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(address of principal executive offices) (zip code)

Registrant's telephone number, including area code:  (512) 338-9119  

__________________________

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes T  No £  

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes T  No £  

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer”, “accelerated filer”, and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):  

Large accelerated filer TAccelerated filer £Non-accelerated filer £Smaller reporting company £  

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
£  No T  

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date.  

Class Outstanding at April 29, 2013
Common Stock - $0.01 par value 123,550,677
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PART I - FINANCIAL INFORMATION  

ITEM 1.               Financial Statements  

NATIONAL INSTRUMENTS CORPORATION  

CONSOLIDATED BALANCE SHEETS  

(in thousands, except share data)  

March 31, December
31,

2013 2012
Assets (unaudited)
Current assets:
Cash and cash equivalents $ 172,054 $ 161,996 
Short-term investments 155,251 173,166 
Accounts receivable, net 172,123 187,060 
Inventories, net 188,591 169,990 
Prepaid expenses and other current assets 58,462 48,009 
Deferred income taxes, net 28,361 27,479 
Total current assets 774,842 767,700 
Property and equipment, net 259,123 249,721 
Goodwill 146,660 147,258 
Intangible assets, net 89,247 93,913 
Other long-term assets 28,358 26,177 
Total assets $ 1,298,230 $ 1,284,769 
Liabilities and stockholders' equity
Current liabilities:
Accounts payable $ 66,821 $ 65,080 
Accrued compensation 26,202 29,978 
Deferred revenue - current 94,992 90,714 
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Accrued expenses and other liabilities 31,977 34,373 
Other taxes payable 21,856 24,811 
Total current liabilities 241,848 244,956 
Deferred income taxes 46,464 47,630 
Liability for uncertain tax positions 21,657 20,920 
Deferred revenue - long-term 19,944 20,446 
Other long-term liabilities 10,556 11,689 
Total liabilities 340,469 345,641 
Commitments and contingencies
Stockholders' equity:
Preferred stock:  par value $0.01; 5,000,000 shares authorized; none issued and
outstanding  -  -
Common stock:  par value $0.01; 180,000,000 shares authorized; 123,528,394 and
122,878,690 shares issued and outstanding, respectively 1,235 1,229 
Additional paid-in capital 552,510 532,845 
Retained earnings 405,622 404,210 
Accumulated other comprehensive (loss) income (1,606) 844 
Total stockholders’ equity 957,761 939,128 
Total liabilities and stockholders’ equity $ 1,298,230 $ 1,284,769 

The accompanying notes are an integral part of the financial statements. 

3  
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NATIONAL INSTRUMENTS CORPORATION  

CONSOLIDATED STATEMENTS OF INCOME  

(in thousands, except per share data)  

(unaudited)  

Three Months
Ended
March 31,
2013 2012

Net sales:
Product $ 265,418 $ 239,335 
Software maintenance 21,070 21,798 
Total net sales 286,488 261,133 

Cost of sales:
Product 68,626 59,791 
Software maintenance 1,614 1,557 
Total cost of sales 70,240 61,348 

Gross profit 216,248 199,785 

Operating expenses:
Sales and marketing 114,070 100,052 
Research and development 61,256 54,015 
General and administrative 22,844 21,374 
Acquisition related adjustment (1,316)  -
Total operating expenses 196,854 175,441 

Operating income 19,394 24,344 

Other income:
Interest income 185 230 
Net foreign exchange loss (1,462) (888)
Other income, net 24 104 
Income before income taxes 18,141 23,790 
(Benefit from) provision for income taxes (459) 5,148 
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Net income $ 18,600 $ 18,642 

Basic earnings per share $ 0.15 $ 0.15 

Weighted average shares outstanding - basic 123,306 120,908 

Diluted earnings per share $ 0.15 $ 0.15 

Weighted average shares outstanding - diluted 124,365 121,972 

Dividends declared per share $ 0.14 $ 0.14 

The accompanying notes are an integral part of these financial statements.

4  

Edgar Filing: NATIONAL INSTRUMENTS CORP /DE/ - Form 10-Q

8



NATIONAL INSTRUMENTS CORPORATION  

STATEMENT OF CONSOLIDATED COMPREHENSIVE INCOME  

(in thousands)  

(unaudited)  

Three Months
Ended
March 31,
2013 2012

Net income $ 18,600 $ 18,642 
Other comprehensive income, before tax and net of reclassification adjustments:
Foreign currency translation adjustment (2,924) 4,316 
Unrealized (loss) gain on securities available-for-sale (442) 1,293 
Unrealized gain on derivative instruments 2,078 3,884 
Other comprehensive (loss) income, before tax (1,288) 9,493 
Tax expense related to items of other comprehensive income 1,162 2,025 
Other comprehensive (loss) income, net of tax (2,450) 7,468 
Comprehensive income $ 16,150 $ 26,110 

The accompanying notes are an integral part of these financial statements.

5  
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NATIONAL INSTRUMENTS CORPORATION 

CONSOLIDATED STATEMENTS OF CASH FLOWS  

(in thousands)  

(unaudited)  

Three Months
Ended
March 31,
2013 2012

Cash flow from operating activities:
Net income $ 18,600 $ 18,642 
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 16,829 14,115 
Stock-based compensation 7,134 6,303 
Tax benefit from deferred income taxes (1,902) (1,567)
Tax benefit from stock option plans (459