and other factors. The stock repurchase
authorization has no expiration date, does not require the Company to repurchase a specific number of shares, and may be modified, suspended, or
discontinued at any time. During the three and six months ended June 30, 2011 and 2010, there were no stock repurchases under this program, but the
program currently remains available. In July 2011, our Board approved a proposal to repurchase some of our shares of common stock under the previously
authorized Stock Repurchase Program which currently has $31.6 million remaining.
10. DIVESTITURE AND DISCONTINUED OPERATIONS
Divestiture
On March 30, 2010, the Company entered into and closed an Asset Purchase Agreement, a Transition Services Agreement and a License Agreement
(collectively the “Transaction”) with CAE Healthcare USA (“CAE”). Under the Asset Purchase Agreement, CAE acquired certain assets including inventory,
fixed assets, and certain liabilities which included warranty liabilities of the Endoscopy, Endovascular, and Laparoscopy medical simulation product lines
used in the field of medical training for an approximate amount of $1.6 million subject to purchase price adjustments for final inventory levels. The
agreement also provided for the transfer of certain employees to CAE as well as distribution agreements and customer relationships. Under the transition
services agreement, the Company provided certain back-office services to CAE for up to nine months and was being reimbursed for the expenses incurred for
such services. Under the license agreement, the Company licensed to CAE the Immersion TouchSense patent portfolio within a specific field of use. As such,
revenues and costs for the Endoscopy, Endovascular, and Laparoscopy medical simulation product lines have been included in operating income in the
accompanying condensed consolidated statements of operations through the date of sale. Although the Company has ceased manufacturing these three
specific product lines, these operating results have not been reported as discontinued operations. The Company continues to manufacture Virtual IV
products, another medical product line, but the primary focus of the Company’s business has changed from simulation product sales to licensing fees. During
the six months ended June 30, 2010, the Company recognized a pre-tax loss of approximately $42,000 in continuing operations in connection with the asset
purchase agreement and the
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transition services agreement. There was no cost in 2011 related to the CAE transaction. The cost reimbursements received under the Transition Services
Agreement were recorded as an off-set to the related operating expense line items. The Company’s license agreement with CAE includes quarterly revenue
under the license arrangement which started July, 2010. Under the terms of the Company’s revenue recognition policy for transactions with extended
payment terms such as this, the Company does not recognize revenue until the amounts become due and payable and all revenue recognition criteria are met.
In connection with the transaction, the Company agreed to indemnify CAE for certain liabilities, claims, and other specified items in the asset purchase
agreement.
Results of Discontinued Operations
On November 17, 2008, the Company announced that it would divest its 3D product line which was part of its Touch segment. During 2009, the Company
sold all of its 3D product line including inventory, fixed assets, and intangibles and recorded gains on the sale of discontinued operations of $187,000 at the
time of the sales. Negotiated consideration for the sales was $2.7 million in the form of cash of $320,000 and notes receivable of $2.4 million payable
through 2013, for which the proceeds are being recognized when they are received. The Company has abandoned all other 3D operations. Accordingly, the
operations of the 3D product line have been classified as discontinued operations, net of income tax, in the condensed consolidated statement of operations
for all periods presented. The assets sold consisted primarily of intangible assets that had no carrying value on the Company’s books at the time of sale. In the
three and six months ended June 30, 2011 the Company recorded a gain on sale of discontinued operations net of tax of $18,000 and $61,000 respectively,
from payments on notes from the sale of the 3D product line. In the three and six months ended June 30, 2010 the Company recorded a gain on sale of
discontinued operations net of tax of $30,000 and $60,000 respectively, from payments on notes from the sale of the 3D product line.
11. INCOME TAXES
Income tax provisions from continuing operations consisted of the following:
Three Months Ended
June 30,
2011
2010
(In thousands)

Income (loss) from continuing operations before provision for income
taxes
Provision for income taxes
Effective tax rate

$

(1,061)
(267)
(25.2)%

$

573
(423)
73.8%

Six Months Ended
June 30,
2011
2010
(In thousands)

$

878
(861)
98.1%

$

(1,773)
(762)
(43.0)%

The effective tax rates differ from the statutory rate primarily due to the valuation allowance, foreign withholding taxes, and unrecognized tax benefits.
The income tax provision for the three months and six months ended June 30, 2011 and 2010 are primarily as a result of foreign withholding tax expense.
As of June 30, 2011, the Company had unrecognized tax benefits under ASC 740 “Income Taxes” of approximately $670,000 including interest of
$42,000. The total amount of unrecognized tax benefits that would affect the Company’s effective tax rate, if recognized, was $241,000. There were no
material changes in the amount of unrecognized tax benefits during the six months ended June 30, 2011. The Company does not expect any material changes
to its liability for unrecognized tax benefits during the next twelve months. The Company’s policy is to account for interest and penalties related to uncertain
tax positions as a component of income tax provision.
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Because the Company had net operating loss and credit carryforwards, there are open statutes of limitations in which federal, state, and foreign taxing
authorities may examine the Company’s tax returns for all years from 1993 through the current period.
The Company maintains a valuation allowance for its entire deferred tax assets at June 30, 2011 and December 31, 2010 as a result of uncertainties
regarding the realization of the asset balance due to past losses, the variability of operating results, and near term projected results. In the event that the
Company determines the deferred tax assets are realizable, an adjustment to the valuation allowance may increase income in the period such determination is
made. The valuation allowance does not impact the Company’s ability to utilize the underlying net operating loss carryforwards.
12. NET INCOME (LOSS) PER SHARE
Basic net income (loss) per share is computed using the weighted average number of common shares outstanding for the period, excluding unvested
restricted stock and RSUs. Diluted net income (loss) per share is based upon the weighted average common shares outstanding for the period plus dilutive
potential shares including unvested restricted stock and RSUs and stock options using the treasury stock method. The following is a reconciliation of the
numerators and denominators used in computing basic and diluted net income (loss) per share (in thousands, except per share amounts):
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Three Months Ended
June 30,
2011
2010

Six Months Ended
June 30,
2011
2010

Numerator:
Income (loss) from continuing operations
Gain from discontinued operations, net of tax
Net income (loss) used in computing basic and diluted net income (loss) per
share

$ (1,328)
18

$

150
30

$

17
61

$ (2,535)
61

$ (1,310)

$

180

$

78

$ (2,474)

Denominator:
Shares used in computation of basic net income (loss) per share (weighted
average common shares outstanding)
Dilutive potential common shares:
Restricted Stock and RSUs
Stock options
Shares used in computation of diluted net income (loss) per share
Basic net income (loss) per share from:
Continuing operations
Discontinued operations
Total

$
$

Diluted net income (loss) per share:
Continuing operations
Discontinued operations
Total

$
$

28,610

28,101

28,431

28,093

0
0
28,610

48
370
28,519

172
638
29,241

0
0
28,093

(0.05)
0.00
(0.05)

$

(0.05)
0.00
(0.05)

$

$

$

0.01
0.00
0.01

$

0.01
0.00
0.01

$

$

$

0.00
0.00
0.00

$ (0.09)
0.00
$ (0.09)

0.00
0.00
0.00

$ (0.09)
0.00
$ (0.09)

The following options to purchase common stock with exercise prices greater than the average fair market value of the Company’s stock were not
included in the calculation because the effect would have been anti-dilutive (in thousands, except per share amounts).
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Three months Ended
June 30,
2011
2010

Stock options excluded from calculations of diluted net income (loss) per share
Average fair market value of the Company’s stock

N/A
N/A

$

3,400
5.40

Six months Ended
June 30,
2011
2010

907
$ 7.21

N/A
N/A

As of June 30, 2011 and June 30, 2010, the Company had securities outstanding that could potentially dilute basic earnings per share in the future, but
these were excluded from the computation of diluted net loss per share for the three months ended June 30, 2011 and for the six months ended June 30, 2010,
since their effect would have been anti-dilutive. These outstanding securities consisted of the following (in thousands):

Outstanding stock options
Unvested restricted stock awards
Unvested RSUs

June 30,
2011

June 30,
2010

3,820
18
503

4,243
18
460

13. COMPREHENSIVE INCOME (LOSS)
The following table sets forth the components of comprehensive income (loss):
Three Months Ended
June 30,
2011
2010
(In thousands)
$
(1,310)
$ 180
18
26
$
(1,292)
$ 206

Net Income (loss)
Change in unrealized losses on short-term investments
Total comprehensive income (loss)

Six Months Ended
June 30,
2011
2010
(In thousands)
$ 78
$ (2,474)
22
73
$ 100
$ (2,401)

14. SEGMENT REPORTING
The Company develops, manufactures, licenses, and supports a wide range of hardware and software technologies that more fully engage users’ sense of
touch when operating digital devices. The Company focuses on the following target application areas: mobile communications and consumer electronics,
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automotive, gaming, commercial and industrial controls, and medical. Through March 31, 2010, the Company managed these application areas under two
operating and reportable segments: Touch and Medical. As discussed in Note 10 of the condensed consolidated financial statements, on March 30, 2010 the
Company divested its Endoscopy, Endovascular, and Laparoscopy product lines. Management continues to manufacture a limited amount of product, but the
primary focus from this part of the business has changed from simulation product sales to primarily a licensing model under which the Company develops
and licenses a wide range of haptic-related software and patented technologies and will collect license and royalty revenue. As of April 1, 2010, the Company
reorganized into one segment and there is no longer management, development, operations, or administrative personnel specifically for medical operations or
product lines.
The Company’s chief operating decision maker (“CODM”) is the Chief Executive Officer. The CODM allocates resources to and assesses the performance
of the Company using information about its revenue and operating income (loss). Beginning April 1, 2010, there is only one segment that is reported to
management.
As the Company has changed its internal structure which caused the Company’s reportable segments to change, the Company has restated its previously
reported separate segment information from Medical and Touch into only one segment. As such, separate segment information has been eliminated.
15. CONTINGENCIES
In re Immersion Corporation Initial Public Offering Securities Litigation
The Company is involved in legal proceedings relating to a class action lawsuit filed on November 9, 2001 in the U. S. District Court for the Southern
District of New York, In re Immersion Corporation Initial Public Offering Securities Litigation, No. Civ. 01-9975 (S.D.N.Y.), related to In re Initial Public
Offering Securities Litigation, No. 21 MC 92 (S.D.N.Y.). The named defendants are the Company and three of its current or former officers or directors (the
“Immersion Defendants”), and certain underwriters of its November 12, 1999 initial public offering (“IPO”). Subsequently, two of the individual defendants
stipulated to a dismissal without prejudice.
The operative amended complaint is brought on purported behalf of all persons who purchased the Company’s common stock from the date of the
Company’s IPO through December 6, 2000. It alleges liability under Sections 11 and 15 of the Securities Act of 1933 and Sections 10(b) and 20(a) of the
Securities Exchange Act of 1934, on the grounds that the registration statement for the IPO did not disclose that: (1) the underwriters agreed to allow certain
customers to purchase shares in the IPO in exchange for excess commissions to be paid to the underwriters; and (2) the underwriters arranged for certain
customers to purchase additional shares in the aftermarket at predetermined prices. The complaint also appears to allege that false or misleading analyst
reports were issued. The complaint does not claim any specific amount of damages.
Similar allegations were made in other lawsuits challenging over 300 other initial public offerings and follow-on offerings conducted in 1999 and 2000.
The cases were consolidated for pretrial purposes.
In September 2008, all of the parties to the lawsuits reached a settlement, subject to documentation and approval of the District Court. Subsequently, an
underwriter defendant filed for bankruptcy and other underwriter defendants were acquired. On April 2, 2009, final documentation evidencing the settlement
was presented to the District Court for approval. On October 6, 2009, the District Court approved the settlement, and the Court subsequently entered a
judgment of dismissal. Under the judgment, the Immersion Defendants are not required to contribute to the settlement. Several notices of appeal have been
filed by putative class members challenging the settlement. If the settlement is reversed on appeal, the Company intends to defend the lawsuit vigorously.
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In re Immersion Corporation Securities Litigation
In September and October 2009, various putative shareholder class action and derivative complaints were filed in federal and state court against the
Company and certain current and former Immersion directors and officers.
On September 2, 2009, a securities class action complaint was filed in the United States District Court for the Northern District of California against the
Company and certain of its current and former directors and officers. Over the following five weeks, four additional class action complaints were filed. (One of
these four actions was later voluntarily dismissed.) The securities class action complaints name the Company and certain current and former Immersion
directors and officers as defendants and allege violations of federal securities laws based on the Company’s issuance of allegedly misleading financial
statements. The various complaints assert claims covering the period from May 2007 through July 2009 and seek compensatory damages allegedly sustained
by the purported class members.
On December 21, 2009, these class actions were consolidated by the court as In Re Immersion Corporation Securities Litigation. On the same day, the
court appointed a lead plaintiff and lead plaintiff’s counsel. Following the Company’s restatement of its financial statements, lead plaintiff filed a
consolidated complaint on April 9, 2010. Defendants moved to dismiss the action on June 15, 2010 and that motion was granted on March 11, 2011. Lead
plaintiff filed an amended complaint on April 29, 2011. Defendants moved to dismiss the amended complaint on July 1, 2011.
In re Immersion Corporation Derivative Litigation
On September 15, 2009, a putative shareholder derivative complaint was filed in the United States District Court for the Northern District of California,
purportedly on behalf of the Company and naming certain of its current and former directors and officers as individual defendants. Thereafter, two additional
putative derivative complaints were filed in the same court.
The derivative complaints arise from the same or similar alleged facts as the federal securities actions and seek to bring state law causes of action on behalf
of the Company against the individual defendants for breaches of fiduciary duty, gross negligence, abuse of control, gross mismanagement, breach of
contract, waste of corporate assets, unjust enrichment, as well as for violations of federal securities laws. The federal derivative complaints seek compensatory
damages, corporate governance changes, unspecified equitable and injunctive relief, the imposition of a constructive trust, and restitution. On November 17,
2009, the court consolidated these actions as In re Immersion Corporation Derivative Litigation and appointed lead counsel. The court has issued an order
staying this action.
Shaw v. Richardson et al.
On October 7, 2009, a putative shareholder derivative complaint was filed in the Superior Court of the State of California for the County of Santa Clara,
purportedly on behalf of the Company, seeking compensatory damages, equitable and injunctive relief, and restitution. The complaint names certain current
and former directors and officers of the Company as individual defendants. This complaint arises from the same or similar alleged facts as the federal
securities actions and seeks to bring causes of action on behalf of the Company against the individual defendants for breaches of fiduciary duty, waste of
corporate assets and unjust enrichment. On April 4, 2011, plaintiff voluntarily dismissed the action, with prejudice, and an order of dismissal was entered that
same day.
Kasmer v. Immersion Corporation
On May 5, 2010, an action was filed in Delaware Chancery Court by a shareholder seeking to enforce a demand to inspect certain of the Company’s
records pursuant to Section 220 of the Delaware General Corporation Law, as a possible prelude to the shareholder bringing a derivative action. The
Company filed
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an answer on June 14, 2010, questioning whether a proper purpose for the records inspection had been stated and raising other defenses concerning the scope
of the demand, among other deficiencies. Following a one-day trial on December 2, 2010, the Court significantly narrowed the scope of the demand and the
Company has responded accordingly.
The Company cannot predict the ultimate outcome of the above-mentioned federal and state actions, and it is unable to estimate any potential liability it
may incur.
Other Contingencies
From time to time, the Company receives claims from third parties asserting that the Company’s technologies, or those of its licensees, infringe on the
other parties’ intellectual property rights. Management believes that these claims are without merit. Additionally, periodically, the Company is involved in
routine legal matters and contractual disputes incidental to its normal operations. In management’s opinion, the resolution of such matters will not have a
material adverse effect on the Company’s condensed consolidated financial condition, results of operations, or liquidity.
In the normal course of business, the Company provides indemnifications of varying scope to customers against claims of intellectual property
infringement made by third parties arising from the use of the Company’s intellectual property, technology, or products. Historically, costs related to these
guarantees have not been significant, and the Company is unable to estimate the maximum potential impact of these guarantees on its future results of
operations.
As permitted under Delaware law, the Company has agreements whereby it indemnifies its officers and directors for certain events or occurrences while the
officer or director is, or was, serving at its request in such capacity. The term of the indemnification period is for the officer’s or director’s lifetime. The
maximum potential amount of future payments the Company could be required to make under these indemnification agreements is unlimited; however, the
Company currently has director and officer insurance coverage that reduces its exposure and enables it to recover a portion of any future amounts paid.
Management believes the estimated fair value of these indemnification agreements in excess of applicable insurance coverage is indeterminable.
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ITEM 2. MANAGEMENT’SDISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
This Quarterly Report on Form 10-Q includes 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. The forward-looking statements involve risks and uncertainties. Forward-looking
statements are identified by words such as “anticipates,” “believes,” “expects,” “intends,” “may,” “will,” and other similar expressions. However, these words
are not the only way we identify forward-looking statements. In addition, any statements, which refer to expectations, projections, or other characterizations
of future events, or circumstances, are forward-looking statements. Actual results could differ materially from those projected in the forward-looking
statements as a result of a number of factors, including those set forth below in “Management’s Discussion and Analysis of Financial Condition and Results
of Operations” and “Risk Factors”, those described elsewhere in this report, and those described in our other reports filed with the SEC. We caution you not to
place undue reliance on these forward-looking statements, which speak only as of the date of this report, and we undertake no obligation to update these
forward-looking statements after the filing of this report. You are urged to review carefully and consider our various disclosures in this report and in our other
reports publicly disclosed or filed with the SEC that attempt to advise you of the risks and factors that may affect our business.
OVERVIEW
We are a leading provider of haptic technologies that allow people to use their sense of touch more
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fully when operating a wide variety of digital and other devices. To achieve this heightened interactivity, we develop and license or manufacture a wide
range of software technologies and products. While we believe that our technologies are broadly applicable, we are currently focusing our marketing and
business development activities on the following target markets: mobile communications and consumer electronics, automotive, gaming, commercial and
industrial, and medical. As of April 1, 2010, we reorganized from two segments and now we manage these application areas under one operating and
reportable segment (See Note 14 to the condensed consolidated financial statements).
In most all of our markets, such as mobile communications and consumer electronics, automotive, gaming, commercial and industrial, and medical, we
now license our technologies to manufacturers who use them in products sold under their own brand names. In a few markets, such as medical simulation, we
sold products manufactured under our own brand name through direct sales to end users, distributors, or OEMs. We have shifted the majority of our business
from manufacturing products to primarily a licensing model. From time to time, we have also engaged in development projects for third parties.
On March 30, 2010, we sold certain assets including inventory and fixed assets and certain liabilities of the Endoscopy, Endovascular, and Laparoscopy
medical simulation product lines. Since that time we stopped shipping and wound down the sales of these lines of medical simulation products. However, we
expect to continue to receive revenue due to our licensing agreements with medical licensees, and we continue to ship Virtual IV medical products.
Our objective is to drive adoption of our touch technologies across markets and applications to improve the user experience with digital devices and
systems. We and our wholly owned subsidiaries hold more than 1,200 issued or pending patents in the U.S. and other countries, covering various aspects of
hardware and software technologies.
CRITICAL ACCOUNTING POLICIES AND ESTIMATES
Our discussion and analysis of our financial condition and results of operations are based upon our condensed consolidated financial statements, which
have been prepared in accordance with U.S. GAAP. The preparation of these condensed consolidated financial statements requires management to make
estimates and assumptions that affect the reported amounts of assets, liabilities, revenues, expenses, and related disclosure of contingent assets and liabilities.
On an ongoing basis, we evaluate our estimates and assumptions, including those related to revenue recognition, stock-based compensation, bad debts,
inventory, short-term investments, warranty obligations, patents and intangible assets, income taxes, contingencies, and litigation. We base our estimates and
assumptions on historical experience and on various other factors that we believe to be reasonable under the circumstances, the results of which form the
basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from
these estimates and assumptions.
We believe the following are our most critical accounting policies as they require our significant judgments and estimates in the preparation of our
condensed consolidated financial statements:
Revenue Recognition
We recognize revenues in accordance with applicable accounting standards, including Accounting Standards Codification (“ASC”) 605-10-S99,
“Revenue Recognition” (“ASC 605-10-S99”); ASC 605-25, “Multiple Element Arrangements” (“ASC 605-25”); and ASC 985-605, “Software-Revenue
Recognition” (“ASC 985-605”). We derive our revenues from three principal sources: royalty and license fees, product sales, and development contracts. As
described below, significant management judgments and estimates must be made and used in connection with the revenue recognized in any accounting
period. Material differences may result in the amount and timing of our revenue for any period based on the judgments and estimates made by our
management. Specifically, in connection with each transaction, we must evaluate whether: (i) persuasive evidence of an arrangement exists, (ii) delivery has
occurred, (iii) the fee is fixed or determinable, and (iv) collectibility is probable. We apply these criteria as discussed below.
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•
•

•
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Persuasive evidence of an arrangement exists: For a license arrangement, we require a written contract, signed by both the customer and us. For a
stand-alone product sale, we require a purchase order or other form of written agreement with the customer.
Delivery has occurred. We deliver software and product to our customers physically and also deliver software electronically. For physical
deliveries not related to software, our transfer terms typically include transfer of title and risk of loss at our shipping location. For electronic
deliveries, delivery occurs when we provide the customer access codes or “keys” that allow the customer to take immediate possession of the
software.
The fee is fixed or determinable. Our arrangement fee is based on the use of standard payment terms which are those that are generally extended
to the majority of customers. For transactions involving extended payment terms, we deem these fees not to be fixed or determinable for revenue
recognition purposes and revenue is deferred until the fees become due and payable.
Collectibility is probable. To recognize revenue, we must judge collectibility of the arrangement fees, which we do on a customer-by-customer
basis pursuant to our credit review policy. We typically sell to customers with whom we have a history of successful collection. For new
customers, we evaluate the customer’s financial condition and ability to pay. If we determined that collectibility is not probable based upon our
credit review process or the customer’s payment history, we recognize revenue when payment is received.

Royalty and license revenue — We recognize royalty revenue based on royalty reports or related information received from the licensee and when
collectibility is deemed probable. The terms of the royalty agreements generally require licensees to give us notification of royalties within 30 to 45 days of
the end of the quarter during which the sales occur. We recognize license fee revenue for licenses to our intellectual property when earned under the terms of
the agreements, which is generally recognized when all deliverables including services are completed or on a straight-line basis over the expected term of the
license.
Development contracts and other revenue — Development contracts and other revenue is comprised of professional services (consulting services
and/or development contracts). Professional services revenues are recognized under the proportional performance accounting method based on physical
completion of the work to be performed or completed performance method. A provision for losses on contracts is made, if necessary, in the period in which
the loss becomes probable and can be reasonably estimated. Revisions in estimates are reflected in the period in which the conditions become known. To
date, such losses have not been significant.
Multiple element arrangements — We enter into multiple element arrangements in which customers purchase a time-based license which include a
combination of software and/or intellectual property licenses, professional services and in limited cases, post contract customer support. For arrangements
that are software based and include software and professional services, the services are generally not essential to the functionality of the software, and
customers may purchase consulting services to facilitate the adoption of our technology, but they may also decide to use their own resources or appoint other
professional service organizations to perform these services. For these arrangements, including those with post contract customer support, revenue is
recognized either over the period of the ongoing obligation which is generally consistent with the contractual term, or when all deliverables including
services have been completed.
Product sales — We recognize revenue from the sale of products and the license of associated software if any, and expense all related costs of products
sold, once delivery has occurred and customer acceptance, if required, has been achieved. We have determined that the license of software for the medical
simulation products is incidental to the product as a whole. We typically grant our customers a warranty which guarantees that our products will substantially
conform to our current specifications for generally twelve months from the delivery date pursuant to the terms of the arrangement. Historically, warrantyrelated costs have not been significant. Separately priced extended warranty contract revenues are recognized ratably over the contractual period.
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Cost of Revenues
Cost of revenues includes both cost of product sales and cost of development contract revenues. Cost of product sales consists primarily of contract
manufacturing and other overhead costs. Cost of development contract revenue includes primarily labor related costs relating to these contracts.
Stock-based Compensation — Stock-based compensation cost is measured at the grant date based on the fair value of the award and is recognized as
expense on a straight-line basis over the requisite service period, which is the vesting period.
Valuation and amortization method — We use the Black-Scholes model, single-option approach to determine the fair value of stock options, stock
awards, and ESPP shares. All share-based payment awards are amortized on a straight-line basis over the requisite service periods of the awards, which are
generally the vesting periods. Stock-based compensation expense recognized at fair value includes the impact of estimated forfeitures. We estimate future
forfeitures at the date of grant and revise the estimates if necessary, in subsequent periods if actual forfeitures differ from these estimates. The determination of
the fair value of stock-based payment awards on the date of grant using an option-pricing model is affected by our stock price as well as assumptions
regarding a number of complex and subjective variables. These variables include actual and projected employee stock option exercise behaviors that impact
the expected term, our expected stock price volatility over the term of the awards, risk-free interest rate, and expected dividends.
If factors change and we employ different assumptions for estimating stock-based compensation expense in future periods, or if we decide to use a
different valuation model, the future periods may differ significantly from what we have recorded in the current period and could materially affect our
operating results.
The Black-Scholes model was developed for use in estimating the fair value of traded options that have no vesting restrictions and are fully transferable,
characteristics not present in our option grants and ESPP shares. Existing valuation models, including the Black-Scholes and lattice binomial models, may
not provide reliable measures of the fair values of our stock-based compensation. Consequently, there is a risk that our estimates of the fair values of our
stock-based compensation awards on the grant dates may bear little resemblance to the actual values realized upon the exercise, expiration, early termination,
or forfeiture of those stock-based payments in the future. Certain stock-based payments, such as employee stock options, may expire and be worthless or
otherwise result in zero intrinsic value as compared to the fair values originally estimated on the grant date and reported in our financial statements.
Alternatively, value may be realized from these instruments that are significantly higher than the fair values originally estimated on the grant date and
reported in our financial statements. There currently is no market-based mechanism or other practical application to verify the reliability and accuracy of the
estimates stemming from these valuation models, nor is there a means to compare and adjust the estimates to actual values.
See Note 9 to the condensed consolidated financial statements for further information regarding stock compensation disclosures.
Accounting for Income Taxes
We use the asset and liability method of accounting for income taxes. Under this method, income tax expense is recognized for the amount of taxes
payable or refundable for the current year. In addition, deferred tax assets and liabilities are recognized for the expected future tax consequences of temporary
differences between the financial reporting and tax bases of assets and liabilities, and for operating losses and tax credit carryforwards. Valuation allowances
are established when necessary to reduce deferred tax assets to the amount expected to be realized and are reversed at such time that realization is believed to
be more likely than not.
Our judgments, assumptions, and estimates relative to the current provision for income tax take into account current tax laws, our interpretation of current
tax laws, and possible outcomes of current and future audits conducted by foreign and domestic tax authorities. We have established reserves for income
taxes to
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address potential exposures involving tax positions that could be challenged by tax authorities. Although we believe our judgments, assumptions, and
estimates are reasonable, changes in tax laws or our interpretation of tax laws and any future tax audits could significantly impact the amounts provided for
income taxes in our condensed consolidated financial statements.
Our assumptions, judgments, and estimates relative to the value of a deferred tax asset take into account predictions of the amount and category of future
taxable income, such as income from operations or capital gains income. Actual operating results and the underlying amount and category of income in
future years could render inaccurate our current assumptions, judgments, and estimates of recoverable net deferred tax assets. Any of the assumptions,
judgments, and estimates mentioned above could cause our actual income tax obligations to differ from our estimates, thus materially impacting our financial
position and results of operations.
Short-term Investments
Our short-term investments consist primarily of U.S. treasury bills and government agency securities purchased with an original or remaining maturity of
greater than 90 days on the date of purchase. We classify all debt securities with readily determinable market values as “available-for-sale”. Even though the
stated maturity dates of these debt securities may be one year or more beyond the balance sheet date, we have classified all debt securities as short-term
investments as they are available for current operations and reasonably expected to be realized in cash or sold within one year. These investments are carried
at fair market value, and using the specific identification method, any unrealized gains and losses considered to be temporary in nature are reported as a
separate component of other comprehensive income (loss) within stockholders’ equity.
In April 2009, new accounting guidance revised the impairment model for debt securities by modifying the current intent and ability indicator in
determining whether a debt security is other-than-temporarily impaired. For debt securities in an unrealized loss position, we are required to assess whether
(i) we have the intent to sell the debt security or (ii) it is more likely than not that we will be required to sell the debt security before its anticipated recovery.
If either of these conditions is met, an other-than-temporary impairment on the security must be recognized in earnings equal to the entire difference between
its fair value and amortized cost basis.
For debt securities in an unrealized loss position which are deemed to be other-than-temporary where neither of the criteria in the paragraph above are
present, the difference between the security’s then-current amortized cost basis and fair value is separated into (i) the amount of the impairment related to the
credit loss (i.e. the credit loss component) and (ii) the amount of the impairment related to all other factors (i.e., the non-credit loss component). The credit
loss component is recognized in earnings. The non-credit loss component is recognized in accumulated other comprehensive loss. The credit loss component
is the excess of the amortized cost of the security over the best estimate of the present value of the cash flows expected to be collected from the debt security.
The non-credit component is the residual amount of the other-than-temporary impairment. Prior to the new accounting guidance, in all cases, if an
impairment was determined to be other-than-temporary, then an impairment loss was recognized in earnings in an amount equal to the entire difference
between the security’s amortized cost basis and its fair value.
When calculating the present value of expected cash flows to determine the credit loss component of the other-than-temporary impairment, we estimate
the amount and timing of projected cash flows on a security-by-security basis. These calculations reflect our expectations of the performance of the
underlying collateral and of the issuer to meet payment obligations as applicable. The expected cash flows are discounted using the effective interest rate of
the security prior to any impairment. The amortized cost basis of a debt security is adjusted for credit losses recorded to earnings. The difference between the
cash flows expected to be collected and the new cost basis is accreted to investment income over the remaining expected life of the security.
Further information about short-term investments may be found in Note 2 to the condensed consolidated financial statements.
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Recovery of Accounts Receivable
We maintain allowances for doubtful accounts for estimated losses resulting from our review and assessment of our customers’ ability to make required
payments, historical losses, and existing economic conditions. If the financial condition of one or more of our customers were to deteriorate, resulting in an
impairment of their ability to make payments, additional allowances might be required.
Inventory Valuation
We reduce our inventory value for estimated obsolete and slow moving inventory in an amount equal to the difference between the cost of inventory and
the net realizable value based upon assumptions about future demand and market conditions. If actual future demand and market conditions are less
favorable than those projected by management, additional inventory write-downs may be required.
Intangible Assets
We have acquired patents and other intangible assets. In addition, we capitalize the external legal and filing fees associated with patents and trademarks.
We assess the recoverability of our intangible assets, and we must make assumptions regarding estimated future cash flows and other factors to determine the
fair value of the respective assets that affect our condensed consolidated financial statements. If these estimates or related assumptions change in the future,
we may be required to record impairment charges for these assets. We amortize our intangible assets related to patents and trademarks, once they are issued,
over their estimated useful lives, generally 10 years. Future changes in the estimated useful life could affect the amount of future period amortization expense
that we will incur. During the first six months ended June 30, 2011, we capitalized costs associated with patents and trademarks of $1.6 million. Our total
amortization expense (exclusive of impairments or abandonments) for the same period was $414,000.
RESULTS OF OPERATIONS FOR THE THREE MONTHS AND SIX MONTHS ENDED JUNE 30, 2011 AND 2010
The following discussion and analysis includes our results of operations from continuing operations for the three months and six months ended June 30,
2011 and 2010. Accordingly, any gain or loss on sale or income tax provision from discontinued operations have been aggregated and reported as a gain or
loss from discontinued operations and are not a component of the aforementioned continuing operations discussion. The operating results for the Endoscopy,
Endovascular, and Laparoscopy medical simulation product lines have been included in continuing operations in the accompanying condensed
consolidated financial statements. Although we have ceased manufacturing these three specific product lines, these operating results have not been reported
as discontinued operations. From our medical product lines, we continue to manufacture our Virtual IV product line, but the primary focus from this part of
our business has changed from simulation product sales to royalty and license revenue.
Overview
Our revenues decreased by 21% during the second quarter ended June 30, 2011 as compared to the second quarter ended June 30, 2010. The second
quarter revenue decrease was primarily due to a 70% decrease in product sales and a 7% decrease in royalty and license revenue. The decrease in product
sales was primarily due to the transfer of certain medical product lines to CAE Healthcare, Inc. (“CAE”). The decrease in royalty and license revenue was
mainly due to certain true up and other one-time payments primarily from our gaming customers in the second quarter of 2010 partially offset by increased
royalty and license fees from our mobility and gaming licensees. Our revenues decreased by 10% during the first six months ended June 30, 2011 as
compared to the six months ended June 30, 2010. The first six months revenue decrease was primarily due to a 68% decrease in product sales primarily due to
the divestiture of certain medical product lines to CAE. Offsetting this, there was a 12% increase in royalty and license revenue mainly due to increased
royalty and license fees from our mobility, gaming, and medical licensees.
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On March 30, 2010 we entered into an agreement with CAE and sold certain assets of the Endoscopy, Endovascular, and Laparoscopy medical simulation
product lines to CAE for approximately $1.6 million and had a loss on the transaction of $43,000 in 2010. The agreement also provided for the transfer of
approximately 34 employees and contractors to CAE as well as distribution agreements and customer relationships. Our divestiture of our medical simulation
product lines was completed during 2010. However, we expect to continue to receive revenue due to our licensing agreement with CAE and other companies
pertaining to haptic-based technology in medical training applications, and we continue to ship Virtual IV medical products.
Our loss from continuing operations was $1.3 million during the second quarter ended June 30, 2011 as compared to a profit of $150,000 for the second
quarter ended June 30, 2010. The increased loss was primarily due to decreased gross margin of $1.3 million resulting from the divestiture of certain medical
product lines to CAE along with decreased revenue from true up and other one-time payments primarily from our gaming customers. Our income from
continuing operations was $17,000 during the first six months ended June 30, 2011 as compared to a loss from continuing operations of $2.5 million for the
six months ended June 30, 2010. The increased income was primarily due to reduced ongoing expenses from the transfer of product lines to CAE, reductions
in personnel, and other cost savings contributed to the increase in income.
During the remainder of 2011, we expect royalty and licensing revenues to be the major component of our revenues as our technology continues to be
included in more products. Our first quarter revenue is typically higher than all other quarters due to the reporting of holiday sales by our customers in the
prior quarter and we expect this seasonality to continue. Also, we expect to continue to focus on the execution of plans including marketing our products in
our established businesses. Our success could be limited by several factors, including the current macro-economic climate, the timely release of our new
technology and our licensees’ products, continued market acceptance of our technology and our licensees’ products, the introduction of new products by
existing or new competitors, and the cost of ongoing litigation. For a further discussion of these and other risk factors, see Part II, Item 1A – “Risk Factors.”
June 30,
REVENUES

2011

Change

% Change

2010
(In thousands)

Three months ended:
Royalty and license
Product sales
Development contracts and other
Total Revenues

$

$

5,882
546
254
6,682

$

14,235
1,547
668
16,450

$

$

6,304
1,850
321
8,475

$

12,707
4,818
659
18,184

$

$

(422)
(1,304)
(67)
(1,793)

(7)%
(70)%
(21)%
(21)%

1,528
(3,271)
9
(1,734)

12%
(68)%
1%
(10)%

Six months ended:
Royalty and license
Product sales
Development contracts and other
Total Revenues

$

$

$

$

Three Months Ended June 30, 2011 Compared to Three Months Ended June 30, 2010
Royalty and license revenue — Royalty and license revenue is comprised of royalties earned on sales by our licensees and license fees charged for our
intellectual property portfolio. The decrease in royalty and
31

Table of Contents

license revenue for the three months ended June 30, 2011 compared to the three months ended June 30, 2010 was primarily due to decreases in true ups and
other one-time payments mainly from our gaming licensees of approximately $1 million along with decreases from our automotive and integrated circuit and
other licensees. This was partially offset by increases in royalty and license revenue from our mobility, gaming, and medical licensees.
Royalty and license revenue decreased by 9% for gaming customers mainly due to decreases in true ups and other one-time payments partially offset by
increases in royalties from new and existing customers due to increased units shipped by licensees.
Royalty and license revenue increased by 9% for mobility customers primarily due to increases in mobility units shipped by our licensees. The increase
was due to the fact that our technology continues to be included in more phone models and other devices.
We expect royalty and license revenue to be the major component of our future revenue as we focus on our licensing model and as our technology
continues to be included in more products.
Product sales — Product sales are comprised primarily of medical products, actuators, design kits, and integrated circuits. The decrease in product sales
was due primarily to a $1.3 million decrease in medical product sales arising mainly from the divesture of certain medical simulation product lines in the
three months ended March 31, 2010. On March 30, 2010 we entered into an agreement with CAE and sold certain assets and divested the Endoscopy,
Endovascular, and Laparoscopy medical simulation product lines to CAE resulting in reduced medical product sales subsequent to that date. Revenue for the
second quarter ended June 30, 2010 for the divested product lines was approximately $1 million and was primarily the result of the recognition of prior
shipments not previously recognized as revenue based upon recognition criteria as required by GAAP and our revenue recognition policies. In addition, sales
of our Virtual IV medical simulator product, our only medical product line remaining, decreased by $323,000 due to decreased shipments compared to the
same period in the prior year. We expect product sales will remain at lower levels in 2011 compared to 2010 primarily as a result of the divestiture of the
Endoscopy, Endovascular, and Laparoscopy medical simulation product lines, and that the primary focus of our business has changed from simulation
product sales to royalty and license revenue.
Development contracts and other revenue — Development contracts and other revenue is comprised of revenue on commercial contracts. Development
contracts and other revenue decreased mainly due to a decrease in one time contracted engineering services. We continue to transition our engineering
resources from certain commercial development contract efforts to development efforts that focus on leveraging our existing sales and channel distribution
capabilities. Accordingly, we do not expect development contract revenue to grow significantly in the future.
We categorize our geographic information into four major regions: North America, Europe, Far East, and Rest of the World. In the second quarter ended
June 30, 2011, revenue generated in North America, Europe, Far East, and Rest of the World represented 44%, 12%, 44%, and 0% of total revenue,
respectively, compared to 43%, 9%, 42%, and 6% of total revenue, respectively, for the second quarter ended June 30, 2010. The shift in revenues among
regions was mainly due to a decrease in product sales in the Far East and Rest of the World as a result of the divestiture of certain medical simulation product
lines. These decreases were primarily offset by an increase in gaming, medical, and automotive license and royalty revenue in Europe. In addition, there was
an offsetting increase in revenues from the Far East that was primarily due to increased royalty and license revenue from licensees of mobile devices.
Six months Ended June 30, 2011 Compared to Six months Ended June 30, 2010
Royalty and license revenue — The increase in royalty and license revenue was due to increases in royalty and license revenue generated primarily from
mobility, gaming, and medical licensees.
Royalty and license revenue increased by 18% for mobility customers primarily due to increases in units shipped.
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Royalty and license revenue increased by 16% for gaming customers mainly due to increases in royalties from new and existing customers due to
increased units shipped by licensees, partially offset by decreases in true ups and other one-time payments. We experience seasonally higher revenue from
our gaming customers due to the reporting of holiday sales in the first calendar quarter.
Product sales — The decrease in product sales was due primarily to a $3.1 million decrease in medical product sales arising mainly from the divesture of
certain medical simulation product lines in the three months ended March 31, 2010. Revenue for the six months ended June 30, 2010 for the divested
product lines was approximately $3 million.
Development contracts and other revenue — Development contracts and other revenue increased mainly due to an increase in contracted engineering
services mainly from medical customers, partially offset by a decrease in other one time contracted engineering services.
In the six months ended June 30 2011, revenue generated in North America, Europe, Far East, and Rest of the World represented 43%, 16%, 41%, and 0%
of total revenue, respectively, compared to 36%, 18%, 43%, and 3% of total revenue, respectively, for the six months ended June 30, 2010. The shift in
revenues among regions was mainly due to a decrease in product sales in Europe, the Far East, and Rest of the World as a result of the divestiture of certain
medical simulation product lines and a decrease in mobile device royalty and license revenue in Europe due to the timing of revenue recognized. These
decreases were primarily offset by an increase in royalty and license revenue in the Far East and North America. The increase in royalty and license revenue in
the Far East was primarily due to increased royalty and license revenue from licensees of mobile devices. The increase in royalty and license revenue in North
America was primarily due to increased royalty and license revenue from gaming licensees and medical licensees.
June 30,
COST OF REVENUES

Change

2011

% Change

2010
(In thousands)

Three months ended:
Cost of revenues
% of total revenues

$

247
4%

$

761
9%

$

721
4%

$ 2,130
12%

$

(514)
(5)%

(68)%

$ (1,409)
(7)%

(66)%

Six months ended:
Cost of revenues
% of total revenues

Cost of Revenues — Our cost of revenues (exclusive of amortization and impairment or abandonment of intangibles) consists primarily of contract
manufacturing and other overhead costs for product sales, and labor related costs for development contracts and other. The divestiture of the Endoscopy,
Endovascular, and Laparoscopy medical simulation product lines was a major contributor to the overall reduction of cost of revenues for the second quarter
ended June 30, 2011 as compared to the second quarter ended June 30, 2010. Specifically, the decrease in cost of revenues for 2011 as compared to 2010 was
primarily due to decreased direct material costs and production costs of $468,000 and decreased physical inventory adjustment expense of $44,000 that did
not recur in 2011. The decrease in direct material, production costs, and freight expense of approximately 72% was mainly due to a similar decrease in
product sales. With the divestiture of certain medical simulation product lines, cost of revenues for medical products are expected to remain at reduced levels
in the future.
The divestiture of certain medical simulation product lines was a major contributor to the overall reduction of cost of revenues for the six months ended
June 30, 2011 as compared to the six months ended June 30, 2010. Specifically, the decrease in cost of revenues for 2011 as compared to 2010 was primarily
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due to decreased direct material costs and production costs of $1.2 million and decreased freight costs of $171,000. The decrease in direct material,
production costs, and freight expense of approximately 70% was mainly due to a similar decrease in product sales.
June 30,
2011
2010
($ In thousands)

OPERATING EXPENSES

Three months ended:
Sales and marketing
% of total revenue
Research and development
% of total revenue
General and administrative
% of total revenue
Amortization and impairment or abandonment of intangibles
% of total revenue

Change

$ 1,909
29%
$ 2,243
34%
$ 3,061
46%
$
335
5%

$ 1,911
23%
$ 2,005
24%
$ 3,084
36%
$
204
2%

$

$ 3,759
23%
$ 4,342
26%
$ 6,172
38%
$
692
4%

$ 4,264
23%
$ 4,466
25%
$ 8,800
48%
$
439
2%

$

$
$
$

(2)
6%
238
10%
(23)
9%
131
3%

% Change

(0)%
12%
(1)%
64%

Six months ended:
Sales and marketing
% of total revenue
Research and development
% of total revenue
General and administrative
% of total revenue
Amortization and impairment or abandonment of intangibles
% of total revenue

(505)
(1)%
$ (124)
2%
$ (2,628)
(11)%
$
253
2%

(12)%
(3)%
(30)%
58%

Sales and Marketing — Our sales and marketing expenses are comprised primarily of employee compensation and benefits, advertising, public relations,
trade shows, market development funds, travel, and an allocation of facilities costs. The decrease in sales and marketing expense for the second quarter ended
June 30, 2011 as compared to the second quarter ended June 30, 2010 was primarily due to decreased compensation, benefits, and overhead of $199,000,
partially offset by increased marketing, advertising, and public relations costs of $200,000. We expect that sales and marketing expenses will continue to be
significant as we continue to invest in sales and marketing to further our focus on building greater market acceptance for our touch technologies.
The decrease in sales and marketing expense for the six months ended June 30, 2011 as compared to the six months ended June 30, 2010 was primarily
due to the divestiture of the medical simulation product lines, resulting in reduced ongoing expenses. Specifically, the decrease in overall sales and
marketing
34

Table of Contents

expenses was mainly due to decreased compensation, benefits, and overhead of $644,000 primarily due to decreased sales and marketing headcount,
decreased employee recruitment expense of $138,000, and decreased travel expense of $118,000 also due to decreased sales and marketing headcount,
partially offset by increased marketing, advertising, and public relations costs of $322,000 and increased consulting of $41,000.
Research and Development — Our research and development expenses are comprised primarily of employee compensation and benefits, consulting fees,
tooling and supplies, and an allocation of facilities costs. The increase in research and development expenses for the second quarter ended June 30, 2011 as
compared to the second quarter ended June 30, 2010 was primarily due to increased compensation, benefits, and overhead of $263,000 mainly due to
increased headcount. We believe that continued significant investment in research and development efforts are critical to our future success, and we expect to
make increased investments in areas of research and technology development to support future growth.
The decrease in research and development expense for the six months ended June 30, 2011 as compared to the six months ended June 30, 2010 was
primarily due to the divestiture of the medical simulation product lines. Specifically, the decrease in overall research and development expenses was
primarily due to decreased compensation, benefits, and overhead of $66,000 mainly due to decreased headcount, a decreased loss on disposition of fixed
assets of $22,000, and decreased travel expense of $14,000 mainly due to decreased headcount.
General and Administrative — Our general and administrative expenses are comprised primarily of employee compensation and benefits, legal and
professional fees, office supplies, travel, and an allocation of facilities costs. The decrease in general and administrative expenses for the second quarter
ended June 30, 2011 as compared to the second quarter ended June 30, 2010 was primarily due to decreased legal, professional, and license fee expenses of
$489,000 partially offset by increased compensation, benefits, and overhead of $448,000. The decreased legal and professional expenses were partially due
to the decreased accounting, audit, legal, and consulting costs resulting from our internal investigation which was concluded in 2010. In addition, we had
reduced patent expenses along with reduced litigation expenses as certain lawsuits were settled during 2010 which also contributed to the overall reduction
in legal and professional expenses. The increased compensation, benefits, and overhead was mainly due to increased stock compensation expense primarily
due to the timing of expense of stock options granted and additional general and administrative compensation expense. We expect that the dollar amount of
general and administrative expenses will continue to be a significant component of our operating expenses. We will continue to incur costs related to
litigation as we continue to assert our intellectual property and contractual rights and defend any lawsuits brought against us.
The decrease in general and administrative expenses for the six months ended June 30, 2011 as compared to the six months ended June 30, 2010 was
primarily due to decreased legal, professional, and license fee expenses of $3.2 million, partially offset by increased compensation, benefits, and overhead of
$686,000. The decreased legal and professional expenses were primarily due to decreased accounting, audit, legal and consulting costs resulting from our
internal investigation which was concluded in 2010. A decrease in litigation expenses as certain lawsuits have been settled during 2010 also contributed to
the overall reduction in legal and professional expenses. The increased compensation, benefits, and overhead was primarily due to increased stock
compensation expense mainly due to the timing of the expense of stock options granted.
Amortization and impairment or abandonment of Intangibles — Our amortization and impairment or abandonment of intangibles is comprised primarily
of patent amortization and other intangible amortization along with impairment and write off of abandoned and expired patents. Amortization and
impairment or abandonment of intangibles increased for the second quarter and six months ended June 30, 2011 as compared to the second quarter and six
months ended June 30, 2010 mainly due to the write off of abandoned and expired patents.
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June 30,
2011
2010
(In thousands)

INTEREST AND OTHER INCOME

Three months ended:
Interest and other income
% of total revenue

$

52
1%

$

Change

% Change

63
1%

$ (11)
0%

(17)%

$ 142
1%

$ (28)
0%

(20)%

Six months ended:
Interest and other income
% of total revenue

$ 114
1%

Interest and Other Income — Interest and other income consist primarily of interest income from cash and cash equivalents and short-term investments,
interest on notes receivable, gains on sales of short-term investments, and other income. Interest and other income decreased for the second quarter and six
months ended June 30, 2011 as compared to the second quarter and six months ended June 30, 2010 primarily as a result of decreased interest income due to
reduced interest rates on cash, cash equivalents, and short-term investments.
June 30,
PROVISION FOR TAXES

Change

2011

% Change

2010
(In thousands)

Three months ended:
Provision for income taxes
Income (loss) from continuing operations before income taxes
Effective tax rate

$
$

(267)
(1,061)
(25.2)%

$
$

Six months ended:

(423)
573
73.8%

$

156

$

(99)

(37)%

9709

Provision for income taxes
Income (loss) from continuing operations before income taxes
Effective tax rate

$
$

(861)
878
98.1%

$
$

(762)
(1,773)
(43.0)%

13%

Provision for Income Taxes — The income tax provision decreased for the quarter ended June 30, 2011 compared to the quarter ended June 30, 2010
primarily due to the change from a current period profit to a current period loss from continuing operations in the first and second quarters of 2011,
respectively which caused a reduction to the provision for income taxes. The income tax provision for the six months ended June 30, 2011 as compared to
the six months ended June 30, 2010 increased primarily due to increased foreign withholding tax expense as a result of increased revenue in Asia.
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June 30,
2011
2010
(In thousands)

DISCONTINUED OPERATIONS

Change

% Change

Three months ended:
Gain on sales from discontinued operations
(net of provision for income taxes)
% of total revenue

$

18
0%

$

30
0%

$

(12)

(40)%

$

61
0%

$

61
0%

$

0

0%

Six months ended:
Gain on sales from discontinued operations
(net of provision for income taxes)
% of total revenue

Discontinued Operations — Gain on sales of discontinued operations net of taxes is primarily comprised of additional payments received from the sale of
our 3D family of products. The decrease in the gain on sales of discontinued operations net of taxes for the quarter ended June 30, 2011 compared to the
quarter ended June 30 2010 is primarily due to an increase in the tax provision allocated to discontinued operations. Gain on sales of discontinued
operations net of taxes remained unchanged for the six months ended June 30, 2011 compared to the six months ended June 30, 2010 primarily due to an
increase in payments from the sales of discontinued operations offset by an increase in the tax provision allocated to discontinued operations.
LIQUIDITY AND CAPITAL RESOURCES
Our cash, cash equivalents, and short-term investments consist primarily of money market funds and highly liquid commercial paper and U.S. Treasury
securities. All of our short-term investments are classified as available-for-sale. The securities are stated at market value, with unrealized gains and losses
reported as a component of accumulated other comprehensive income, within stockholders’ equity.
On June 30, 2011, our cash, cash equivalents, and short-term investments totaled $64.9 million, an increase of 3.7 million from $61.2 million on
December 31, 2010.
Cash provided by operating activities
Net cash provided by operating activities during the six months ended June 30, 2011 was $3.1 million, an increase of $3.0 million from the $150,000
provided during the six months ended June 30, 2010, reflecting an increase of $2.9 million in net income adjusted for non-cash items including $1.8 million
of non-cash stock-based compensation, $692,000 in amortization and impairment or abandonment of intangibles, and $485,000 in depreciation and
amortization of property and equipment. In addition, cash improved by $188,000 from changes in other operating assets and liabilities including a tax refund
of $3.2 million and an increase of $250,000 from a change in accounts payable due to the timing of payments to vendors. These increases were offset by a
decrease of $1.6 million due to a change in accrued compensation and other current liabilities, a decrease of $1.1 million due to a change in deferred revenue
and customer advances mainly due to recognition of deferred revenue, and $464,000 due to a change in accounts receivable from additional billings.
Cash used in investing activities
Net cash used in investing activities during the six months ended June 30, 2011 was $1.4 million, compared to the $5.1 million used in investing
activities during the six months ended June 30, 2010, a decreased use of cash of $3.7 million. Net cash used in investing activities during the current period
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consisted of purchases of short-term investments of $29.9 million and a $1.5 million increase in intangibles primarily due to capitalization of external patent
filings and application costs offset by maturities of short-term investments of $30.0 million.
Cash provided by financing activities
Net cash provided by financing activities during the six months ended June 30, 2011 was $1.9 million compared to the $60,000 provided during the six
months ended June 30, 2010. Cash provided by financing activities during the six months ended June 30, 2011 was due to the exercise of stock options and
the issuance of common stock under the employee stock purchase plan.
We believe that our cash, cash equivalents, and short-term investments will be sufficient to meet our working capital needs for at least the next twelve
months. We expect that there will likely be fewer needs of our working capital in 2011 compared to 2010 due to the divestiture of the medical simulation
product lines. Our Board has approved a proposal to repurchase some of our shares of common stock under the previously authorized Stock Repurchase
Program which currently has $31.6 million remaining. We will continue to protect and defend our extensive intellectual property portfolio, which could
result in increased use of cash. We anticipate that capital expenditures for property and equipment for the full year ended December 31, 2011 will be less than
$500,000. We anticipate that capitalization of external patent filing and application costs for the year ended December 31, 2011 will be approximately $3
million. Cash flows from our discontinued operations have been included in our consolidated statement of cash flows with continuing operations within each
cash flow category. The absence of cash flows from discontinued operations is not expected to affect our future liquidity or capital resources. Additionally, if
we acquire one or more businesses, patents, or products, our cash or capital requirements could increase substantially. In the event of such an acquisition, or
should any unanticipated circumstances arise that significantly increase our capital requirements, we may elect to raise additional capital through debt or
equity financing. Any of these events could result in substantial dilution to our stockholders. There is no assurance that such additional capital will be
available on terms acceptable to us, if at all.
SUMMARY DISCLOSURES ABOUT CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS
The following table reflects a summary of our contractual cash obligations and other commercial commitments as of December 31, 2010 (in thousands):
Contractual Obligations

Total

Operating Leases
Purchase Obligations
Total

$2,573
884
$3,457

Less Than
1 Year

$

748
884
$ 1,632

1-3 Years

3-5 Years

$ 1,322
0
$ 1,322

$ 503
0
$ 503

More Than
5 Years

$
$

0
0
0

As of June 30, 2011, we had a liability for unrecognized tax benefits totaling $670,000 including interest of $42,000, of which approximately $241,000
could be payable in cash. Due to the uncertainties related to these tax matters, we are unable to make a reasonably reliable estimate of when cash settlement
with a taxing authority will occur. Settlement of such amounts could require the utilization of working capital. Non-cancellable purchase obligations were
approximately $400,000 at June 30, 2011.
RECENT ACCOUNTING PRONOUNCEMENTS
See Note 1 to the condensed consolidated financial statements for information regarding the effect of new accounting pronouncements on our financial
statements.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
We are exposed to financial market risks, including changes in interest rates and foreign currency exchange rates. Changes in these factors may cause
fluctuations in our earnings and cash flows. We evaluate and manage the exposure to these market risks as follows:
Cash Equivalents and Short-term Investments — We have cash equivalents and short-term investments of $62.4 million as of June 30, 2011. These
securities are subject to interest rate fluctuations. An increase in interest rates could adversely affect the market value of our cash equivalents and short-term
investments. A hypothetical 100 basis point increase in interest rates would result in a decrease of approximately $328,000 in the fair value of our cash
equivalents and short-term investments as of June 30, 2011.
We limit our exposure to interest rate and credit risk by establishing and monitoring clear policies and guidelines for our cash equivalents and short-term
investment portfolios. The primary objective of our policies is to preserve principal while at the same time maximizing yields, without significantly
increasing risk. Our policy’s guidelines also limit exposure to loss by limiting the sums we can invest in any individual security and restricting investments
to securities that meet certain defined credit ratings. We do not use derivative financial instruments in our investment portfolio to manage interest rate risk.
Foreign Currency Exchange Rates — A substantial majority of our revenue, expense, and capital purchasing activities are transacted in U.S. dollars.
However, we do incur certain operating costs for our foreign operations in other currencies but these operations are limited in scope and thus we are not
materially exposed to foreign currency fluctuations. Additionally we have some reliance on international and export sales that are subject to the risks of
fluctuations in currency exchange rates. Because a substantial majority of our international and export revenues, as well as expenses, are typically
denominated in U.S. dollars, a strengthening of the U.S. dollar could cause our products to become relatively more expensive to customers in a particular
country, leading to a reduction in sales or profitability in that country. We have no foreign exchange contracts, option contracts, or other foreign currency
hedging arrangements and we do not expect to have such arrangements in the foreseeable future.
ITEM 4. CONTROLS AND PROCEDURES
EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES
Based on their evaluation as of June 30, 2011, our management with the participation of our Chief Executive Officer and Chief Financial Officer, have
concluded that our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended)
were effective to ensure that the information required to be disclosed by us in this quarterly report on Form 10-Q was (i) recorded, processed, summarized and
reported within the time periods specified in the SEC’s rules and regulations and (ii) accumulated and communicated to our management, including our
Chief Executive Officer and Chief Financial Officer, to allow timely decisions regarding required disclosure.
There were no changes to internal controls over financial reporting that occurred during the quarter ended June 30, 2011 that have materially affected, or
are reasonably likely to materially affect our internal controls over financial reporting.
Our management, including our Chief Executive Officer and Chief Financial Officer, does not expect that our disclosure controls and procedures or our
internal controls over financial reporting will prevent all error and all fraud. A control system, no matter how well conceived and operated, can provide only
reasonable, not absolute assurance that the objectives of the control system are met. Further, the design of a control system must reflect the fact that there are
resource constraints, and the benefits of controls must be considered relative to their costs. Because of the inherent limitations in all control systems, no
evaluation of controls can provide absolute assurance that all control issues and instances of fraud, if any within Immersion, have been detected.
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PART II
OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
In re Immersion Corporation Initial Public Offering Securities Litigation
We are involved in legal proceedings relating to a class action lawsuit filed on November 9, 2001 in the U. S. District Court for the Southern District of
New York, In re Immersion Corporation Initial Public Offering Securities Litigation, No. Civ. 01-9975 (S.D.N.Y.), related to In re Initial Public Offering
Securities Litigation, No. 21 MC 92 (S.D.N.Y.). The named defendants are Immersion and three of our current or former officers or directors (the “Immersion
Defendants”), and certain underwriters of our November 12, 1999 initial public offering (“IPO”). Subsequently, two of the individual defendants stipulated to
a dismissal without prejudice.
The operative amended complaint is brought on purported behalf of all persons who purchased our common stock from the date of our IPO through
December 6, 2000. It alleges liability under Sections 11 and 15 of the Securities Act of 1933 and Sections 10(b) and 20(a) of the Securities Exchange Act of
1934, on the grounds that the registration statement for the IPO did not disclose that: (1) the underwriters agreed to allow certain customers to purchase shares
in the IPO in exchange for excess commissions to be paid to the underwriters; and (2) the underwriters arranged for certain customers to purchase additional
shares in the aftermarket at predetermined prices. The complaint also appears to allege that false or misleading analyst reports were issued. The complaint
does not claim any specific amount of damages.
Similar allegations were made in other lawsuits challenging over 300 other initial public offerings and follow-on offerings conducted in 1999 and 2000.
The cases were consolidated for pretrial purposes.
In September 2008, all of the parties to the lawsuits reached a settlement, subject to documentation and approval of the District Court. Subsequently, an
underwriter defendant filed for bankruptcy and other underwriter defendants were acquired. On April 2, 2009, final documentation evidencing the settlement
was presented to the District Court for approval. On October 6, 2009, the District Court approved the settlement, and the Court subsequently entered a
judgment of dismissal. Under the judgment, the Immersion Defendants are not required to contribute to the settlement. Several notices of appeal have been
filed by putative class members challenging the settlement. If the settlement is reversed on appeal, we intend to defend the lawsuit vigorously.
In re Immersion Corporation Securities Litigation
In September and October 2009, various putative shareholder class action and derivative complaints were filed in federal and state court against us and
certain current and former Immersion directors and officers.
On September 2, 2009, a securities class action complaint was filed in the United States District Court for the Northern District of California against us and
certain of our current and former directors and officers. Over the following five weeks, four additional class action complaints were filed. (One of these four
actions was later voluntarily dismissed.) The securities class action complaints name us and certain current and former Immersion directors and officers as
defendants and allege violations of federal securities laws based on our issuance of allegedly misleading financial statements. The various complaints assert
claims covering the period from May 2007 through July 2009 and seek compensatory damages allegedly sustained by the purported class members.
On December 21, 2009, these class actions were consolidated by the court as In Re Immersion Corporation Securities Litigation. On the same day, the
court appointed a lead plaintiff and lead plaintiff’s counsel. Following our restatement of financial statements, lead plaintiff filed a consolidated complaint
on April 9, 2010. Defendants moved to dismiss the action on June 15, 2010 and that motion was granted on March 11, 2011. Lead plaintiff filed an amended
complaint on April 29, 2011. Defendants moved to dismiss the amended complaint on July 1, 2011.
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In re Immersion Corporation Derivative Litigation
On September 15, 2009, a putative shareholder derivative complaint was filed in the United States District Court for the Northern District of California,
purportedly on behalf of us and naming certain of our current and former directors and officers as individual defendants. Thereafter, two additional putative
derivative complaints were filed in the same court.
The derivative complaints arise from the same or similar alleged facts as the federal securities actions and seek to bring state law causes of action on behalf
of us against the individual defendants for breaches of fiduciary duty, gross negligence, abuse of control, gross mismanagement, breach of contract, waste of
corporate assets, unjust enrichment, as well as for violations of federal securities laws. The federal derivative complaints seek compensatory damages,
corporate governance changes, unspecified equitable and injunctive relief, the imposition of a constructive trust, and restitution. On November 17, 2009, the
court consolidated these actions as In re Immersion Corporation Derivative Litigation and appointed lead counsel. The court has issued an order staying this
action.
Shaw v. Richardson et al.
On October 7, 2009, a putative shareholder derivative complaint was filed in the Superior Court of the State of California for the County of Santa Clara,
purportedly on behalf of us, seeking compensatory damages, equitable and injunctive relief, and restitution. The complaint names certain current and former
directors and officers of us as individual defendants. This complaint arises from the same or similar alleged facts as the federal securities actions and seeks to
bring causes of action on behalf of us against the individual defendants for breaches of fiduciary duty, waste of corporate assets and unjust enrichment. On
April 4, 2011, plaintiff voluntarily dismissed the action, with prejudice, and an order of dismissal was entered that same day.
Kasmer v. Immersion Corporation
On May 5, 2010, an action was filed in Delaware Chancery Court by a shareholder seeking to enforce a demand to inspect certain of our records pursuant to
Section 220 of the Delaware General Corporation Law, as a possible prelude to the shareholder bringing a derivative action. We filed our answer on June 14,
2010, questioning whether a proper purpose for the records inspection had been stated and raising other defenses concerning the scope of the demand, among
other deficiencies. Following a one-day trial on December 2, 2010, the Court significantly narrowed the scope of the demand and we have responded
accordingly.
We cannot predict the ultimate outcome of the above-mentioned federal and state actions, and we are unable to estimate any potential liability we may
incur.
ITEM 1A. RISK FACTORS
As previously discussed, our actual results could differ materially from our forward-looking statements. Factors that might cause or contribute to such
differences include, but are not limited to those discussed below. These and many other factors described in this report could adversely affect our operations,
performance and financial condition.
Company Risks
The uncertain economic environment could reduce our revenues and could have an adverse effect on our financial condition and results of operations.
The current economic conditions could materially hurt our business in a number of ways including, longer sales and renewal cycles, delays in adoption of
our products or technologies, increased risk of competition, higher overhead costs as a percentage of revenue, delays in signing or failing to sign customer
agreements, or signing customer agreements with reduced royalty rates. In addition, our customers,
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potential customers, and business partners are facing similar challenges, which could materially and adversely affect the level of business they conduct with
us or in the level of sales of products that include our technology. Adverse economic conditions can lead to a reduction in corporate, university, or
government budgets for research and development in sectors including the automotive, aerospace, mobility, and medical sectors, which use our products.
Sales of our products or technology may be adversely affected by cuts in these research and development budgets.
If we are unable to enter into new licensing arrangements with our existing licensees and with additional third-party manufacturers for our touch-enabling
technologies, our royalty revenue may not grow.
Our revenue growth is partially dependent on our ability to enter into new licensing arrangements. Our failure to enter into new or renewal of licensing
arrangements will cause our operating results to suffer. We face numerous risks in obtaining new licenses on terms consistent with our business objectives and
in maintaining, expanding, and supporting our relationships with our current licensees. These risks include:
•

the lengthy and expensive process of building a relationship with potential licensees;

•

the competition we may face with the internal design teams of existing and potential licensees;

•

difficulties in persuading product manufacturers to work with us, to rely on us for critical technology, and to disclose to us proprietary product
development and other strategies;

•

difficulties with persuading potential licensees who may have developed their own intellectual property or licensed intellectual property from other
parties in areas related to ours to license our technology versus continuing to develop their own intellectual property or license intellectual property
from other parties;

•

challenges in demonstrating the compelling value of our technologies in new applications like mobile phones, portable devices, and touchscreens;

•

difficulties in persuading existing and potential licensees to bear the development costs and risks necessary to incorporate our technologies into their
products;

•

difficulties in obtaining new licensees for yet-to-be commercialized technology because their suppliers may not be ready to meet stringent quality and
parts availability requirements;

•

inability to sign new gaming licenses if the video console makers choose not to license third parties to make peripherals for their new consoles or if
video console makers no longer require peripherals to play video games; and

•

reluctance of content developers, mobile phone manufacturers, and service providers to sign license agreements without a critical mass of other such
inter-dependent supporters of the mobile phone industry also having a license, or without enough phones in the market that incorporate our
technologies.

A limited number of customers account for a significant portion of our revenue, and the loss of major customers could harm our operating results.
Three customers accounted for approximately 44% and 32% of our total revenues for the second quarter ended June 30, 2011 and 2010, respectively.
Three customers accounted for approximately 44% and 35% of our total revenues for the six months ended June 30, 2011 and 2010, respectively. We cannot
be certain that customers that have accounted for significant revenue in past periods, individually or as a group, will continue to generate revenue in any
future period. If we lose a major customer or group of customers, our revenue could decline if we are unable to replace revenue from other sources.
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We had an accumulated deficit of $104 million as of June 30, 2011, have a history of losses, and may not achieve or maintain profitability in the future.
Since 1997, we have incurred losses in all but six quarters. As of June 30, 2011, we had an accumulated deficit of $104 million. We need to generate
significant ongoing revenue to achieve and maintain consistent profitability. We anticipate that we will continue to incur expenses as we:
•

continue to develop our technologies;

•

increase our sales and marketing efforts;

•

attempt to expand the market for touch-enabled technologies and products and change our business;

•

protect and enforce our intellectual property;

•

pursue strategic relationships;

•

incur costs related to pending litigation;

•

acquire intellectual property or other assets from third-parties; and

•

invest in systems and processes to manage our business.
If our revenues grow more slowly than we anticipate or if our operating expenses exceed our expectations, we may not achieve or maintain profitability.

We have little or no control or influence on our licensees’ design, manufacturing, promotion, distribution, or pricing of their products incorporating our
touch-enabling technologies, upon which we generate royalty revenue.
A key part of our business strategy is to license our intellectual property to companies that manufacture and sell products incorporating our touchenabling technologies. Sales of those products generate royalty and license revenue for us. For the second quarter ended June 30, 2011 and 2010, 88% and
74%, respectively, of our total revenues were royalty and license revenues. For the six months ended June 30, 2011 and 2010, 87% and 70%, respectively, of
our total revenues were royalty and license revenues. We do not control or influence the design, manufacture, quality control, promotion, distribution, or
pricing of products that are manufactured and sold by our licensees, nor can we control consolidation within an industry which could either reduce the
number of licensing products available or reduce royalty rates for the combined licensees. In addition, we generally do not have commitments from our
licensees that they will continue to use our technologies in current or future products. As a result, products incorporating our technologies may not be
brought to market, achieve commercial acceptance, or otherwise generate meaningful royalty revenue for us. For us to generate royalty revenue, licensees that
pay us per-unit royalties must manufacture and distribute products incorporating our touch-enabling technologies in a timely fashion and generate consumer
demand through marketing and other promotional activities. If our licensees’ products fail to achieve commercial success or if products are recalled because
of quality control problems, our revenues will not grow and could decline.
Peak demand may fluctuate from quarter to quarter for products that incorporate our technologies, especially in the video console gaming and computer
gaming peripherals market. If our licensees do not ship products incorporating our touch-enabling technologies in a timely fashion or fail to achieve strong
sales, we may not receive related royalty and license revenue.
We have limited engineering, customer service, technical support, quality assurance and operations resources to design and fulfill favorable product
delivery schedules and sufficient levels of quality in
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support of our different product areas. Products and services may not be delivered in a timely way, with sufficient levels of quality, or at all, which may
reduce our revenue.
Engineering, customer service, technical support, quality assurance, and operations resources are deployed against a variety of different projects and
programs to provide sufficient levels of quality necessary for channels and customers. Success in various markets may depend on timely deliveries and
overall levels of sustained quality and customer service. Failure to provide favorable product and program deliverables and quality and customer service
levels, or provide them at all, may disrupt channels and customers, harm our brand, and reduce our revenues.
Catastrophic events, such as natural disasters (including the recent earthquake and tsunami in Japan), war, and acts of terrorism could disrupt the
business of our customers, which could harm our business and results of operations.
The production processes and operations of our customers are susceptible to the occurrence of catastrophic events, such as natural disasters (including the
recent earthquake and tsunami in Japan), war, and acts of terrorism, all of which are outside of our control. Any such events could cause a serious business
disruption to our customers’ ability to manufacture, distribute and sell products incorporating our touch-enabling technologies upon which we generate
royalty revenue, which disruption may adversely affect our business and results of operation.
We may not be able to continue to derive significant revenues from makers of peripherals for popular video gaming platforms.
A significant portion of our gaming royalty revenues come from third-party peripheral makers who make licensed gaming products designed for use with
popular video game console systems from Microsoft, Sony, and Nintendo. Video game console systems are closed, proprietary systems, and video game
console system makers typically impose certain requirements or restrictions on third-party peripheral makers who wish to make peripherals that will be
compatible with a particular video game console system. If third-party peripheral makers cannot or are not allowed to obtain or satisfy these requirements or
restrictions, our gaming royalty revenues could be significantly reduced. Furthermore, should a significant video game console maker choose to omit touchenabling capabilities from its console system or somehow restrict or impede the ability of third parties to make touch-enabling peripherals, it may very well
lead our gaming licensees to stop making products with touch-enabling capabilities, thereby significantly reducing our gaming royalty revenues.
Under the terms of our agreement with Sony, Sony receives a royalty-free license to our worldwide portfolio of patents. This license permits Sony to make,
use, and sell hardware, software, and services covered by our patents in its PS1, PS2, and PS3 systems for a fixed license payment. The PS3 console system
was launched in late 2006 in the United States and Japan without force feedback capability. Sony has since released new PS3 controllers with vibration
feedback. We do not know to what extent Sony will allow third-party peripheral makers to make licensed PS3 gaming products with vibration feedback to
interface with the PS3 console. To the extent Sony selectively limits their licensing to leading third-party controller makers to make PS3 controllers with
vibration feedback, our licensing revenue from third-party PS3 peripherals will continue to be severely limited. Our third party licensees continue to sell
licensed PS2 peripherals. However, U.S. sales of PS2 peripherals continue to decline as more consumers switch to the PS3 console system and other nextgeneration console systems like the Nintendo Wii and Microsoft Xbox 360.
Both the Microsoft Xbox 360 and Nintendo Wii include touch-enabling capabilities. For the Microsoft Xbox 360 video console system launched in
November 2005, Microsoft has, to date, not yet broadly licensed third parties to produce peripherals for its Xbox 360 game console. To the extent Microsoft
does not fully license third parties, Microsoft’s share of all aftermarket Xbox 360 game controller sales will likely remain high or increase, which we expect
will limit our gaming royalty revenue.
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Our business depends in part on access to third-party platforms or technologies, and if the access is withdrawn, denied, or is not available on terms
acceptable to us, or if the platforms or technologies change without notice to us, our business and operating results could be adversely affected.
Our product portfolio includes current and future products designed for use with third-party platforms or software. Our business in these categories relies
on our access to the platforms of third parties, which can be withdrawn, denied or not be available on terms acceptable to us.
Our access to third-party platforms may require paying a royalty, which lowers our product margins, or may otherwise be on terms that are not acceptable
to us. In addition, the third-party platforms or technologies used to interact with our product portfolio can be delayed in production or can change without
prior notice to us, which can result in our having lower margins.
If we are unable to access third-party platforms or technologies, or if our access is withdrawn, denied, or is not available on terms acceptable to us, or if the
platforms or technologies are delayed or change without notice to us, our business and operating results could be adversely affected.
Because we have a fixed payment license with Microsoft, our royalty revenue from licensing in the gaming market and other consumer markets has
previously declined and may further do so if Microsoft increases its volume of sales of touch-enabled gaming products and consumer products at the
expense of our other licensees.
Under the terms of our present agreement with Microsoft, Microsoft receives a royalty-free, perpetual, irrevocable license to our worldwide portfolio of
patents. This license permits Microsoft to make, use, and sell hardware, software, and services, excluding specified products, covered by our patents. We will
not receive any further revenues or royalties from Microsoft under our current agreement with Microsoft. Microsoft has a significant share of the market for
touch-enabled console gaming computer peripherals and is pursuing other consumer markets such as mobile phones, PDAs, and portable music players.
Microsoft has significantly greater financial, sales, and marketing resources, as well as greater name recognition and a larger customer base than some of our
other licensees. In the event that Microsoft increases its share of these markets, our royalty revenue from other licensees in these market segments might
decline.
The market for certain touch-enabling technologies and touch-enabled products is at an early stage and if market demand does not develop, we may not
achieve or sustain revenue growth.
The market for certain of our touch-enabling technologies and certain of our licensees’ touch-enabled products is at an early stage. If we and our licensees
are unable to develop demand for our touch-enabling technologies and touch-enabled products, we may not achieve or sustain revenue growth. We cannot
accurately predict the growth of the markets for these technologies and products, the timing of product introductions, or the timing of commercial acceptance
of these products.
Even if our touch-enabling technologies and our licensees’ touch-enabled products are ultimately widely adopted, widespread adoption may take a long
time to occur. The timing and amount of royalties and product sales that we receive will depend on whether the products marketed achieve widespread
adoption and, if so, how rapidly that adoption occurs.
We expect that we will need to pursue extensive and expensive marketing and sales efforts to educate prospective licensees, component customers, and
end users about the uses and benefits of our technologies and to persuade software developers to create software that utilizes our technologies. Negative
product reviews or publicity about our company, our products, our licensees’ products, haptic features, or haptic technology in general could have a negative
impact on market adoption, our revenue, and/or our ability to license our technologies in the future.
If we fail to protect and enforce our intellectual property rights, our ability to license our technologies and generate revenues would be impaired.
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Our business depends on generating revenues by licensing our intellectual property rights and by customers selling products that incorporate our
technologies. We rely on our significant patent portfolio to protect our proprietary rights. If we are not able to protect and enforce those rights, our ability to
obtain future licenses or maintain current licenses and royalty revenue could be impaired. In addition, if a court or the patent office were to limit the scope,
declare unenforceable, or invalidate any of our patents, current licensees may refuse to make royalty payments, or they may choose to challenge one or more
of our patents. It is also possible that:
•

our pending patent applications may not result in the issuance of patent;

•

our patents may not be broad enough to protect our proprietary rights; and

•

effective patent protection may not be available in every country, particularly in Asia, in which we or our licensees do business.

We also rely on licenses, confidentiality agreements, other contractual agreements, and copyright, trademark, and trade secret laws to establish and protect
our proprietary rights. It is possible that:
•

laws and contractual restrictions may not be sufficient to prevent misappropriation of our technologies or deter others from developing similar
technologies; and

•

policing unauthorized use of our patented technologies, trademarks, and other proprietary rights would be difficult, expensive, and time-consuming,
within and particularly outside of the United States of America.

Litigation regarding intellectual property rights could be expensive, disruptive, and time consuming; could result in the impairment or loss of portions of
our intellectual property; and could adversely affect our business.
Intellectual property litigation, whether brought by us or by others against us, has caused us to expend, and may cause us to expend in future periods,
significant financial resources as well as divert management’s time and efforts. From time to time, we initiate claims against third parties that we believe
infringe our intellectual property rights. We intend to enforce our intellectual property rights vigorously and may initiate litigation against parties that we
believe are infringing our intellectual property rights if we are unable to resolve matters satisfactorily through negotiation. Litigation brought to protect and
enforce our intellectual property rights could be costly, time-consuming, and difficult to pursue in certain venues, and distracting to management and
potential customers and could result in the impairment or loss of portions of our intellectual property. In addition, any litigation in which we are accused of
infringement may cause product shipment delays, require us to develop non-infringing technologies, or require us to enter into royalty or license agreements
even before the issue of infringement has been decided on the merits. If any litigation were not resolved in our favor, we could become subject to substantial
damage claims from third parties and indemnification claims from our licensees. We could be enjoined from the continued use of the technologies at issue
without a royalty or license agreement. Royalty or license agreements, if required, might not be available on acceptable terms, or at all. If a third party
claiming infringement against us prevailed, and we may not be able to develop non-infringing technologies or license the infringed or similar technologies
on a timely and cost-effective basis, our expenses could increase and our revenues could decrease.
While we attempt to avoid infringing known proprietary rights of third parties, third parties may hold, or may in the future be issued, patents that could be
infringed by our products or technologies. Any of these third parties might make a claim of infringement against us with respect to the products that we
manufacture and the technologies that we license. From time to time, we have received letters from companies, several of which have significantly greater
financial resources than we do, asserting that some of our technologies, or those of our licensees, infringe their intellectual property rights. Certain of our
licensees may receive similar letters from these or other companies from time to time. Such letters or subsequent litigation may influence our licensees’
decisions whether to ship products incorporating our
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technologies. In addition, such letters may cause a dispute between our licensees and us over indemnification for the infringement claim. Any of these
notices, or additional notices that we or our licensees could receive in the future from these or other companies, could lead to litigation against us, either
regarding the infringement claim or the indemnification claim.
We have acquired patents from third parties and also license some technologies from third parties. We must rely upon the owners of the patents or the
technologies for information on the origin and ownership of the acquired or licensed technologies. As a result, our exposure to infringement claims may
increase. We generally obtain representations as to the origin and ownership of acquired or licensed technologies and indemnification to cover any breach of
these representations. However, representations may not be accurate and indemnification may not provide adequate compensation for breach of the
representations. Intellectual property claims against our licensees, or us, whether or not they have merit, could be time-consuming to defend, cause product
shipment delays, require us to pay damages, harm existing license arrangements, or require us or our licensees to cease utilizing the technologies unless we
can enter into licensing agreements. Licensing agreements might not be available on terms acceptable to us or at all. Furthermore, claims by third parties
against our licensees could also result in claims by our licensees against us for indemnification.
The legal principles applicable to patents and patent licenses continue to change and evolve. Legislation and judicial decisions that make it easier for
patent licensees to challenge the validity, enforceability, or infringement of patents, or make it more difficult for patent licensors to obtain a permanent
injunction, obtain enhanced damages for willful infringement, or to obtain or enforce patents, may adversely affect our business and the value of our patent
portfolio. Furthermore, our prospects for future revenue growth through our royalty and licensing based businesses could be diminished.
The terms in our agreements may be construed by our licensees in a manner that is inconsistent with the rights that we have granted to other licensees, or in
a manner that may require us to incur substantial costs to resolve conflicts over license terms.
We have entered into, and we expect to continue to enter into, agreements pursuant to which our licensees are granted rights under our technology and
intellectual property. These rights may be granted in certain fields of use, or with respect to certain market sectors or product categories, and may include
exclusive rights or sublicensing rights. We refer to the license terms and restrictions in our agreements, including, but not limited to, field of use definitions,
market sector, and product category definitions, collectively as “License Provisions.”
Due to the continuing evolution of market sectors, product categories, and licensee business models, and to the compromises inherent in the drafting and
negotiation of License Provisions, our licensees may, at some time during the term of their agreements with us, interpret License Provisions in their
agreements in a way that is different from our interpretation of such License Provisions, or in a way that is in conflict with the rights that we have granted to
other licensees. Such interpretations by our licensees may lead to claims that we have granted rights to one licensee which are inconsistent with the rights
that we have granted to another licensee.
In addition, after we enter into an agreement, it is possible that markets and/or products, or legal and/or regulatory environments, will evolve in a manner
that we did not foresee or was not foreseeable at the time we entered into the agreement. As a result, in any agreement, we may have granted rights that will
preclude or restrict our exploitation of new opportunities that arise after the execution of the agreement.
If we fail to develop new or enhanced technologies for new applications and platforms, we may not be able to create a market for our technologies or our
technologies may become obsolete, and our ability to grow and our results of operations might be harmed.
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Our initiatives to develop new and enhanced technologies and to commercialize these technologies for new applications and new platforms may not be
successful or timely. Any new or enhanced technologies may not be favorably received by consumers and could damage our reputation or our brand.
Expanding our technologies could also require significant additional expenses and strain our management, financial, and operational resources.
Moreover, technology products generally have relatively short product life cycles and our current products may become obsolete in the future. Our ability
to generate revenues will be harmed if:
Ÿ we fail to develop new technologies or products;
Ÿ the technologies we develop infringe on third-party patents or other third-party rights;
Ÿ our new technologies fail to gain market acceptance; or
Ÿ our current products become obsolete or no longer meet new regulatory requirements.
Our ability to achieve revenue growth also depends on our continuing ability to improve and reduce the cost of our technologies, to improve their ease of
integration in both hardware and software, and to introduce these technologies to the marketplace in a timely manner. If our development efforts are not
successful or are significantly delayed, companies may not incorporate our technologies into their products and our revenue growth may be impaired.
The higher cost of products incorporating our touch-enabling technologies may inhibit or prevent their widespread adoption.
Mobile devices, touchscreens, personal computer and console gaming peripherals, and automotive and industrial controls incorporating our touchenabling technologies can be more expensive than similar competitive products that are not touch-enabled. Although major manufacturers, such as ALPS
Electric Co., BMW, LG Electronics, Logitech, Microsoft, Nokia, Samsung, and Sony have licensed our technologies, the greater expense of development and
production of products containing our touch-enabling technologies, together with the higher price to the end customer, may be a significant barrier to their
widespread adoption and sale. Accordingly, we may not receive a material amount of royalties from more expensive products.
Our customers may have difficulties obtaining the components necessary to manufacture haptic-based products, which could harm our business and results
of operations.
In order to manufacture haptic-based products, our customers require components such as actuators and amplifiers. The inability of suppliers to deliver
adequate supplies of these components could disrupt our customers’ production processes which would harm our business and results of operations. In
addition, our newer products require new types of components that we expect will be developed and sold by our ecosystem partners. Failure of our ecosystem
partners to bring these products to market in a timely fashion and at attractive price points may affect our ability to secure customers for these newer products
which could harm our business and results of operations.
If we are unable to develop open source compliant products, our ability to license our technologies and generate revenues would be impaired.
We have seen, and believe that we will continue to see, an increase in customers requesting that we develop products that will operate in an “open source”
environment. Developing open source compliant products, without imperiling the intellectual property rights upon which our licensing business depends,
may prove difficult under certain circumstances, thereby placing us at a competitive disadvantage for new product designs. As a result, our revenues may not
grow and could decline.
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Certain terms or rights granted in our license agreements or our development contracts may limit our future revenue opportunities.
While it is not our general practice to sign license agreements that provide exclusive rights for a period of time with respect to a technology, field of use,
and/or geography, or to accept similar limitations in product development contracts, we have entered into such agreements and may in the future. Although
additional compensation or other benefits may be part of the agreement, the compensation or benefits may not adequately compensate us for the limitations
or restrictions we have agreed to as that particular market develops. Over the life of the exclusivity period, especially in markets that grow larger or faster than
anticipated, our revenue may be limited and less than what we could have achieved in the market with several licensees or additional products available to
sell to a specific set of customers.
The markets in which we participate or may target in the future are intensely competitive, and if we do not compete effectively, our operating results could
be harmed.
Our target markets are rapidly evolving and highly competitive. Many of our competitors and potential competitors are larger and have greater name
recognition, much longer operating histories, larger marketing budgets, and significantly greater resources than we do, and with the introduction of new
technologies and market entrants, we expect competition to intensify in the future. We believe that competition in these markets will continue to be intense
and that competitive pressures will drive the price of our products and our licensees’ products downward. These price reductions, if not offset by increases in
unit sales or productivity, will cause our revenues to decline. If we fail to compete effectively, our business will be harmed. Some of our principal competitors
offer their products or services at a lower price, which has resulted in pricing pressures. If we are unable to achieve our target pricing levels, our operating
results would be negatively impacted. In addition, pricing pressures and increased competition generally could result in reduced sales, reduced margins,
losses, or the failure of our application suite to achieve or maintain more widespread market acceptance, any of which could harm our business.
We face competition from internal design teams of existing and potential OEM customers. In addition, as a result of their licenses to our patent portfolios,
we could face competition from Microsoft and Sony. Our licensees or other third parties may also seek to develop products using our intellectual property or
develop alternative designs that attempt to circumvent our intellectual property or that they believe do not require a license under our intellectual property.
These potential competitors may have significantly greater financial, technical, and marketing resources than we do, and the costs associated with asserting
our intellectual property rights against such products and such potential competitors could be significant. Moreover, if such alternative designs were
determined by a court not to require a license under our intellectual property rights, competition from such unlicensed products could limit or reduce our
revenues.
Additionally, if haptic technology gains market acceptance, more research by universities and/or corporations or other parties may be performed
potentially leading to strong intellectual property positions by third parties in certain areas of haptics or the launch of haptics products before we
commercialize our own technology.
Many of our current and potential competitors, including Microsoft, are able to devote greater resources to the development, promotion, and sale of their
products and services. In addition, many of our competitors have established marketing relationships or access to larger customer bases, distributors, and
other business partners. As a result, our competitors might be able to respond more quickly and effectively than we can to new or changing opportunities,
technologies, standards or customer requirements. Further, some potential customers, particularly large enterprises, may elect to develop their own internal
solutions. For all of these reasons, we may not be able to compete successfully against our current and future competitors.
Winning business is subject to a competitive selection process that can be lengthy and requires us to incur significant expense, and we may not be selected.
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Our primary focus is on winning competitive bid selection processes, known as “design wins,” so that haptics will be included in our customers’
equipment. These selection processes can be lengthy and can require us to incur significant design and development expenditures. We may not win the
competitive selection process and may never generate any revenue despite incurring significant design and development expenditures. Because we typically
focus on only a few customers in a product area, the loss of a design win can sometimes result in our failure to get haptics added to new generation products.
This can result in lost sales and could hurt our position in future competitive selection processes because we may not be perceived as being a technology
leader.
After winning a product design for one of our customers, we may still experience delays in generating revenue from our products as a result of the lengthy
development and design cycle. In addition, a delay or cancellation of a customer’s plans could significantly adversely affect our financial results, as we may
have incurred significant expense and generated no revenue. Finally, if our customers fail to successfully market and sell their equipment it could materially
adversely affect our business, financial condition, and results of operations as the demand for our products falls.
Automobiles and medical devices incorporating our touch-enabling technologies are subject to lengthy product development periods, making it difficult to
predict when and whether we will receive automotive and medical devices royalties.
The product development process for automobiles and medical devices is very lengthy, sometimes longer than four years. We may not earn royalty
revenue on our automotive/medical devices technologies unless and until automobiles/medical devices featuring our technologies are shipped to customers,
which may not occur until several years after we enter into an agreement with manufacturer or a supplier to a manufacturer. Throughout the product
development process, we face the risk that a manufacturer or supplier may delay the incorporation of, or choose not to incorporate, our technologies into its
automobiles/medical devices, making it difficult for us to predict the royalties we may receive, if any. After the product launches, our royalties still depend
on market acceptance of the vehicle or the option packages if our technology is an option (for example, a navigation unit), which is likely to be determined
by many factors beyond our control.
Our international expansion efforts subject us to additional risks and costs.
We currently have sales personnel in Finland, Japan, Korea, Switzerland, Taiwan and Canada and we intend to expand our international
activities. International operations are subject to a number of difficulties and special costs, including:
Ÿ compliance with multiple, conflicting and changing governmental laws and regulations;
Ÿ laws and business practices favoring local competitors;
Ÿ foreign exchange and currency risks;
Ÿ difficulty in collecting accounts receivable or longer payment cycles;
Ÿ import and export restrictions and tariffs;
Ÿ difficulties staffing and managing foreign operations;
Ÿ difficulties and expense in enforcing intellectual property rights;
Ÿ business risks, including fluctuations in demand for our products and the cost and effort to conduct international operations and travel abroad to
promote international distribution and overall global economic conditions;
Ÿ multiple conflicting tax laws and regulations;
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Ÿ political and economic instability; and
Ÿ an outbreak of hostilities in markets where major customers are located, including Korea.
Our international operations could also increase our exposure to international laws and regulations. If we cannot comply with foreign laws and
regulations, which are often complex and subject to variation and unexpected changes, we could incur unexpected costs and potential litigation. For
example, the governments of foreign countries might attempt to regulate our products or levy sales or other taxes relating to our activities. In addition,
foreign countries may impose tariffs, duties, price controls, or other restrictions on foreign currencies or trade barriers, any of which could make it more
difficult for us to conduct our business.
We might be unable to retain or recruit necessary personnel, which could slow the development and deployment of our technologies.
Our technologies are complex and we rely upon the continued service of our existing personnel to support licensees, enhance existing technologies, and
develop new technologies. Accordingly, our ability to develop and deploy our technologies and to sustain our revenue growth depends upon the continued
service of our management and other key personnel, many of whom would be difficult to replace. Furthermore, we believe that there are a limited number of
engineering and technical personnel that are experienced in haptics. Management and other key employees may voluntarily terminate their employment with
us at any time upon short notice. The loss of management or key personnel could delay product development cycles or otherwise harm our business.
We believe that our future success will also depend largely on our ability to attract, integrate, and retain sales, support, marketing, and research and
development personnel. Competition for such personnel is intense, and we may not be successful in attracting, integrating, and retaining such personnel.
Given the protracted nature of if, how, and when we collect royalties on new design contracts, it may be difficult to craft compensation plans that will attract
and retain the level of salesmanship needed to secure these contracts. Additionally some of our executive officers and key employees hold stock options with
exercise prices above the current market price of our common stock or that are largely vested. Each of these factors may impair our ability to retain the
services of our executive officers and key employees.
Our current litigation is expensive, disruptive, and time consuming, and will continue to be, until resolved, and regardless of whether we are ultimately
successful, could adversely affect our business.
We are currently a party to various legal proceedings. Due to the inherent uncertainties of litigation, we cannot accurately predict how these cases will
ultimately be resolved. We anticipate that currently pending litigation will continue to be costly and that future litigation or investigations will result in
additional legal expenses, and there can be no assurance that we will be successful or able to recover the costs we incur in connection with litigation or
investigations. We expense litigation and investigatory costs as incurred, and only accrue for costs that have been incurred but not paid to the vendor as of
the financial statement date. Litigation and investigations have diverted, and could continue to divert, the efforts and attention of some of our key
management and personnel. As a result, until such time as it is resolved or concluded, litigation and investigations could adversely affect our business.
Further, any unfavorable outcome could adversely affect our business. For additional background on this and our other litigation, please see Note 15 to the
condensed consolidated financial statements and Item 1 “Legal Proceedings” of Part II.
Product liability claims could be time-consuming and costly to defend and could expose us to loss.
Our products or our licensees’ products may have flaws or other defects that may lead to personal or other injury claims. If products that we or our
licensees sell cause personal injury, property injury, financial loss, or other injury to our or our licensees’ customers, the customers or our licensees may seek
damages or other recovery from us. In addition, even though we have transitioned from the medical products business,
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we could face product liability claims for products that we have sold or that our successors may sell in the future. Defending any claims against us, regardless
of merit, would be time-consuming, expensive to defend, and distracting to management, and could result in damages and injure our reputation, the
reputation of our technology and services, and/or the reputation of our products, or the reputation of our licensees or their products. This damage could limit
the market for our and our licensees’ products and harm our results of operations. In addition, if our business liability insurance coverage proves inadequate
or future coverage is unavailable on acceptable terms or at all, our business, operating results and financial condition could be adversely affected.
In the past, manufacturers of peripheral products including certain gaming products such as joysticks, wheels, or gamepads, have been subject to claims
alleging that use of their products has caused or contributed to various types of repetitive stress injuries, including carpal tunnel syndrome. While we have
not experienced any product liability claims to date, we could face such claims in the future, which could harm our business and reputation. Although our
license agreements typically contain provisions designed to limit our exposure to product liability claims, existing or future laws or unfavorable judicial
decisions could limit or invalidate the provisions.
Our products are complex and may contain undetected errors, which could harm our reputation and future product sales.
Any failure to provide high quality and reliable products, whether caused by our own failure or failures of our suppliers or OEM customers, could damage
our reputation and reduce demand for our products. Our products have in the past contained, and may in the future contain, undetected errors or defects. Some
errors in our products may only be discovered after a product has been shipped to customers. Any errors or defects discovered in our products after
commercial release could result in loss of revenue, loss of customers, and increased service and warranty costs, any of which could adversely affect our
business.
The nature of some of our products may also subject us to export control regulation by the U.S. Department of State and the Department of Commerce.
Violations of these regulations can result in monetary penalties and denial of export privileges.
Our sales to customers or sales by our customers to their end customers in some areas outside the United States could be subject to government export
regulations or restrictions that prohibit us or our licensees from selling to customers in some countries or that require us to obtain licenses or approvals to
export such products internationally. Delays or denial of the grant of any required license or approval, or changes to the regulations, could make it difficult or
impossible to make sales to foreign customers in some countries and could adversely affect our revenue. In addition, we could be subject to fines and
penalties for violation of these export regulations if we were found in violation. Such violation could result in penalties, including prohibiting us from
exporting our products to one or more countries, and could materially and adversely affect our business.
Compliance with directives that restrict the use of certain materials may increase our costs and limit our revenue opportunities.
Our products and packaging must meet all safety, electrical, labeling, marking, or other requirements of the countries into which we ship products or our
resellers sell our products. We have to assess each product and determine whether it complies with the requirements of local regulations or whether they are
exempt from meeting the requirements of the regulations. If we determine that a product is not exempt and does not comply with adopted regulations, we will
have to make changes to the product or its documentation if we want to sell that product into the region once the regulations become effective. Making such
changes may be costly to perform and may have a negative impact on our results of operations. In addition, there can be no assurance that the national
enforcement bodies of the regions adopting such regulations will agree with our assessment that certain of our products and documentation comply with or
are exempt from the regulations. If products are determined not to be compliant or exempt,
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we will not be able to ship them in the region that adopts such regulations until such time that they are compliant, and this may have a negative impact on
our revenue and results of operations.
If our facilities were to experience catastrophic loss, our operations would be seriously harmed.
Our facilities could be subject to a catastrophic loss such as fire, flood, earthquake, power outage, or terrorist activity. A substantial portion of our research
and development activities, operations, our corporate headquarters, and other critical business operations are located near major earthquake faults in
San Jose, California, an area with a history of seismic events. An earthquake at or near our facilities could disrupt our operations and result in large expenses
to repair and replace the facility. While we believe that we maintain insurance sufficient to cover most long-term potential losses at our facilities, our existing
insurance may not be adequate for all possible losses.
We use contract manufacturers and may have difficulties obtaining the products that we need. This could harm our ability to meet our customers’ demand
for our products.
We rely on a limited number of contract manufacturers and suppliers for our products. The inability of such contract manufacturers or suppliers to deliver
adequate inventory could make it difficult to ship products ordered by our customers. We also have limited influence on contract manufacturers operations.
There is risk that the manufacture, quality control, operations, controls, and distribution might not be up to our standards. The occurrence of any of these
could harm our business and results of operations.
If we fail to establish and maintain proper and effective internal controls, our ability to produce accurate financial statements on a timely basis could be
impaired, which would adversely affect our consolidated operating results, our ability to operate our business and our stock price.
We have in the past had material weaknesses in our internal control over financial reporting. Ensuring that we have adequate internal financial and
accounting controls and procedures in place to produce accurate financial statements on a timely basis is a costly and time-consuming effort that needs to be
re-evaluated frequently. Any failure on our part to remedy identified material weaknesses, or any additional delays or errors in our financial reporting, could
cause our financial reporting to be unreliable and could have a material adverse effect on our business, results of operations, or financial condition and could
have a substantial adverse impact on the trading price of our common stock.
We do not expect that our internal control over financial reporting will prevent or detect all errors and all fraud. A control system, no matter how well
designed and operated, can provide only reasonable, not absolute, assurance that the control system’s objectives will be met. Because of the inherent
limitations in all control systems, no evaluation of controls can provide absolute assurance that misstatements due to error or fraud will not occur or that all
control issues and instances of fraud, if any, within our company will have been detected.
Investment Risks
Our quarterly revenues and operating results are volatile, and if our future results are below the expectations of public market analysts or investors, the
price of our common stock is likely to decline.
Our revenues and operating results are likely to vary significantly from quarter to quarter due to a number of factors, many of which are outside of our
control and any of which could cause the price of our common stock to decline.
These factors include:
Ÿ the establishment or loss of licensing relationships;
53

Table of Contents

•

the timing and recognition of payments under fixed and/or up-front license agreements;

•

seasonality in the demand for our products or our licensees’ products;

•

the timing of our expenses, including costs related to litigation, stock-based awards, acquisitions of technologies, or businesses;

•

development in any pending litigation;

•

the timing of introductions and market acceptance of new products and product enhancements by us, our licensees, our competitors, or their
competitors; and

•

the timing of work performed under development agreements.

Changes in financial accounting standards or practices may cause adverse, unexpected financial reporting fluctuations and affect our reported results of
operations.
A change in accounting standards or practices can have a significant effect on our reported results and may even affect our reporting of transactions
completed before the change is effective. New accounting pronouncements and varying interpretations of accounting pronouncements have occurred and
may occur in the future. Changes to existing rules or the questioning of current practices may adversely affect our reported financial results or the way we
conduct our business.
Our business is subject to changing regulations regarding corporate governance and other compliance areas that will increase both our costs and the risk
of noncompliance.
As a public company, we are subject to the reporting requirements of the Securities Exchange Act of 1934, or the Exchange Act, the Sarbanes-Oxley Act of
2002, or the Sarbanes-Oxley Act, the recently enacted Dodd-Frank Wall Street Reform and Consumer Protection Act, or the Dodd-Frank Act, and the rules
and regulations of The NASDAQ Stock Market. The requirements of these rules and regulations have increased and we expect will continue to increase our
legal, accounting and financial compliance costs, will make some activities more difficult, time-consuming and costly and may also place undue strain on
our personnel, systems and resources.
Our stock price may fluctuate regardless of our performance.
The stock market has experienced extreme volatility that often has been unrelated or disproportionate to the performance of particular companies. These
market fluctuations may cause our stock price to decline regardless of our performance. The market price of our common stock has been, and in the future
could be, significantly affected by factors such as: actual or anticipated fluctuations in operating results; announcements of technical innovations;
announcements regarding litigation in which we are involved; changes by game console manufacturers to not include touch-enabling capabilities in their
products; new products or new contracts; sales or the perception in the market of possible sales of large number of shares of our common stock by insiders or
others; stock repurchase activity; changes in securities analysts’ recommendations; changing circumstances regarding competitors or their customers;
governmental regulatory action; developments with respect to patents or proprietary rights; inclusion in or exclusion from various stock indices; and general
market conditions. In the past, following periods of volatility in the market price of a company’s securities, securities class action litigation has been initiated
against that company.
Provisions in our charter documents and Delaware law could prevent or delay a change in control, which could reduce the market price of our common
stock.
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Provisions in our certificate of incorporation and bylaws may have the effect of delaying or preventing a change of control or changes in our board of
directors or management, including the following:
Ÿ our board of directors is classified into three classes of directors with staggered three-year terms;
Ÿ only our chairperson of the board of directors, a majority of our board of directors or 10% or greater stockholders are authorized to call a special
meeting of stockholders;
Ÿ our stockholders can only take action at a meeting of stockholders and not by written consent;
Ÿ vacancies on our board of directors can be filled only by our board of directors and not by our stockholders;
Ÿ our restated certificate of incorporation authorizes undesignated preferred stock, the terms of which may be established and shares of which may be
issued without stockholder approval; and
Ÿ advance notice procedures apply for stockholders to nominate candidates for election as directors or to bring matters before an annual meeting of
stockholders.
In addition, certain provisions of Delaware law may discourage, delay, or prevent someone from acquiring or merging with us. These provisions could
limit the price that investors might be willing to pay in the future for shares.
We may engage in acquisitions that could dilute stockholders’ interests, divert management attention, or cause integration problems.
As part of our business strategy, we have in the past and may in the future, acquire businesses or intellectual property that we feel could complement our
business, enhance our technical capabilities, or increase our intellectual property portfolio. The pursuit of potential acquisitions may divert the attention of
management and cause us to incur various expenses in identifying, investigating, and pursuing suitable acquisitions, whether or not they are consummated.
If we consummate acquisitions through the issuance of our securities, our stockholders could suffer significant dilution. Acquisitions could also create
risks for us, including:
•

unanticipated costs associated with the acquisitions;

•

use of substantial portions of our available cash to consummate the acquisitions;

•

diversion of management’s attention from other business concerns;

•

difficulties in assimilation of acquired personnel or operations;

•

failure to realize the anticipated benefits of acquired intellectual property or other assets;

•

charges associated with amortization of acquired assets or potential charges for write-down of assets associated with unsuccessful acquisitions;

•

potential intellectual property infringement claims related to newly-acquired product lines; and

•

potential costs associated with failed acquisition efforts.
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Any acquisitions, even if successfully completed, might not generate significant additional revenue or provide any benefit to our business.
As our business grows, such growth may place a significant strain on our management and operations and, as a result, our business may suffer.
We plan to continue expanding our business, and any significant growth could place a significant strain on our management systems, infrastructure and
other resources. We are in the process of considering implementing additional automated system functionality. If we go forward with these system
enhancements, we may encounter problems with the implementation of these systems or we may have difficulties preparing or tracking internal information
which could adversely affect our financial results. We will need to continue to invest the necessary capital to upgrade and improve our operational, financial
and management reporting systems. If our management fails to manage our growth effectively, we could experience increased costs, declines in product
quality, or customer satisfaction, which could harm our business.
ITEM 6.

EXHIBITS

The exhibits listed in the accompanying “Exhibit Index” are filed or incorporated by reference as part of this Form 10-Q.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be signed on its behalf by the
undersigned thereunto duly authorized.
Date: August 5, 2011
IMMERSION CORPORATION
By
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/s/ Shum Mukherjee
Shum Mukherjee
Chief Financial Officer and Principal Accounting Officer
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EXHIBIT INDEX
Exhibit
Number

Description

10.1*

2011 Equity Incentive Plan.

10.2*

Form of Stock Option Award Agreement for Immersion Corporation 2011 Equity Incentive Plan.

10.3*

Form of Award Agreement (Restricted Stock Units) to the Immersion Corporation 2011 Equity Incentive Plan.

10.4*

Form of Restricted Stock Agreement for Immersion Corporation 2011 Equity Incentive Plan.

31.1

Certification of Victor Viegas, Chief Executive Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2

Certification of Shum Mukherjee, Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1

Certification of Victor Viegas, Chief Executive Officer, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

32.2

Certification of Shum Mukherjee, Chief Financial Officer, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

101.1

Part 1, Item 1 of this Form 10-Q formatted in XBRL.

* Constitutes a management contract or compensatory plan required to be filed pursuant to Item 15(b) of Form 10-K.
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Exhibit 10.1
IMMERSION CORPORATION
2011 EQUITY INCENTIVE PLAN
1. PURPOSE. The purpose of this Plan is to provide incentives to attract, retain and motivate eligible persons whose present and potential
contributions are important to the success of the Company, and any Parents and Subsidiaries that exist now or in the future, by offering them an opportunity
to participate in the Company’s future performance through the grant of Awards. Capitalized terms not defined elsewhere in the text are defined in
Section 27.
2. SHARES SUBJECT TO THE PLAN.
2.1 Number of Shares Available. Subject to Sections 2.5 and 21 and any other applicable provisions hereof, the total number of Shares
reserved and available for grant and issuance pursuant to this Plan as of the date of adoption of the Plan by the Board, is 2,300,000 Shares plus (i) any
reserved shares not issued or subject to outstanding grants under the Company’s 2007 Equity Incentive Plan (the “Prior 2007 Plan”) on the Effective Date
(as defined below) up to a maximum of 400,000 Shares, (ii) any reserved shares not issued or subject to outstanding grants under the Company’s 2008
Employment Inducement Award Plan (the “ Prior 2008 Plan”) on the Effective Date up to a maximum of 2,300,000 Shares, (iii) shares that are subject to
stock options granted under the Prior 2007 Plan or the Prior 2008 Plan that cease to be subject to Awards after the Effective Date for any reason after the
exercise of an option or SAR; (iv) shares issued under the Prior 2007 Plan or the Prior 2008 Plan before or after the Effective Date that, after the Effective Date
are forfeited or repurchased at the original issue price; and (v) are subject to Awards granted under the Prior 2007 Plan or the Prior 2008 Plan that otherwise
terminate without Shares being issued. Any award other than an Option or SAR shall reduce the number of Shares available for issuance under this Plan by
1.75 Shares for every Share issued.
2.2 Lapsed, Returned Awards. Shares subject to Awards, and Shares issued under the Plan under any Award, will again be available for
grant and issuance in connection with subsequent Awards under this Plan to the extent such Shares: (a) are subject to issuance upon exercise of an Option or
SAR granted under this Plan but which cease to be subject to the Option or SAR for any reason other than exercise of the Option or SAR; (b) are subject to
Awards granted under this Plan that are forfeited or are repurchased by the Company at the original issue price; (c) are subject to Awards granted under this
Plan that otherwise terminate without such Shares being issued; or (d) are surrendered pursuant to an Exchange Program. The following Shares may not again
be made available for future grant and issuance as Awards under the Plan: (i) Shares that are withheld to pay the exercise or purchase price of an Award or to
satisfy any tax withholding obligations in connection with an Option or SAR, (ii) Shares not issued or delivered as a result of the net settlement of an
outstanding Option or SAR or (iii) shares of the Company’s Common Stock repurchased on the open market with the proceeds of an Option exercise price. To
the extent that a Performance Award in the form of a Performance Unit has been made, such Award will not reduce the number of Shares available for issuance
under the Plan. To the extent that any Award other than an Option or a SAR is forfeited, repurchased or terminates without Shares being issued pursuant to
this Section 2.2, Shares may again be available for issuance under this Plan at the rate of 1.75 Shares for every such Share returned to the Plan.

2.3 Minimum Share Reserve. At all times the Company shall reserve and keep available a sufficient number of Shares as shall be
required to satisfy the requirements of all outstanding Awards granted under this Plan.
2.4 Limitations. No more than 20,000,000 Shares shall be issued pursuant to the exercise of ISOs.
2.5 Adjustment of Shares. If the number of outstanding Shares is changed by a stock dividend, recapitalization, stock split, reverse
stock split, subdivision, combination, reclassification or similar change in the capital structure of the Company, without consideration, then (a) the number of
Shares reserved for issuance and future grant under the Plan set forth in Sections 2.1 or 2.2, (b) the Exercise Prices of and number of Shares subject to
outstanding Options and SARs, (c) the number of Shares subject to other outstanding Awards, (d) the maximum number of shares that may be issued as ISOs
set forth in Section 2.4, (e) the maximum number of Shares that may be issued to an individual or to a new Employee in any one calendar year set forth in
Section 3 and (f) the number of Shares that are granted as Awards to Non-Employee Directors as set forth in Section 12, shall be proportionately adjusted,
subject to any required action by the Board or the stockholders of the Company and in compliance with applicable securities laws; provided that fractions of
a Share will not be issued.
3 . ELIGIBILITY. ISOs may be granted only to Employees. All other Awards may be granted to Employees, Consultants, Directors and NonEmployee Directors of the Company or any Parent or Subsidiary of the Company; provided such Consultants, Directors and Non-Employee Directors render
bona fide services not in connection with the offer and sale of securities in a capital-raising transaction. No Participant will be eligible to receive more than
one million (1,000,000) Shares in any calendar year under this Plan pursuant to the grant of Awards except that new Employees of the Company or a Parent or
Subsidiary of the Company (including new Employees who are also officers and directors of the Company or any Parent or Subsidiary of the Company) are
eligible to receive up to a maximum of two million (2,000,000) Shares in the calendar year in which they commence their employment.
4. ADMINISTRATION.
4.1 Committee Composition; Authority . This Plan will be administered by the Committee or by the Board acting as the Committee.
Subject to the general purposes, terms and conditions of this Plan, and to the direction of the Board, the Committee will have full power to implement and
carry out this Plan, except, however, the Board shall establish the terms for the grant of an Award to Non-Employee Directors. The Committee will have the
authority to:
(a) construe and interpret this Plan, any Award Agreement and any other agreement or document executed pursuant to
this Plan;
(b) prescribe, amend and rescind rules and regulations relating to this Plan or any Award;
(c) select persons to receive Awards;
(d) determine the form and terms and conditions, not inconsistent with the terms of the Plan, of any Award granted
hereunder. Such terms and conditions include, but are not limited to, the exercise price, the time or times when Awards may be exercised (which may be based
on performance criteria), any vesting acceleration or waiver of forfeiture restrictions, and any restriction or limitation regarding any Award or the Shares
relating thereto, based in each case on such factors as the Committee will determine;

(e) determine the number of Shares or other consideration subject to Awards;
(f) determine the Fair Market Value in good faith, if necessary;
(g) determine whether Awards will be granted singly, in combination with, in tandem with, in replacement of, or as
alternatives to, other Awards under this Plan or any other incentive or compensation plan of the Company or any Parent or Subsidiary of the Company;
(h) grant waivers of Plan or Award conditions;
(i) determine the vesting, exercisability and payment of Awards;
(j) correct any defect, supply any omission or reconcile any inconsistency in this Plan, any Award or any Award
Agreement;
(k) determine whether an Award has been earned;
(l) subject to Section 18, determine the terms and conditions of any, and to institute any Exchange Program;
(m) reduce or waive any criteria with respect to Performance Factors;
(n) adjust Performance Factors to take into account changes in law and accounting or tax rules as the Committee deems
necessary or appropriate to reflect the impact of extraordinary or unusual items, events or circumstances to avoid windfalls or hardships provided that such
adjustments are consistent with the regulations promulgated under Section 162(m) of the Code with respect to persons whose compensation is subject to
Section 162(m) of the Code; and
(o) make all other determinations necessary or advisable for the administration of this Plan.
4.2 Committee Interpretation and Discretion. Any determination made by the Committee with respect to any Award shall be made in
its sole discretion at the time of grant of the Award or, unless in contravention of any express term of the Plan or Award, at any later time, and such
determination shall be final and binding on the Company and all persons having an interest in any Award under the Plan. Any dispute regarding the
interpretation of the Plan or any Award Agreement shall be submitted by the Participant or Company to the Committee for review. The resolution of such a
dispute by the Committee shall be final and binding on the Company and the Participant. The Committee may delegate to one or more executive officers the
authority to review and resolve disputes with respect to Awards held by Participants who are not Insiders, and such resolution shall be final and binding on
the Company and the Participant.
4 .3 Section 162(m) of the Code and Section 16 of the Exchange Act . When necessary or desirable for an Award to qualify as
“performance-based compensation” under Section 162(m) of the Code the Committee shall include at least two persons who are “outside directors” (as
defined under Section 162(m) of the Code) and at least two (or a majority if more than two then serve on the Committee) such “outside directors” shall
approve the grant of such Award and timely determine (as applicable) the Performance Period and any Performance Factors upon which vesting or settlement
of any portion of such Award is to be subject. When required by Section 162(m) of the Code, prior to settlement of any such Award at least two (or a majority
if more than two then serve on the Committee) such

“outside directors” then serving on the Committee shall determine and certify in writing the extent to which such Performance Factors have been timely
achieved and the extent to which the Shares subject to such Award have thereby been earned. Awards granted to Participants who are subject to Section 16 of
the Exchange Act must be approved by two or more “non-employee directors” (as defined in the regulations promulgated under Section 16 of the Exchange
Act). With respect to Participants whose compensation is subject to Section 162(m) of the Code, and provided that such adjustments are consistent with the
regulations promulgated under Section 162(m) of the Code, the Committee may adjust the performance goals to account for changes in law and accounting
and to make such adjustments as the Committee deems necessary or appropriate to reflect the impact of extraordinary or unusual items, events or
circumstances to avoid windfalls or hardships, including without limitation (i) restructurings, discontinued operations, extraordinary items, and other unusual
or non-recurring charges, (ii) an event either not directly related to the operations of the Company or not within the reasonable control of the Company’s
management, or (iii) a change in accounting standards required by generally accepted accounting principles.
4 .4 Documentation. The Award Agreement for a given Award, the Plan and any other documents may be delivered to, and accepted by, a
Participant or any other person in any manner (including electronic distribution or posting) that meets applicable legal requirements.
5. OPTIONS. The Committee may grant Options to Participants and will determine whether such Options will be Incentive Stock Options within
the meaning of the Code (“ISOs”) or Nonqualified Stock Options (“NQSOs”), the number of Shares subject to the Option, the Exercise Price of the Option, the
period during which the Option may be exercised, and all other terms and conditions of the Option, subject to the following:
5.1 Option Grant. Each Option granted under this Plan will identify the Option as an ISO or an NQSO. An Option may be, but need not
be, awarded upon satisfaction of such Performance Factors during any Performance Period as are set out in advance in the Participant’s individual Award
Agreement. If the Option is being earned upon the satisfaction of Performance Factors, then the Committee will: (x) determine the nature, length and starting
date of any Performance Period for each Option; and (y) select from among the Performance Factors to be used to measure the performance, if any.
Performance Periods may overlap and Participants may participate simultaneously with respect to Options that are subject to different performance goals and
other criteria.
5.2 Date of Grant. The date of grant of an Option will be the date on which the Committee makes the determination to grant such
Option, or a specified future date. The Award Agreement and a copy of this Plan will be delivered to the Participant within a reasonable time after the
granting of the Option.
5 .3 Exercise Period. Options may be exercisable within the times or upon the conditions as set forth in the Award Agreement
governing such Option; provided, however, that no Option will be exercisable after the expiration of seven (7) years from the date the Option is granted; and
provided further that no ISO granted to a person who, at the time the ISO is granted, directly or by attribution owns more than ten percent (10%) of the total
combined voting power of all classes of stock of the Company or of any Parent or Subsidiary of the Company (“Ten Percent Stockholder”) will be
exercisable after the expiration of five (5) years from the date the ISO is granted. The Committee also may provide for Options to become exercisable at one
time or from time to time, periodically or otherwise, in such number of Shares or percentage of Shares as the Committee determines.
5.4 Exercise Price. The Exercise Price of an Option will be determined by the Committee when the Option is granted; provided that:
(i) the Exercise Price of an Option will be not less

than one hundred percent (100%) of the Fair Market Value of the Shares on the date of grant and (ii) the Exercise Price of any ISO granted to a Ten Percent
Stockholder will not be less than one hundred ten percent (110%) of the Fair Market Value of the Shares on the date of grant. Payment for the Shares
purchased may be made in accordance with Section 11. Payment for the Shares purchased may be made in accordance with Section 11 and the Award
Agreement and in accordance with any procedures established by the Company.
5.5 Method of Exercise. Any Option granted hereunder will be exercisable according to the terms of the Plan and at such times and
under such conditions as determined by the Committee and set forth in the Award Agreement. An Option may not be exercised for a fraction of a Share. An
Option will be deemed exercised when the Company receives: (i) notice of exercise (in such form as the Committee may specify from time to time) from the
person entitled to exercise the Option, and (ii) full payment for the Shares with respect to which the Option is exercised (together with applicable withholding
taxes). Full payment may consist of any consideration and method of payment authorized by the Committee and permitted by the Award Agreement and the
Plan. Shares issued upon exercise of an Option will be issued in the name of the Participant. Until the Shares are 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 will exist with respect to the Shares, notwithstanding the exercise of the Option. The Company will issue (or cause to be issued) such Shares
promptly after the Option is exercised. No adjustment will be made for a dividend or other right for which the record date is prior to the date the Shares are
issued, except as provided in Section 2.5 of the Plan. Exercising an Option in any manner will decrease the number of Shares thereafter available, both for
purposes of the Plan and for sale under the Option, by the number of Shares as to which the Option is exercised.
5 .6 Termination. The exercise of an Option will be subject to the following (except as may be otherwise provided in an Award
Agreement):
(a) If the Participant is Terminated for any reason except for Cause or the Participant’s death or Disability, then the
Participant may exercise such Participant’s Options only to the extent that such Options would have been exercisable by the Participant on the Termination
Date no later than three (3) months after the Termination Date (or such shorter time period or longer time period not exceeding five (5) years as may be
determined by the Committee, with any exercise beyond three (3) months after the Termination Date deemed to be the exercise of an NQSO), but in any event
no later than the expiration date of the Options.
(b) If the Participant is Terminated because of the Participant’s death (or the Participant dies within three (3) months after
a Termination other than for Cause or because of the Participant’s Disability), then the Participant’s Options may be exercised only to the extent that such
Options would have been exercisable by the Participant on the Termination Date and must be exercised by the Participant’s legal representative, or
authorized assignee, no later than twelve (12) months after the Termination Date (or such shorter time period not less than six (6) months or longer time
period not exceeding five (5) years as may be determined by the Committee, but in any event no later than the expiration date of the Options.
(c) If the Participant is Terminated because of the Participant’s Disability, then the Participant’s Options may be exercised
only to the extent that such Options would have been exercisable by the Participant on the Termination Date and must be exercised by the Participant (or the
Participant’s legal representative or authorized assignee) no later than twelve (12) months after the Termination Date (with any exercise beyond (a) three
(3) months after the Termination Date when the Termination is for a Disability that is not a “permanent and total disability” as defined in Section 22(e)(3)

of the Code, or (b) twelve (12) months after the Termination Date when the Termination is for a Disability that is a “permanent and total disability” as defined
in Section 22(e)(3) of the Code, deemed to be exercise of an NQSO), but in any event no later than the expiration date of the Options.
(d) If the Participant is terminated for Cause, then Participant’s Options shall expire on such Participant’s Termination
Date, or at such later time and on such conditions as are determined by the Committee, but in any no event later than the expiration date of the Options.
5.7 Limitations on Exercise. The Committee may specify a minimum number of Shares that may be purchased on any exercise of an
Option, provided that such minimum number will not prevent any Participant from exercising the Option for the full number of Shares for which it is then
exercisable.
5.8 Limitations on ISOs. With respect to Awards granted as ISOs, to the extent that the aggregate Fair Market Value of the Shares with
respect to which such ISOs are exercisable for the first time by the Participant during any calendar year (under all plans of the Company and any Parent or
Subsidiary) exceeds one hundred thousand dollars ($100,000), such Options will be treated as NQSOs. For purposes of this Section 5.8, ISOs will be taken
into account in the order in which they were granted. The Fair Market Value of the Shares will be determined as of the time the Option with respect to such
Shares is granted. In the event that the Code or the regulations promulgated thereunder are amended after the Effective Date to provide for a different limit on
the Fair Market Value of Shares permitted to be subject to ISOs, such different limit will be automatically incorporated herein and will apply to any Options
granted after the effective date of such amendment.
5.9 Modification, Extension or Renewal. The Committee may modify, extend or renew outstanding Options and authorize the grant of
new Options in substitution therefor, provided that any such action may not, without the written consent of a Participant, impair any of such Participant’s
rights under any Option previously granted. Subject to Section 18, the Committee may (a) reduce the Exercise Price of outstanding Options or (b) grant
Options in substitution for cancelled options or other Awards authorized under the Plan. Any outstanding ISO that is modified, extended, renewed or
otherwise altered will be treated in accordance with Section 424(h) of the Code.
5.10 No Disqualification. Notwithstanding any other provision in this Plan, no term of this Plan relating to ISOs will be interpreted,
amended or altered, nor will any discretion or authority granted under this Plan be exercised, so as to disqualify this Plan under Section 422 of the Code or,
without the consent of the Participant affected, to disqualify any ISO under Section 422 of the Code.
6. RESTRICTED STOCK AWARDS.
6.1 Awards of Restricted Stock. A Restricted Stock Award is an offer by the Company to sell to a Participant Shares that are subject to
restrictions (“Restricted Stock”). The Committee will determine to whom an offer will be made, the number of Shares the Participant may purchase, the
Purchase Price, the restrictions under which the Shares will be subject and all other terms and conditions of the Restricted Stock Award, subject to the Plan.
6.2 Restricted Stock Purchase Agreement . All purchases under a Restricted Stock Award will be evidenced by an Award Agreement.
Except as may otherwise be provided in an Award Agreement, a Participant accepts a Restricted Stock Award by signing and delivering to the Company an
Award Agreement with full payment of the Purchase Price, within thirty (30) days from the date the Award Agreement was delivered to the Participant. If the
Participant does not accept such Award within

thirty (30) days, then the offer of such Restricted Stock Award will terminate, unless the Committee determines otherwise.
6.3 Purchase Price. The Purchase Price for a Restricted Stock Award will be determined by the Committee and may be less than Fair
Market Value on the date the Restricted Stock Award is granted. Payment of the Purchase Price must be made in accordance with Section 11 of the Plan, and
the Award Agreement. Payment of the Purchase Price must be made in accordance with Section 11 of the Plan, and the Award Agreement and in accordance
with any procedures established by the Company.
6.4 Terms of Restricted Stock Awards . Restricted Stock Awards will be subject to such restrictions as the Committee may impose or
are required by law. These restrictions may be based on completion of a specified number of years of service with the Company or upon completion of
Performance Factors, if any, during any Performance Period as set out in advance in the Participant’s Award Agreement. Prior to the grant of a Restricted
Stock Award, the Committee shall: (a) determine the nature, length and starting date of any Performance Period for the Restricted Stock Award; (b) select from
among the Performance Factors to be used to measure performance goals, if any; and (c) determine the number of Shares that may be awarded to the
Participant. Performance Periods may overlap and a Participant may participate simultaneously with respect to Restricted Stock Awards that are subject to
different Performance Periods and having different performance goals and other criteria.
6.5 Termination of Participant . Except as may be set forth in the Participant’s Award Agreement, vesting ceases on such Participant’s
Termination Date (unless determined otherwise by the Committee).
7. STOCK BONUS AWARDS.
7.1 Awards of Stock Bonuses. A Stock Bonus Award is an award to an eligible person of Shares for services to be rendered or for past
services already rendered to the Company or any Parent or Subsidiary. All Stock Bonus Awards shall be made pursuant to an Award Agreement. No payment
from the Participant will be required for Shares awarded pursuant to a Stock Bonus Award.
7.2 Terms of Stock Bonus Awards. The Committee will determine the number of Shares to be awarded to the Participant under a Stock
Bonus Award and any restrictions thereon. These restrictions may be based upon completion of a specified number of years of service with the Company or
upon satisfaction of performance goals based on Performance Factors during any Performance Period as set out in advance in the Participant’s Stock Bonus
Agreement. Prior to the grant of any Stock Bonus Award the Committee shall: (a) determine the nature, length and starting date of any Performance Period for
the Stock Bonus Award; (b) select from among the Performance Factors to be used to measure performance goals; and (c) determine the number of Shares that
may be awarded to the Participant. Performance Periods may overlap and a Participant may participate simultaneously with respect to Stock Bonus Awards
that are subject to different Performance Periods and different performance goals and other criteria.
7.3 Form of Payment to Participant. Payment may be made in the form of cash, whole Shares, or a combination thereof, based on the
Fair Market Value of the Shares earned under a Stock Bonus Award on the date of payment, as determined in the sole discretion of the Committee.
7 .4 Termination of Participation . Except as may be set forth in the Participant’s Award Agreement, vesting ceases on such
Participant’s Termination Date (unless determined otherwise by the Committee).

8. STOCK APPRECIATION RIGHTS.
8.1 Awards of SARs. A Stock Appreciation Right (“ SAR”) is an award to a Participant that may be settled in cash, or Shares (which
may consist of Restricted Stock), having a value equal to (a) the difference between the Fair Market Value on the date of exercise over the Exercise Price
multiplied by (b) the number of Shares with respect to which the SAR is being settled (subject to any maximum number of Shares that may be issuable as
specified in an Award Agreement). All SARs shall be made pursuant to an Award Agreement.
8.2 Terms of SARs. The Committee will determine the terms of each SAR including, without limitation: (a) the number of Shares
subject to the SAR; (b) the Exercise Price and the time or times during which the SAR may be settled; (c) the consideration to be distributed on settlement of
the SAR; and (d) the effect of the Participant’s Termination on each SAR. The Exercise Price of the SAR will be determined by the Committee when the SAR
is granted, and may not be less than Fair Market Value. A SAR may be awarded upon satisfaction of Performance Factors, if any, during any Performance
Period as are set out in advance in the Participant’s individual Award Agreement. If the SAR is being earned upon the satisfaction of Performance Factors,
then the Committee will: (x) determine the nature, length and starting date of any Performance Period for each SAR; and (y) select from among the
Performance Factors to be used to measure the performance, if any. Performance Periods may overlap and Participants may participate simultaneously with
respect to SARs that are subject to different Performance Factors and other criteria.
8.3 Exercise Period and Expiration Date. A SAR will be exercisable within the times or upon the occurrence of events determined by
the Committee and set forth in the Award Agreement governing such SAR. The SAR Agreement shall set forth the expiration date; provided that no SAR will
be exercisable after the expiration of seven (7) years from the date the SAR is granted. The Committee may also provide for SARs to become exercisable at
one time or from time to time, periodically or otherwise (including, without limitation, upon the attainment during a Performance Period of performance goals
based on Performance Factors), in such number of Shares or percentage of the Shares subject to the SAR as the Committee determines. Except as may be set
forth in the Participant’s Award Agreement, vesting ceases on such Participant’s Termination Date (unless determined otherwise by the Committee).
Notwithstanding the foregoing, the rules of Section 5.6 also will apply to SARs.
8.4 Form of Settlement. Upon exercise of a SAR, a Participant will be entitled to receive payment from the Company in an amount
determined by multiplying (i) the difference between the Fair Market Value of a Share on the date of exercise over the Exercise Price; times (ii) the number of
Shares with respect to which the SAR is exercised. At the discretion of the Committee, the payment from the Company for the SAR exercise may be in cash, in
Shares of equivalent value, or in some combination thereof. The portion of a SAR being settled may be paid currently or on a deferred basis with such interest
or dividend equivalent, if any, as the Committee determines, provided that the terms of the SAR and any deferral satisfy the requirements of Section 409A of
the Code.
8 .5 Termination of Participation . Except as may be set forth in the Participant’s Award Agreement, vesting ceases on such
Participant’s Termination Date (unless determined otherwise by the Committee).
9. RESTRICTED STOCK UNITS.
9.1 Awards of Restricted Stock Units. A Restricted Stock Unit (“ RSU”) is an award to a Participant covering a number of Shares that
may be settled in cash, or by issuance of those Shares (which may consist of Restricted Stock). All RSUs shall be made pursuant to an Award Agreement.

9.2 Terms of RSUs. The Committee will determine the terms of an RSU including, without limitation: (a) the number of Shares subject
to the RSU; (b) the time or times during which the RSU may be settled; and (c) the consideration to be distributed on settlement, and the effect of the
Participant’s Termination on each RSU. An RSU may be awarded upon satisfaction of such performance goals based on Performance Factors during any
Performance Period as are set out in advance in the Participant’s Award Agreement. If the RSU is being earned upon satisfaction of Performance Factors, then
the Committee will: (x) determine the nature, length and starting date of any Performance Period for the RSU; (y) select from among the Performance Factors
to be used to measure the performance, if any; and (z) determine the number of Shares deemed subject to the RSU. Performance Periods may overlap and
participants may participate simultaneously with respect to RSUs that are subject to different Performance Periods and different performance goals and other
criteria.
9.3 Form and Timing of Settlement. Payment of earned RSUs shall be made as soon as practicable after the date(s) determined by the
Committee and set forth in the Award Agreement. The Committee, in its sole discretion, may settle earned RSUs in cash, Shares, or a combination of both.
The Committee may also permit a Participant to defer payment under a RSU to a date or dates after the RSU is earned provided that the terms of the RSU and
any deferral satisfy the requirements of Section 409A of the Code.
9.4 Termination of Participant . Except as may be set forth in the Participant’s Award Agreement, vesting ceases on such Participant’s
Termination Date (unless determined otherwise by the Committee).
10. PERFORMANCE AWARDS.
10.1 Performance Awards . Performance Awards may be granted in the form of either Performance Shares or Performance Units. Each
Award Agreement evidencing a Performance Award shall specify the number of Performance Shares or Performance Units subject thereto, the Performance
Award Formula, the Performance Goal(s) and Performance Period applicable to the Award, and the other terms, conditions and restrictions of the Award.
10.2 Terms of Performance Awards . The Committee will determine the terms of a Performance Award including, without limitation:
(a) the number of Shares subject to the Performance Award; (b) the time or times during which the Performance Award may be settled; and (c) the
consideration to be distributed on settlement, and the effect of the Participant’s Termination on each Performance Award. A Performance Award may be
awarded upon satisfaction of such performance goals based on Performance Factors during any Performance Period as are set out in advance in the
Participant’s Award Agreement. If the Performance Award is being earned upon satisfaction of Performance Factors, then the Committee will: (x) determine
the nature, length and starting date of any Performance Period for the Performance Award; (y) select from among the Performance Factors to be used to
measure the performance, if any; and (z) determine the number of Shares deemed subject to the Performance Award. Performance Periods may overlap and
participants may participate simultaneously with respect to Performance Awards that are subject to different Performance Periods and different performance
goals and other criteria.
10.3 Form and Timing of Settlement. Payment of earned Performance Awards shall be made as soon as practicable after the date(s)
determined by the Committee and set forth in the Award Agreement. The Committee, in its sole discretion, may settle earned Performance Awards in cash,
Shares, or a combination of both. The Committee may also permit a Participant to defer payment under a Performance Award to a date or dates after the
Performance Award is earned provided that the terms of the Performance Award and any deferral satisfy the requirements of Section 409A of the Code.

10.4 Termination of Participant. Except as may be set forth in the Participant’s Award Agreement, vesting ceases on such Participant’s
Termination Date (unless determined otherwise by the Committee).
11. PAYMENT FOR SHARE PURCHASES.
Payment from a Participant for Shares purchased pursuant to this Plan may be made in cash or by check or, where expressly approved
for the Participant by the Committee and where permitted by law (and to the extent not otherwise set forth in the applicable Award Agreement):
(a) by cancellation of indebtedness of the Company to the Participant;
(b) by surrender of shares of the Company held by the Participant that have a Fair Market Value on the date of surrender
equal to the aggregate exercise price of the Shares as to which said Award will be exercised or settled;
(c) by waiver of compensation due or accrued to the Participant for services rendered or to be rendered to the Company or
a Parent or Subsidiary of the Company;
(d) by consideration received by the Company pursuant to a broker-assisted or other form of cashless exercise program
implemented by the Company in connection with the Plan;
(e) by any combination of the foregoing; or
(f) by any other method of payment as is permitted by applicable law.
12. GRANTS TO NON-EMPLOYEE DIRECTORS.
12.1 Types of Awards. Non-Employee Directors are eligible to receive any type of Award offered under this Plan except ISOs. Awards
pursuant to this Section 12 may be automatically made pursuant to policy adopted by the Board, or made from time to time as determined in the discretion of
the Board.
12.2 Eligibility. Awards pursuant to this Section 12 shall be granted only to Non-Employee Directors. A Non-Employee Director who
is elected or re-elected as a member of the Board will be eligible to receive an Award under this Section 12.
12.3 Vesting, Exercisability and Settlement. Except as set forth in Section 21, Awards shall vest, become exercisable and be settled as
determined by the Board. With respect to Options and SARs, the exercise price granted to Non-Employee Directors shall not be less than the Fair Market
Value of the Shares at the time that such Option or SAR is granted.
13. WITHHOLDING TAXES.
13.1 Withholding Generally. Whenever Shares are to be issued in satisfaction of Awards granted under this Plan, the Company may
require the Participant to remit to the Company an amount sufficient to satisfy applicable federal, state, local and international withholding tax requirements
prior to the delivery of Shares pursuant to exercise or settlement of any Award. Whenever payments in satisfaction of Awards granted under this Plan are to be
made in cash, such payment will be net of an amount sufficient to satisfy applicable federal, state, local and international withholding tax requirements.

13.2 Stock Withholding. The Committee, in its sole discretion and pursuant to such procedures as it may specify from time to time,
may require or permit a Participant to satisfy such tax withholding obligation, in whole or in part by (without limitation) (i) paying cash, (ii) electing to have
the Company withhold otherwise deliverable cash or Shares having a Fair Market Value equal to the minimum statutory amount required to be withheld, or
(iii) delivering to the Company already-owned Shares having a Fair Market Value equal to the minimum amount required to be withheld. The Fair Market
Value of the Shares to be withheld or delivered will be determined as of the date that the taxes are required to be withheld.
14. TRANSFERABILITY.
14.1 Transfer Generally. Unless determined otherwise by the Committee, 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. If the Committee makes an Award transferable,
including, without limitation, by instrument to an inter vivos or testamentary trust in which the Awards are to be passed to beneficiaries upon the death of the
trustor (settlor) or by gift to a Permitted Transferee, such Award will contain such additional terms and conditions as the Administrator deems appropriate.
14.2 Award Transfer Program. Notwithstanding any contrary provision of the Plan, the Committee shall have all discretion and
authority to determine and implement the terms and conditions of any Award Transfer Program instituted pursuant to this Section 14.2 and shall have the
authority to amend the terms of any Award participating, or otherwise eligible to participate in, the award transfer program, including (but not limited to) the
authority to (i) amend (including to extend) the expiration date, post-termination exercise period and/or forfeiture conditions of any such Award, (ii) amend
or remove any provisions of the Award relating to the Award holder’s continued service to the Company, (iii) amend the permissible payment methods with
respect to the exercise or purchase of any such Award, (iv) amend the adjustments to be implemented in the event of changes in the capitalization and other
similar events with respect to such Award, and (v) make such other changes to the terms of such Award as the Committee deems necessary or appropriate in its
sole discretion. Notwithstanding anything to the contrary in the Plan, in no event will the Committee have the right to determine and implement the terms
and conditions of any Award Transfer Program without stockholder approval.
15. PRIVILEGES OF STOCK OWNERSHIP; RESTRICTIONS ON SHARES.
15.1 Voting and Dividends. No Participant will have any of the rights of a stockholder with respect to any Shares until the Shares are
issued to the Participant. After Shares are issued to the Participant, the Participant will be a stockholder and have all the rights of a stockholder with respect to
such Shares, including the right to vote and receive all dividends or other distributions made or paid with respect to such Shares; provided, that if such Shares
are Restricted Stock, then any new, additional or different securities the Participant may become entitled to receive with respect to such Shares by virtue of a
stock dividend, stock split or any other change in the corporate or capital structure of the Company will be subject to the same restrictions as the Restricted
Stock; provided, further, that the Participant will have no right to retain such stock dividends or stock distributions with respect to Shares that are
repurchased at the Participant’s Purchase Price or Exercise Price, as the case may be, pursuant to Section 15.2. However, the Committee, in its discretion, may
provide in the Award Agreement evidencing any Award that the Participant shall be entitled to Dividend Equivalent Rights with respect to the payment of
cash dividends on Shares during the period beginning on the date the Award is granted and ending, with respect to each share subject to the Award, on the
earlier of the date on which the Award is exercised or settled or the date on which they are forfeited. Such Dividend Equivalent Rights, if any, shall be
credited to the Participant in the form of additional whole Shares as of the date of payment of such cash dividends on Shares.

15.2 Restrictions on Shares. At the discretion of the Committee, the Company may reserve to itself and/or its assignee(s) a right to
repurchase (a “Right of Repurchase”) a portion of any or all Unvested Shares held by a Participant following such Participant’s Termination at any time
within ninety (90) days after the later of the Participant’s Termination Date and the date the Participant purchases Shares under this Plan, for cash and/or
cancellation of purchase money indebtedness, at the Participant’s Purchase Price or Exercise Price, as the case may be.
16. CERTIFICATES. All certificates for Shares or other securities delivered under this Plan will be subject to such stock transfer orders, legends
and other restrictions as the Committee may deem necessary or advisable, including restrictions under any applicable federal, state or foreign securities law,
or any rules, regulations and other requirements of the SEC or any stock exchange or automated quotation system upon which the Shares may be listed or
quoted.
17. ESCROW; PLEDGE OF SHARES. To enforce any restrictions on a Participant’s Shares, the Committee may require the Participant to deposit
all certificates representing Shares, together with stock powers or other instruments of transfer approved by the Committee, appropriately endorsed in blank,
with the Company or an agent designated by the Company to hold in escrow until such restrictions have lapsed or terminated, and the Committee may cause
a legend or legends referencing such restrictions to be placed on the certificates. Any Participant who is permitted to execute a promissory note as partial or
full consideration for the purchase of Shares under this Plan will be required to pledge and deposit with the Company all or part of the Shares so purchased as
collateral to secure the payment of the Participant’s obligation to the Company under the promissory note; provided, however, that the Committee may
require or accept other or additional forms of collateral to secure the payment of such obligation and, in any event, the Company will have full recourse
against the Participant under the promissory note notwithstanding any pledge of the Participant’s Shares or other collateral. In connection with any pledge of
the Shares, the Participant will be required to execute and deliver a written pledge agreement in such form as the Committee will from time to time approve.
The Shares purchased with the promissory note may be released from the pledge on a pro rata basis as the promissory note is paid.
18. EXCHANGE AND BUYOUT OF AWARDS. The repricing of Options or SARs is not permitted without prior stockholder approval. Repricing
is defined as the terms of outstanding awards may not be amended to reduce the exercise price of outstanding Options or SARs or cancel, substitute, buyout
or exchange outstanding Options or SARs in exchange for cash, other Awards or Options or SARs with an exercise price that is less than the exercise price of
the original Options or SARs. The Committee may, at any time or from time to time authorize the Company, in the case of an Option or SAR exchange with
stockholder approval, and with the consent of the respective Participants (unless not required pursuant to Section 5.9 of the Plan), to pay cash or issue new
Awards in exchange for the surrender and cancellation of any, or all, outstanding Awards.
19. SECURITIES LAW AND OTHER REGULATORY COMPLIANCE . An Award will not be effective unless such Award is in compliance
with all applicable federal and state securities laws, rules and regulations of any governmental body, and the requirements of any stock exchange or
automated quotation system upon which the Shares may then be listed or quoted, as they are in effect on the date of grant of the Award and also on the date of
exercise or other issuance. Notwithstanding any other provision in this Plan, the Company will have no obligation to issue or deliver certificates for Shares
under this Plan prior to: (a) obtaining any approvals from governmental agencies that the Company determines are necessary or advisable; and/or
(b) completion of any registration or other qualification of such Shares under any state or federal law or ruling of any governmental body that the Company
determines to be necessary or advisable. The Company will be under no obligation to register the Shares with the SEC or to effect compliance with the
registration, qualification or listing requirements

of any state securities laws, stock exchange or automated quotation system, and the Company will have no liability for any inability or failure to do so.
20. NO OBLIGATION TO EMPLOY. Nothing in this Plan or any Award granted under this Plan will confer or be deemed to confer on any
Participant any right to continue in the employ of, or to continue any other relationship with, the Company or any Parent or Subsidiary of the Company or
limit in any way the right of the Company or any Parent or Subsidiary of the Company to terminate Participant’s employment or other relationship at any
time.
21. CORPORATE TRANSACTIONS.
21.1 Assumption or Replacement of Awards by Successor . In the event of a Corporate Transaction any or all outstanding Awards may
be assumed or replaced by the successor corporation, which assumption or replacement shall be binding on all Participants. In the alternative, the successor
corporation may substitute equivalent Awards or provide substantially similar consideration to Participants as was provided to stockholders (after taking into
account the existing provisions of the Awards). The successor corporation may also issue, in place of outstanding Shares of the Company held by the
Participant, substantially similar shares or other property subject to repurchase restrictions no less favorable to the Participant. In the event such successor or
acquiring corporation (if any) refuses to assume, convert, replace or substitute Awards, as provided above, pursuant to a Corporate Transaction, then
notwithstanding any other provision in this Plan to the contrary, unless otherwise determined by the Committee, such Awards shall terminate and cease to be
outstanding effective as of the time of consummation of the Corporate Transaction. In such event, the Committee will notify the Participant in writing or
electronically that such Award will be exercisable for a period of time determined by the Committee in its sole discretion, and such Award will terminate
upon the expiration of such period. Awards need not be treated similarly in a Corporate Transaction.
21.2 Assumption of Awards by the Company . The Company, from time to time, also may substitute or assume outstanding awards
granted by another company, whether in connection with an acquisition of such other company or otherwise, by either; (a) granting an Award under this Plan
in substitution of such other company’s award; or (b) assuming such award as if it had been granted under this Plan if the terms of such assumed award could
be applied to an Award granted under this Plan. Such substitution or assumption will be permissible if the holder of the substituted or assumed award would
have been eligible to be granted an Award under this Plan if the other company had applied the rules of this Plan to such grant. In the event the Company
assumes an award granted by another company, the terms and conditions of such award will remain unchanged (except that the Purchase Price or the Exercise
Price, as the case may be, and the number and nature of Shares issuable upon exercise or settlement of any such Award will be adjusted appropriately pursuant
to Section 424(a) of the Code). In the event the Company elects to grant a new Option in substitution rather than assuming an existing option, such new
Option may be granted with a similarly adjusted Exercise Price.
21.3 Non-Employee Directors’ Awards. Notwithstanding any provision to the contrary herein, in the event of a Corporate Transaction,
the vesting of all Awards granted to Non-Employee Directors shall accelerate and such Awards shall become exercisable (as applicable) in full prior to the
consummation of such event at such times and on such conditions as the Committee determines.
22. ADOPTION AND STOCKHOLDER APPROVAL . This Plan shall be submitted for the approval of the Company’s stockholders, consistent
with applicable laws, within twelve (12) months before or after the date this Plan is adopted by the Board.

23. TERM OF PLAN/GOVERNING LAW. Unless earlier terminated as provided herein, this Plan will become effective on the Effective Date and
will terminate ten (10) years from the date this Plan is adopted by the Board. This Plan and all Awards granted hereunder shall be governed by and construed
in accordance with the laws of the State of Delaware.
24. AMENDMENT OR TERMINATION OF PLAN. The Board may at any time terminate or amend this Plan in any respect, including, without
limitation, amendment of any form of Award Agreement or instrument to be executed pursuant to this Plan; provided, however, that the Board will not,
without the approval of the stockholders of the Company, amend this Plan in any manner that requires such stockholder approval; provided further, that a
Participant’s Award shall be governed by the version of this Plan then in effect at the time such Award was granted.
25. NONEXCLUSIVITY OF THE PLAN. Neither the adoption of this Plan by the Board, the submission of this Plan to the stockholders of the
Company for approval, nor any provision of this Plan will be construed as creating any limitations on the power of the Board to adopt such additional
compensation arrangements as it may deem desirable, including, without limitation, the granting of stock awards and bonuses otherwise than under this Plan,
and such arrangements may be either generally applicable or applicable only in specific cases.
26. INSIDER TRADING POLICY. Each Participant who receives an Award shall comply with any policy adopted by the Company from time to
time covering transactions in the Company’s securities by Employees, officers and/or directors of the Company.
27. DEFINITIONS. As used in this Plan, and except as elsewhere defined herein, the following terms will have the following meanings:
“Award” means any award under the Plan, including any Option, Restricted Stock, Stock Bonus, Stock Appreciation Right, Restricted Stock Unit
or award of Performance Shares.
“Award Agreement ” means, with respect to each Award, the written or electronic agreement between the Company and the Participant setting
forth the terms and conditions of the Award, which shall be in substantially a form (which need not be the same for each Participant) that the Committee has
from time to time approved, and will comply with and be subject to the terms and conditions of this Plan.
“Award Transfer Program” means, any program instituted by the Committee that would permit Participants the opportunity to transfer for value
any outstanding Awards to a financial institution or other person or entity approved by the Committee. A transfer for “value” shall not be deemed to occur
under this Plan where an Award is transferred by a Participant for bona fide estate planning purposes to a trust or other testamentary vehicle approved by the
Committee.
“Board” means the Board of Directors of the Company.
“Cause” means unless such term or an equivalent term is otherwise defined with respect to an Award by the Participant’s Award Agreement or by a
written contract of employment or service, any of the following: (i) the Participant’s theft, dishonesty, willful misconduct, breach of fiduciary duty for
personal profit, or falsification of any Company documents or records; (ii) the Participant’s material failure to abide by a Company’s code of conduct or other
policies (including, without limitation, policies relating to confidentiality and reasonable workplace

conduct); (iii) the Participant’s unauthorized use, misappropriation, destruction or diversion of any tangible or intangible asset or corporate opportunity of a
Company (including, without limitation, the Participant’s improper use or disclosure of a Company’s confidential or proprietary information); (iv) any
intentional act by the Participant which has a material detrimental effect on a Company’s reputation or business; (v) the Participant’s repeated failure or
inability to perform any reasonable assigned duties after written notice from a Company of, and a reasonable opportunity to cure, such failure or inability;
(vi) any material breach by the Participant of any employment, service, non-disclosure, non-competition, non-solicitation or other similar agreement between
the Participant and a Company, which breach is not cured pursuant to the terms of such agreement; or (vii) the Participant’s conviction (including any plea of
guilty or nolo contendere) of any criminal act involving fraud, dishonesty, misappropriation or moral turpitude, or which impairs the Participant’s ability to
perform his or her duties with a Company.
“Code” means the United States Internal Revenue Code of 1986, as amended, and the regulations promulgated thereunder.
“Committee” means the Compensation Committee of the Board or those persons to whom administration of the Plan, or part of the Plan, has been
delegated as permitted by law.
“Common Stock” means the common stock of the Company.
“Company” means Immersion Corporation, or any successor corporation.
“Consultant” means any person, including an advisor or independent contractor, engaged by the Company or a Parent or Subsidiary to render
services to such entity.
“Corporate Transaction” means the occurrence of any of the following events: (i) any “person” (as such term is used in Sections 13(d) and 14(d)
of the Exchange Act) becomes the “beneficial owner” (as defined in Rule 13d-3 of the Exchange Act), directly or indirectly, of securities of the Company
representing fifty percent (50%) or more of the total voting power represented by the Company’s then-outstanding voting securities; (ii) the consummation of
the sale or disposition by the Company of all or substantially all of the Company’s assets; (iii) the consummation of a merger or consolidation of the
Company with any other corporation, other than a merger or consolidation which would result in the voting securities of the Company outstanding
immediately prior thereto continuing to represent (either by remaining outstanding or by being converted into voting securities of the surviving entity or its
parent) at least fifty percent (50%) of the total voting power represented by the voting securities of the Company or such surviving entity or its parent
outstanding immediately after such merger or consolidation or (iv) any other transaction which qualifies as a “corporate transaction” under Section 424(a) of
the Code wherein the stockholders of the Company give up all of their equity interest in the Company (except for the acquisition, sale or transfer of all or
substantially all of the outstanding shares of the Company). Notwithstanding the foregoing, to the extent that any amount constituting deferred
compensation as defined in Section 409A of the Code) would become payable under this Plan by reason of a Change in Control, such amount shall become
payable only if the event constituting a Change in Control would also constitute a change in ownership or

effective control of the Company or a change in the ownership of a substantial portion of the assets of the Company (both as defined in Section 409A of the
Code.
“Director” means a member of the Board.
“Disability” means in the case of incentive stock options, total and permanent disability as defined in Section 22(e)(3) of the Code and in the case
of other Awards, that the Participant is unable to engage in any substantial gainful activity by reason of any medically determinable physical or mental
impairment that can be expected to result in death or can be expected to last for a continuous period of not less than 12 months.
“Dividend Equivalent Right” means the right of a Participant, granted at the discretion of the Committee or as otherwise provided by the Plan, to
receive a credit for the account of such Participant in an amount equal to the cash dividends paid on one Share for each Share represented by an Award held
by such Participant.
“Effective Date” means the date the Plan is approved by stockholders of the Company, which shall be within twelve (12) months of the approval
of the Plan by the Board.
“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 will be sufficient to constitute “employment” by the Company.
“Exchange Act” means the United States Securities Exchange Act of 1934, as amended.
“Exchange Program” means a program approved by stockholders of the Company pursuant to which outstanding Awards are surrendered,
cancelled or exchanged for cash, the same type of Award or a different Award (or combination thereof).
“Exercise Price” means, with respect to an Option, the price at which a holder may purchase the Shares issuable upon exercise of an Option and
with respect to a SAR, the price at which the SAR is granted to the holder thereof.
“Fair Market Value” means, as of any date, the value of a share of the Company’s Common Stock determined as follows:
(a) if such Common Stock is publicly traded and is then listed on a national securities exchange, its closing price on the
date of determination on the principal national securities exchange on which the Common Stock is listed or admitted to trading as reported in The Wall
Street Journal;
(b) if such Common Stock is publicly traded but is neither listed nor admitted to trading on a national securities
exchange, the average of the closing bid and asked prices on the date of determination as reported in The Wall Street Journal;

(c) if none of the foregoing is applicable, by the Board or the Committee in good faith.
“Insider” means an officer or director of the Company or any other person whose transactions in the Company’s Common Stock are subject to
Section 16 of the Exchange Act.
“Non-Employee Director” means a Director who is not an Employee of the Company or any Parent or Subsidiary.
“Option” means an award of an option to purchase Shares pursuant to Section 5 or Section 12.
“Parent” means any corporation (other than the Company) in an unbroken chain of corporations ending with the Company if each of such
corporations other than the Company owns stock possessing fifty percent (50%) or more of the total combined voting power of all classes of stock in one of
the other corporations in such chain.
“Participant” means a person who holds an Award under this Plan.
“Performance Award” means an Award granted pursuant to Section 10 or Section 12 of the Plan.
“Performance Factors” means any of the factors selected by the Committee and specified in an Award Agreement, from among the following
objective measures:
(i)

revenue;

(ii)

sales;

(iii)

expenses;

(iv)

operating income;

(v)

gross margin;

(vi)

operating margin;

(vii)

earnings before any one or more of: stock-based compensation expense, interest, taxes, depreciation and amortization;

(viii)

pre-tax profit;

(ix)

net operating income;

(x)

net income;

(xi)

economic value added;

(xii)

free cash flow;

(xiii)

operating cash flow;

(xiv)

balance of cash, cash equivalents and marketable securities;

(xv)

stock price;

(xvi)

earnings per share;

(xvii)

return on stockholder equity;

(xviii)

return on capital;

(xix)

return on assets;

(xx)

return on investment;

(xxi)

employee satisfaction;

(xxii)

employee retention;

(xxiii)

market share;

(xxiv)

customer satisfaction;

(xxv)

product development;

(xxvi)

research and development expenses;

(xxvii)

completion of an identified special project; and

(xxviii)

completion of a joint venture or other corporate transaction.

Performance Factors shall be calculated with respect to the Company and each Subsidiary consolidated therewith for financial reporting purposes
or such division or other business unit as may be selected by the Committee. For purposes of the Plan, the Performance Factors applicable to a Performance
Award shall be calculated in accordance with generally accepted accounting principles, if applicable, but prior to the accrual or payment of any Performance
Award for the same Performance Period and excluding the effect (whether positive or negative) of any change in accounting standards or any extraordinary,
unusual or nonrecurring item, as determined by the Committee, occurring after the establishment of the Performance Goals applicable to the Performance
Award. Each such adjustment, if any, shall be made solely for the purpose of providing a consistent basis from period to period for the calculation of
Performance Factors in order to prevent the dilution or enlargement of the Participant’s rights with respect to a Performance Award.
“Performance Period” means the period of service determined by the Committee, not to exceed five (5) years, during which years of service or
performance is to be measured for the Award.

“Performance Share” means a right to receive Shares pursuant to Section 10 of the Plan.
“Permitted Transferee” means any child, stepchild, grandchild, parent, stepparent, grandparent, spouse, former spouse, sibling, niece, nephew,
mother-in-law, father-in-law, son-in-law, daughter-in-law, brother-in-law, or sister-in-law (including adoptive relationships) of the Employee, any person
sharing the Employee’s household (other than a tenant or employee), a trust in which these persons (or the Employee) have more than 50% of the beneficial
interest, a foundation in which these persons (or the Employee) control the management of assets, and any other entity in which these persons (or the
Employee) own more than 50% of the voting interests.
“Performance Unit” means the right to receive cash pursuant to Section 10 of the Plan.
“Plan” means this Immersion Corporation 2011 Equity Incentive Plan.
“Purchase Price” means the price to be paid for Shares acquired under the Plan, other than Shares acquired upon exercise of an Option or SAR.
“Restricted Stock Award” means an award of Shares pursuant to Section 6 or Section 12 of the Plan, or issued pursuant to the early exercise of an
Option.
“Restricted Stock Unit” means an Award granted pursuant to Section 9 or Section 12 of the Plan.
“SEC” means the United States Securities and Exchange Commission.
“Securities Act” means the United States Securities Act of 1933, as amended.
“Shares” means shares of the Company’s Common Stock and the common stock of any successor security.
“Stock Appreciation Right” means an Award granted pursuant to Section 8 or Section 12 of the Plan.
“Stock Bonus” means an Award granted pursuant to Section 7 or Section 12 of the Plan.
“Subsidiary” means any corporation (other than the Company) in an unbroken chain of corporations beginning with the Company if each of the
corporations other than the last corporation in the unbroken chain owns stock possessing fifty percent (50%) or more of the total combined voting power of
all classes of stock in one of the other corporations in such chain.
“Termination” or “Terminated” means, for purposes of this Plan with respect to a Participant, that the Participant has for any reason ceased to
provide services as an employee, officer, director, consultant, independent contractor or advisor to the Company or a Parent or Subsidiary of the Company.
An employee will not be deemed to have ceased to provide services in the case of (i) sick leave, (ii) military leave, or (iii) any other leave of absence
approved by the Committee; provided, that such leave is for a period of not more than 90 days, unless reemployment upon the expiration of such leave is
guaranteed by contract or statute or unless provided otherwise pursuant to formal policy adopted from time to time by the Company and

issued and promulgated to employees in writing. In the case of any employee on an approved leave of absence, the Committee may make such provisions
respecting suspension of vesting of the Award while on leave from the employ of the Company or a Parent or Subsidiary of the Company as it may deem
appropriate, except that in no event may an Award be exercised after the expiration of the term set forth in the applicable Award Agreement. The Committee
will have sole discretion to determine whether a Participant has ceased to provide services and the effective date on which the Participant ceased to provide
services (the “Termination Date”).
“Unvested Shares” means Shares that have not yet vested or are subject to a right of repurchase in favor of the Company (or any successor thereto).

Exhibit 10.2
IMMERSION CORPORATION
2011 EQUITY INCENTIVE PLAN
STOCK OPTION AWARD AGREEMENT
Unless otherwise defined in this Stock Option Award Agreement (the “ Agreement”), any capitalized terms used herein shall have the meaning
ascribed to them in the Immersion Corporation (the “Company”) 2011 Equity Incentive Plan (the “Plan”).
Participant has been granted an option to purchase Shares (the “Option”), subject to the terms and conditions of the Plan, the Notice of Stock
Option Grant (the “Notice”) and this Agreement.
1 . Vesting Rights. Subject to the applicable provisions of the Plan and this Agreement, this Option may be exercised, in whole or in part, in
accordance with the schedule set forth in the Notice.
2. Termination Period.
(a) General Rule. Except as provided below, and subject to the Plan, this Option may be exercised for three months after termination
of Participant’s employment with the Company for any reason except for Cause or the Participant’s death or Disability. In no event shall this Option be
exercised later than the Expiration Date set forth in the Notice.
(b ) Death; Disability. Unless provided otherwise in the Notice, upon the termination of Participant’s service to the Company by
reason of his or her Disability or death, or if a Participant dies within three months of the Termination Date, this Option may be exercised for twelve months,
provided that in no event shall this Option be exercised later than the Expiration Date set forth in the Notice.
(c) Cause. Upon the termination of Participant’s employment by the Company for Cause, the Option shall expire on such date of
Participant’s Termination Date. For purposes of this Agreement, “Cause” shall be defined in the Plan.
3. Grant of Option. The Participant named in the Notice has been granted an Option for the number of Shares set forth in the Notice at the exercise
price per Share set forth in the Notice (the “Exercise Price”). In the event of a conflict between the terms and conditions of the Plan and the terms and
conditions of this Agreement, the terms and conditions of the Plan shall prevail. If designated in the Notice as an Incentive Stock Option (“ISO”), this Option
is intended to qualify as an Incentive Stock Option under Section 422 of the Code. However, if this Option is intended to be an ISO, to the extent that it
exceeds the $100,000 rule of Code Section 422(d) it shall be treated as a Nonqualified Stock Option (“NSO”).
4. Exercise of Option.
(a) Right to Exercise. This Option is exercisable during its term in accordance with the Vesting Schedule set forth in the Notice and
the applicable provisions of the Plan and this Agreement. In the event of Participant’s death, Disability, Termination for Cause or other Termination, the
exercisability of the Option is governed by the applicable provisions of the Plan, the Notice and this Agreement.
(b) Method of Exercise. This Option is exercisable by delivery of an exercise notice (the “Exercise Notice”), which shall state the
election to exercise the Option, the number of Shares in respect of which the Option is being exercised (the “Exercised Shares”), and such other
representations and agreements as may be required by the Company pursuant to the provisions of the Plan. The Exercise Notice shall be delivered in person,
by mail, via electronic mail or facsimile or by other authorized method to the Secretary of the Company or other person designated by the Company. The
Exercise Notice shall be accompanied by payment of the aggregate

Exercise Price as to all Exercised Shares. This Option shall be deemed to be exercised upon receipt by the Company of such fully executed Exercise Notice
accompanied by such aggregate Exercise Price.
(c) No Shares shall be issued pursuant to the exercise of this Option unless such issuance and exercise complies with all relevant
provisions of law and the requirements of any stock exchange or quotation service upon which the Shares are then listed. Assuming such compliance, for
income tax purposes the Exercised Shares shall be considered transferred to the Participant on the date the Option is exercised with respect to such Exercised
Shares.
5. Method of Payment. Payment of the aggregate Exercise Price shall be by any of the following, or a combination thereof, at the election of the
Participant:
(a) cash;
(b) check;
(c) a “broker-assisted” or “same-day sale” (as described in Section 11(d) of the Plan); or
(d) other method authorized by the Company, including a Company approved cashless exercise program.
6. Non-Transferability of Option. This Option may not be transferred in any manner other than by will or by the laws of descent or distribution or
court order and may be exercised during the lifetime of Participant only by the Participant unless otherwise permitted by the Committee on a case-by-case
basis. The terms of the Plan and this Agreement shall be binding upon the executors, administrators, heirs, successors and assigns of the Participant.
7. Term of Option. This Option shall in any event expire on the expiration date set forth in the Notice, which date is 7 years after the Date of Grant
(five years after the Date of Grant if this option is designated as an ISO in the Notice of Stock Option Grant and Section 5.3 of the Plan applies).
8. Beneficial Ownership of Shares; Certificate Registration. The Participant hereby authorizes the Company, in its sole discretion, to deposit for
the benefit of the Participant with any broker with which the Participant has an account relationship of which the Company has notice any or all Shares
acquired by the Participant pursuant to the exercise of the Option. Except as provided by the preceding sentence, a certificate for the Shares as to which the
Option is exercised shall be registered in the name of the Participant, or, if applicable, in the names of the heirs of the Participant.
9. U.S. Tax Consequences. For Participants subject to U.S. income tax, some of the federal tax consequences relating to this Option, as of the date
of this Option, are set forth below. All other Participants should consult a tax advisor for tax consequences relating to this Option in their respective
jurisdiction. THIS SUMMARY IS NECESSARILY INCOMPLETE, AND THE TAX LAWS AND REGULATIONS ARE SUBJECT TO CHANGE. THE
PARTICIPANT SHOULD CONSULT A TAX ADVISOR BEFORE EXERCISING THIS OPTION OR DISPOSING OF THE SHARES.
(a) Exercising the Option.
(i) Nonqualified Stock Option. The Participant may incur federal ordinary income tax liability upon exercise of a NSO.
The Participant will be treated as having received compensation income (taxable at ordinary income tax rates) equal to the excess, if any, of the Fair Market
Value of the Exercised Shares on the date of exercise over their aggregate Exercise Price. If the Participant is an Employee or a former Employee, the
Company will be required to withhold from his or her compensation an amount equal to the minimum amount the Company is required to withhold for
income and employment taxes or collect from Participant and pay to the applicable taxing authorities an amount in cash equal to a percentage of this
compensation income at the time of
2

exercise, and may refuse to honor the exercise and refuse to deliver Shares if such withholding amounts are not delivered at the time of exercise.
(ii) Incentive Stock Option. If this Option qualifies as an ISO, the Participant will have no regular federal income tax
liability upon its exercise, although the excess, if any, of the aggregate Fair Market Value of the Exercised Shares on the date of exercise over their aggregate
Exercise Price will be treated as an adjustment to alternative minimum taxable income for federal tax purposes and may subject the Participant to alternative
minimum tax in the year of exercise.
(b) Disposition of Shares.
(i) NSO. If the Participant holds NSO Shares for at least one year, any gain realized on disposition of the Shares will be
treated as long-term capital gain for federal income tax purposes.
(ii) ISO. If the Participant holds ISO Shares for at least one year after exercise and two years after the grant date, any gain
realized on disposition of the Shares will be treated as long-term capital gain for federal income tax purposes. If the Participant disposes of ISO Shares within
one year after exercise or two years after the grant date, any gain realized on such disposition will be treated as compensation income (taxable at ordinary
income rates) to the extent of the excess, if any, of the lesser of (A) the difference between the Fair Market Value of the Shares acquired on the date of exercise
and the aggregate Exercise Price, or (B) the difference between the sale price of such Shares and the aggregate Exercise Price.
(c) Notice of Disqualifying Disposition of ISO Shares. If the Participant sells or otherwise disposes of any of the Shares acquired
pursuant to an ISO on or before the later of (i) two years after the grant date, or (ii) one year after the exercise date, the Participant shall immediately notify the
Company in writing of such disposition. The Participant agrees that he or she may be subject to income tax withholding by the Company on the
compensation income recognized from such early disposition of ISO Shares by payment in cash or out of the current earnings paid to the Participant.
10. No Rights as Employee, Director or Consultant. Nothing in this Agreement shall affect in any manner whatsoever the right or power of the
Company, or a Parent or Subsidiary of the Company, to terminate Participant’s service, for any reason, with or without cause.
By Participant’s signature and the signature of the Company’s representative on the Notice, Participant and the Company agree that this Option is
granted under and governed by the terms and conditions of the Plan, the Notice and this Agreement. Participant has reviewed the Plan, the Notice and this
Agreement in their entirety, has had an opportunity to obtain the advice of counsel prior to executing the Notice, and fully understands all provisions of the
Plan, the Notice and this Agreement. Participant hereby agrees to accept as binding, conclusive and final all decisions or interpretations of the Committee
upon any questions relating to the Plan, the Notice and the Agreement. Participant further agrees to notify the Company upon any change in the residence
address indicated on the Notice.
11. Entire Agreement; Enforcement of Rights. This Agreement, the Plan and the Notice constitute the entire agreement and understanding of the
parties relating to the subject matter herein and supersede all prior discussions between them. Any prior agreements, commitments or negotiations concerning
the purchase of the Shares hereunder are superseded. No modification of or amendment to this Agreement, nor any waiver of any rights under this Agreement,
shall be effective unless in writing and signed by the parties to this Agreement. The failure by either party to enforce any rights under this Agreement shall
not be construed as a waiver of any rights of such party.
12. Compliance with Laws and Regulations. The issuance of Shares will be subject to and conditioned upon compliance by the Company and
Participant with all applicable state and federal laws and regulations and with all applicable requirements of any stock exchange or automated quotation
system on which the Company’s Common Stock may be listed or quoted at the time of such issuance or transfer.
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13. Governing Law; Severability. If one or more provisions of this Agreement are held to be unenforceable under applicable law, the parties agree
to renegotiate such provision in good faith. In the event that the parties cannot reach a mutually agreeable and enforceable replacement for such provision,
then (i) such provision shall be excluded from this Agreement, (ii) the balance of this Agreement shall be interpreted as if such provision were so excluded
and (iii) the balance of this Agreement shall be enforceable in accordance with its terms. This Agreement and all acts and transactions pursuant hereto and the
rights and obligations of the parties hereto shall be governed, construed and interpreted in accordance with the laws of the State of California, without giving
effect to principles of conflicts of law.
14. Acknowledgement. The Company and Participant agree that the Option is granted under and governed by the Notice, this Agreement and by
the provisions of the Plan (incorporated herein by reference). Participant: (i) acknowledges receipt of a copy of the Plan and the Plan prospectus,
(ii) represents that Participant has carefully read and is familiar with their provisions, and (iii) hereby accepts the Option subject to all of the terms and
conditions set forth herein and those set forth in the Plan and the Notice.
4

Exhibit 10.3
IMMERSION CORPORATION
AWARD AGREEMENT (RESTRICTED STOCK UNITS) TO THE
IMMERSION CORPORATION 2011 EQUITY INCENTIVE PLAN
Unless otherwise defined herein, the terms defined in the Immersion Corporation (the “Company”) 2011 Equity Incentive Plan (the “Plan”) shall
have the same defined meanings in this Award Agreement (Restricted Stock Units) (the “Agreement”).
Participant has been granted Restricted Stock Units (“RSUs”) subject to the terms, restrictions and conditions of the Plan, the Notice of Restricted Stock Unit
Award (the “Notice”) and this Agreement.
1. Settlement. Settlement of RSUs shall be made within 30 days following the applicable date of vesting under the vesting schedule set forth in the Notice.
Settlement of RSUs shall be in Shares.
2 . No Stockholder Rights. Unless and until such time as Shares are issued in settlement of vested RSUs, Participant shall have no ownership of the Shares
allocated to the RSUs and shall have no right dividends or to vote such Shares.
3. Dividend Equivalents. Dividends, if any (whether in cash or Shares), shall not be credited to Participant.
4. Non-Transferability of RSUs. The RSUs and any interest therein shall not be sold, assigned, transferred, pledged, hypothecated, or otherwise disposed of.
5. Termination. If Participant’s service Terminates for any reason, all unvested RSUs shall be forfeited to the Company forthwith, and all rights of Participant
to such RSUs shall immediately terminate. In case of any dispute as to whether Termination has occurred, the Committee shall have sole discretion to
determine whether such Termination has occurred and the effective date of such Termination.
6. Beneficial Ownership of Shares; Certificate Registration. The Participant hereby authorizes the Company, in its sole discretion, to deposit for the benefit
of the Participant with any broker with which the Participant has an account relationship of which the Company has notice any or all Shares acquired by the
Participant pursuant to the settlement of the RSUs. Except as provided by the preceding sentence, a certificate for the Shares as to which the RSUs are settled
shall be registered in the name of the Participant, or, if applicable, in the names of the heirs of the Participant.
7 . U.S. Tax Consequences. Participant acknowledges that there will be tax consequences upon settlement of the RSUs or disposition of the Shares, if any,
received in connection therewith, and Participant should consult a tax adviser regarding Participant’s tax obligations prior to such settlement or disposition.
Upon vesting of the RSU, Participant will include in income the Fair Market Value of the Shares subject to the RSU. The included amount will be treated as
ordinary income by Participant and will be subject to withholding by the Company when required by applicable law. Upon disposition of the Shares, any
subsequent increase or decrease in value will be treated as short-term or long-term capital gain or loss, depending on whether the Shares are held for more
than one year from the date of settlement. Further, an RSU may be considered a deferral of compensation that may be subject to Section 409A of the Code.
Section 409A of the Code imposes special rules to the timing of making and effecting certain amendments of this RSU with respect to distribution of any
deferred compensation. You should consult your personal tax advisor for more information on the actual and potential tax consequences of this RSU.
8. No Rights as Employee, Director or Consultant. Nothing in this Agreement shall affect in any manner whatsoever the right or power of the Company, or a
Parent or Subsidiary of the Company, to terminate Participant’s service, for any reason, with or without cause.
By Participant’s signature and the signature of the Company’s representative on the Notice, Participant and the Company agree that this RSU is
granted under and governed by the terms and conditions of the Plan, the Notice

and this Agreement. Participant has reviewed the Plan, the Notice and this Agreement in their entirety, has had an opportunity to obtain the advice of counsel
prior to executing this Agreement, and fully understands all provisions of the Plan, the Notice and this Agreement. Participant hereby agrees to accept as
binding, conclusive and final all decisions or interpretations of the Committee upon any questions relating to the Plan, the Notice and this Agreement.
Participant further agrees to notify the Company upon any change in Participant’s residence address.
9 . Entire Agreement; Enforcement of Rights. This Agreement, the Plan and the Notice constitute the entire agreement and understanding of the parties
relating to the subject matter herein and supersede all prior discussions between them. Any prior agreements, commitments or negotiations concerning the
purchase of the Shares hereunder are superseded. No modification of or amendment to this Agreement, nor any waiver of any rights under this Agreement,
shall be effective unless in writing and signed by the parties to this Agreement. The failure by either party to enforce any rights under this Agreement shall
not be construed as a waiver of any rights of such party.
10. Compliance with Laws and Regulations. The issuance of Shares will be subject to and conditioned upon compliance by the Company and Participant
with all applicable state and federal laws and regulations and with all applicable requirements of any stock exchange or automated quotation system on
which the Company’s Common Stock may be listed or quoted at the time of such issuance or transfer.
11. Governing Law; Severability. If one or more provisions of this Agreement are held to be unenforceable under applicable law, the parties agree to
renegotiate such provision in good faith. In the event that the parties cannot reach a mutually agreeable and enforceable replacement for such provision, then
(i) such provision shall be excluded from this Agreement, (ii) the balance of this Agreement shall be interpreted as if such provision were so excluded and
(iii) the balance of this Agreement shall be enforceable in accordance with its terms. This Agreement and all acts and transactions pursuant hereto and the
rights and obligations of the parties hereto shall be governed, construed and interpreted in accordance with the laws of the State of California, without giving
effect to principles of conflicts of law.
12 Acknowledgement. The Company and Participant agree that the RSUs are granted under and governed by the Notice, this Agreement and the provisions
of the Plan. Participant: (i) acknowledges receipt of a copy of the Plan and the Plan prospectus, (ii) represents that Participant has carefully read and is familiar
with their provisions, and (iii) hereby accepts the RSUs subject to all of the terms and conditions set forth herein and those set forth in the Plan and the
Notice.
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Exhibit 10.4
IMMERSION CORPORATION
2011 EQUITY INCENTIVE PLAN
RESTRICTED STOCK AGREEMENT
THIS RESTRICTED STOCK AGREEMENT (this “Agreement”) is made as of
, 20 by and between Immersion Corporation, a Delaware
corporation (the “Company”), and
(“Participant”) pursuant to the Company’s 2011 Equity Incentive Plan (the “Plan”). Unless otherwise
defined herein, the terms defined in the Plan shall have the same meanings in this Agreement.
1. Sale of Stock. Subject to the terms and conditions of this Agreement, on the Purchase Date (as defined below) the Company will issue and sell to
Participant, and Participant agrees to purchase from the Company the number of Shares shown on the Notice of Restricted Stock Award (the “ Notice”) at a
purchase price of $
per Share. The per Share purchase price of the Shares shall be not less than the par value of the Shares as of the date of the offer of
such Shares to the Participant. The term “Shares” refers to the purchased Shares and all securities received in replacement of or in connection with the Shares
pursuant to stock dividends or splits, all securities received in replacement of the Shares in a recapitalization, merger, reorganization, exchange or the like,
and all new, substituted or additional securities or other properties to which Participant is entitled by reason of Participant’s ownership of the Shares.
2 . Time and Place of Purchase; Deliveries. The purchase and sale of the Shares under this Agreement shall occur at the principal office of the
Company simultaneously with the execution of this Agreement by the parties, or on such other date as the Company and Participant shall agree (the
“Purchase Date”). On the Purchase Date, the Company will issue in Participant’s name a stock certificate representing the Shares to be purchased by
Participant against payment of the purchase price therefor by Participant by (a) check made payable to the Company, (b) cancellation of indebtedness of the
Company to Participant, (c) Participant’s personal services that the Committee has determined have already been rendered to the Company and have a value
not less than aggregate par value of the Shares to be issued Participant, or (d) a combination of the foregoing. Participant hereby delivers to the Company at
its principal executive offices, Attn: Secretary: (a) this completed and signed Agreement, (b) two (2) copies of a blank Stock Power and Assignment Separate
from Stock Certificate in the form of Exhibit 1 attached hereto (the “Stock Powers”) and (c) the purchase price and payment or other provision for any
applicable tax obligations.
3. Restrictions on Resale. By signing this Agreement, Participant agrees not to sell any Shares acquired pursuant to the Plan and this Agreement at
a time when applicable laws, regulations or Company or underwriter trading policies prohibit exercise or sale. This restriction will apply as long as
Participant is providing service to the Company or a Subsidiary of the Company.
3.1 Repurchase Right on Termination Other Than for Cause. For the purposes of this Agreement, a “Repurchase Event” shall mean
an occurrence of one of the following:
(i) termination of Participant’s service, whether voluntary or involuntary and with or without cause;
(ii) resignation, retirement or death of Participant; or
(iii) any attempted transfer by Participant of the Shares, or any interest therein, in violation of this Agreement.
Upon the occurrence of a Repurchase Event, the Company shall have the right (but not an obligation) to purchase the Shares of Participant at a price equal to
the Purchase Price per Share (the “Repurchase Right”). The Repurchase Right shall lapse in accordance with the vesting schedule set forth in the Notice. For
purposes of this Agreement, “Unvested Shares” means Stock pursuant to which the Company’s Repurchase Right has not lapsed.

3 .2 Exercise of Repurchase Right. Unless the Company provides written notice to Participant within 90 days from the date of
termination of Participant’s service to the Company that the Company does not intend to exercise its Repurchase Right with respect to some or all of the
Unvested Shares, the Repurchase Right shall be deemed automatically exercised by the Company as of the 90th day following such termination, provided
that the Company may notify Participant that it is exercising its Repurchase Right as of a date prior to such 90th day. Unless Participant is otherwise notified
by the Company pursuant to the preceding sentence that the Company does not intend to exercise its Repurchase Right as to some or all of the Unvested
Shares, execution of this Agreement by Participant constitutes written notice to Participant of the Company’s intention to exercise its Repurchase Right with
respect to all Unvested Shares to which such Repurchase Right applies at the time of Termination of Participant. The Company, at its choice, may satisfy its
payment obligation to Participant with respect to exercise of the Repurchase Right by either (A) delivering a check to Participant in the amount of the
purchase price for the Unvested Shares being repurchased, or (B) in the event Participant is indebted to the Company, canceling an amount of such
indebtedness equal to the purchase price for the Unvested Shares being repurchased, or (C) by a combination of (A) and (B) so that the combined payment
and cancellation of indebtedness equals such purchase price. In the event of any deemed automatic exercise of the Repurchase Right by canceling an amount
of such indebtedness equal to the purchase price for the Unvested Shares being repurchased, such cancellation of indebtedness shall be deemed automatically
to occur as of the 90th day following termination of Participant’s employment or consulting relationship unless the Company otherwise satisfies its payment
obligations. As a result of any repurchase of Unvested Shares pursuant to the Repurchase Right, the Company shall become the legal and beneficial owner of
the Unvested Shares being repurchased and shall have all rights and interest therein or related thereto, and the Company shall have the right to transfer to its
own name the number of Unvested Shares being repurchased by the Company, without further action by Participant.
3 .3 Acceptance of Restrictions. Acceptance of the Shares shall constitute Participant’s agreement to such restrictions and the
legending of his or her certificates with respect thereto. Notwithstanding such restrictions, however, so long as Participant is the holder of the Shares, or any
portion thereof, he or she shall be entitled to receive all dividends declared on and to vote the Shares and to all other rights of a stockholder with respect
thereto.
3.4 Non-Transferability of Unvested Shares. In addition to any other limitation on transfer created by applicable securities laws or
any other agreement between the Company and Participant, Participant may not transfer any Unvested Shares, or any interest therein, unless consented to in
writing by a duly authorized representative of the Company. Any purported transfer is void and of no effect, and no purported transferee thereof will be
recognized as a holder of the Unvested Shares for any purpose whatsoever. Should such a transfer purport to occur, the Company may refuse to carry out the
transfer on its books, set aside the transfer, or exercise any other legal or equitable remedy. In the event the Company consents to a transfer of Unvested
Shares, all transferees of Shares or any interest therein will receive and hold such Shares or interest subject to the provisions of this Agreement, including,
insofar as applicable, the Repurchase Right. In the event of any purchase by the Company hereunder where the Shares or interest are held by a transferee, the
transferee shall be obligated, if requested by the Company, to transfer the Shares or interest to the Participant for consideration equal to the amount to be paid
by the Company hereunder. In the event the Repurchase Right is deemed exercised by the Company, the Company may deem any transferee to have
transferred the Shares or interest to Participant prior to their purchase by the Company, and payment of the purchase price by the Company to such transferee
shall be deemed to satisfy Participant’s obligation to pay such transferee for such Shares or interest, and also to satisfy the Company’s obligation to pay
Participant for such Shares or interest.
3.5 Assignment. The Repurchase Right may be assigned by the Company in whole or in part to any persons or organization.
4. Restrictive Legends and Stop Transfer Orders.
4.1 Legends. The certificate or certificates representing the Shares shall bear the following legend (as well as any legends required by
applicable state and federal corporate and securities laws):
THE SHARES REPRESENTED BY THIS CERTIFICATE MAY BE TRANSFERRED ONLY IN
ACCORDANCE WITH THE TERMS OF AN
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AGREEMENT BETWEEN THE COMPANY AND THE STOCKHOLDER, A COPY OF WHICH IS ON FILE
WITH THE SECRETARY OF THE COMPANY.
4.2 Stop-Transfer Notices. Participant agrees that, in order to ensure compliance with the restrictions referred to herein, the Company
may issue appropriate “stop transfer” instructions to its transfer agent, if any, and that, if the Company transfers its own securities, it may make appropriate
notations to the same effect in its own records.
4.3 Refusal to Transfer. The Company shall not be required (i) to transfer on its books any Shares that have been sold or otherwise
transferred in violation of any of the provisions of this Agreement or (ii) to treat as the owner or to accord the right to vote or pay dividends to any purchaser
or other transferee to whom such Shares shall have been so transferred.
5 . No Rights as Employee, Director or Consultant. Nothing in this Agreement shall affect in any manner whatsoever the right or power of the
Company, or a Parent or Subsidiary of the Company, to terminate Participant’s service, for any reason, with or without cause.
6. Miscellaneous.
6 .1 Entire Agreement; Enforcement of Rights. This Agreement, the Plan and the Notice constitute the entire agreement and
understanding of the parties relating to the subject matter herein and supersede all prior discussions between them. Any prior agreements, commitments or
negotiations concerning the purchase of the Shares hereunder are superseded. No modification of or amendment to this Agreement, nor any waiver of any
rights under this Agreement, shall be effective unless in writing and signed by the parties to this Agreement. The failure by either party to enforce any rights
under this Agreement shall not be construed as a waiver of any rights of such party.
6.2 Compliance with Laws and Regulations. The issuance of Shares will be subject to and conditioned upon compliance by the
Company and Participant with all applicable state and federal laws and regulations and with all applicable requirements of any stock exchange or automated
quotation system on which the Company’s Common Stock may be listed or quoted at the time of such issuance or transfer.
6.3 Governing Law; Severability. If one or more provisions of this Agreement are held to be unenforceable under applicable law, the
parties agree to renegotiate such provision in good faith. In the event that the parties cannot reach a mutually agreeable and enforceable replacement for such
provision, then (i) such provision shall be excluded from this Agreement, (ii) the balance of this Agreement shall be interpreted as if such provision were so
excluded and (iii) the balance of this Agreement shall be enforceable in accordance with its terms. This Agreement and all acts and transactions pursuant
hereto and the rights and obligations of the parties hereto shall be governed, construed and interpreted in accordance with the laws of the State of California,
without giving effect to principles of conflicts of law.
6.4 Construction. This Agreement is the result of negotiations between and has been reviewed by each of the parties hereto and their
respective counsel, if any; accordingly, this Agreement shall be deemed to be the product of all of the parties hereto, and no ambiguity shall be construed in
favor of or against any one of the parties hereto.
6.5 Notices. Any notice to be given under the terms of the Plan shall be addressed to the Company in care of its principal office, and
any notice to be given to the Participant shall be addressed to such Participant at the address maintained by the Company for such person or at such other
address as the Participant may specify in writing to the Company.
6.6 Counterparts. This Agreement may be executed in two or more counterparts, each of which shall he deemed an original and all of
which together shall constitute one instrument.
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6.7 Beneficial Ownership of Shares; Certificate Registration. The Participant hereby authorizes the Company, in its sole discretion,
to deposit for the benefit of the Participant with any broker with which the Participant has an account relationship of which the Company has notice any or
all Shares acquired by the Participant pursuant to the vesting of the Restricted Stock Award. Except as provided by the preceding sentence, a certificate for
the Shares as to which the Restricted Stock Award has vested shall be registered in the name of the Participant, or, if applicable, in the names of the heirs of
the Participant.
6 .8 U.S. Tax Consequences. Upon vesting of Shares, Participant will include in taxable income the difference between the Fair
Market Value of the vesting Shares, as determined on the date of their vesting, and the price paid for the Shares. This will be treated as ordinary income by
Participant and will be subject to withholding by the Company when required by applicable law. In the absence of an Election (defined below), the Company
shall withhold a number of vesting Shares with a Fair Market Value (determined on the date of their vesting) equal to the minimum amount the Company is
required to withhold for income and employment taxes. If Participant makes an Election, then Participant must, prior to making the Election, pay in cash (or
check) to the Company an amount equal to the amount the Company is required to withhold for income and employment taxes.
7. Section 83(b) Election. Participant hereby acknowledges that he or she has been informed that, with respect to the purchase of the Shares, an
election may be filed by the Participant with the Internal Revenue Service, within 30 days of the purchase of the Shares, electing pursuant to Section 83(b) of
the Code to be taxed currently on any difference between the purchase price of the Shares and their Fair Market Value on the date of purchase (the
“Election”), the form of which is attached hereto as Exhibit 2. Making the Election will result in recognition of taxable income to the Participant on the date
of purchase, measured by the excess, if any, of the Fair Market Value of the Shares over the purchase price for the Shares. Absent such an Election, taxable
income will be measured and recognized by Participant at the time or times on which the Company’s Repurchase Right lapses. Participant is strongly
encouraged to seek the advice of his or her own tax consultants in connection with the purchase of the Shares and the advisability of filing of the Election.
PARTICIPANT ACKNOWLEDGES THAT IT IS SOLELY PARTICIPANT’S RESPONSIBILITY, AND NOT THE COMPANY’S RESPONSIBILITY, TO
TIMELY FILE THE ELECTION UNDER SECTION 83(b) OF THE CODE, EVEN IF PARTICIPANT REQUESTS THE COMPANY, OR ITS
REPRESENTATIVE, TO MAKE THIS FILING ON PARTICIPANT’S BEHALF.
8 . Acknowledgement. The Company and Participant agree that the Restricted Shares are granted under and governed by the Notice, this
Agreement and by the provisions of the Plan (incorporated herein by reference). Participant: (i) acknowledges receipt of a copy of the Plan and the Plan
prospectus, (ii) represents that Participant has carefully read and is familiar with their provisions, and (iii) hereby accepts the Restricted Shares subject to all
of the terms and conditions set forth herein and those set forth in the Plan and the Notice.
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The parties have executed this Agreement as of the date first set forth above.
IMMERSION CORPORATION
By:
Its:
RECIPIENT:
Signature
Please Print Name

RECEIPT
Immersion Corporation hereby acknowledges receipt of (check as applicable):
¨

A check in the amount of $

¨

The cancellation of indebtedness in the amount of $

¨

Transfer for Personal Services

given by

as consideration for Certificate No.-

for

shares of Common Stock of Immersion Corporation

Dated:
IMMERSION CORPORATION
By:
Its:

RECEIPT AND CONSENT
The undersigned Participant hereby acknowledges receipt of a photocopy of Certificate No.Immersion Corporation (the “Company”).

for

shares of Common Stock of

The undersigned further acknowledges that the Secretary of the Company, or his or her designee, is acting as escrow holder pursuant to the
Restricted Stock Agreement that Participant has previously entered into with the Company. As escrow holder, the Secretary of the Company, or his or her
designee, holds the original of the aforementioned certificate issued in the undersigned’s name. To facilitate any transfer of Shares to the Company pursuant
to the Restricted Stock Agreement, Participant has executed the attached Assignment Separate from Certificate.
Dated:

, 20

Signature
Please Print Name

EXHIBIT 1
STOCK POWER AND ASSIGNMENT
SEPARATE FROM STOCK CERTIFICATE

STOCK POWER AND ASSIGNMENT
SEPARATE FROM STOCK CERTIFICATE
FOR VALUE RECEIVED and pursuant to that certain Restricted Stock Agreement dated as of
, , [COMPLETE AT THE TIME OF
PURCHASE] (the “Agreement”), the undersigned Participant hereby sells, assigns and transfers unto
,
shares of the Common Stock
$0.001 [
], par value per share, of Immersion Corporation, a Delaware corporation (the “Company”), standing in the undersigned’s name on the books of
the Company represented by Certificate No(s).
[COMPLETE AT THE TIME OF PURCHASE ] delivered herewith, and does hereby irrevocably
constitute and appoint the Secretary of the Company as the undersigned’s attorney-in-fact, with full power of substitution, to transfer said stock on the books
of the Company. THIS ASSIGNMENT MAY ONLY BE USED AS AUTHORIZED BY THE AGREEMENT AND ANY EXHIBITS THERETO.
Dated:

,
PARTICIPANT

(Signature)

(Please Print Name)
Instructions to Participant: Please do not fill in any blanks other than the signature line. The purpose of this document is to enable the Company and/or its
assignee(s) to acquire the shares upon exercise of its “Repurchase Right” set forth in the Agreement without requiring additional action by the Participant.

EXHIBIT 2
FORM OF SECTION 83(B) ELECTION

ELECTION UNDER SECTION 83(b)
OF THE INTERNAL REVENUE CODE
The undersigned Taxpayer hereby elects, pursuant to Section 83(b) of the Internal Revenue Code of 1986, as amended, to include the excess, if
any, of the fair market value of the property described below at the time of transfer over the amount paid for such property, as compensation for services in the
calculation of regular gross income.
1.

TAXPAYER’S NAME:
TAXPAYER’S ADDRESS:

SOCIAL SECURITY NUMBER:
2.

The property with respect to which the election is made is described as follows:
shares of Common Stock of Planet Payment, Inc., a Delaware
corporation (the “Company”) which were transferred pursuant to a Long-Term Incentive Restricted Stock Agreement entered into by Taxpayer and the
Company, which is Taxpayer’s employer or the corporation for whom the Taxpayer performs services.

3.

The date on which the shares were transferred pursuant to the purchase of the shares was

,

and this election is made for calendar year

.

4.

The shares received are subject to the following restrictions: The Company may repurchase all or a portion of the shares at the Taxpayer’s original
purchase price under certain conditions at the time of Taxpayer’s termination of employment or services.

5.

The fair market value of the shares (without regard to restrictions other than restrictions which by their terms will never lapse) was $
the time of purchase.

6.

The amount paid for such shares by Taxpayer was $

7.

The Taxpayer has submitted a copy of this statement to the Company.

per share at

per share.

THIS ELECTION MUST BE FILED WITH THE INTERNAL REVENUE SERVICE (“IRS”), AT THE OFFICE WHERE THE TAXPAYER FILES ANNUAL
INCOME TAX RETURNS, WITHIN 30 DAYS AFTER THE DATE OF TRANSFER OF THE SHARES, AND MUST ALSO BE FILED WITH THE TAXPAYER’S
INCOME TAX RETURNS FOR THE CALENDAR YEAR. THE ELECTION CANNOT BE REVOKED WITHOUT THE CONSENT OF THE IRS.
Dated:
Taxpayer’s Signature

Exhibit 31.1
CERTIFICATIONS PURSUANT TO SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002
I, Victor Viegas, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Immersion 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 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.
Date: August 5, 2011
/s/ Victor Viegas
Victor Viegas
Chief Executive Officer

Exhibit 31.2
CERTIFICATIONS PURSUANT TO SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002
I, Shum Mukherjee, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Immersion 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)
b)
c)
d)

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;
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;
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
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 registrant’s board of directors (or persons performing the equivalent functions):
a)
b)

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
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.

Date: August 5, 2011
/s/ Shum Mukherjee
Shum Mukherjee
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
In connection with the Quarterly Report of Immersion Corporation (the “Company”) on Form 10-Q for the period ended June 30, 2011 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), I, Victor Viegas, Chief Executive Officer of the Company, certify, pursuant to 18
U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that based on my knowledge:
(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m or 78o(d)); and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the Company.
/s/ Victor Viegas
Victor Viegas
Chief Executive Officer
August 5, 2011

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
In connection with the Quarterly Report of Immersion Corporation (the “Company”) on Form 10-Q for the period ended June 30, 2011 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), I, Shum Mukherjee, Chief Financial Officer of the Company, certify, pursuant to 18
U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that based on my knowledge:
(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m or 78o(d)); and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the Company.
/s/ Shum Mukherjee
Shum Mukherjee
Chief Financial Officer
August 5, 2011

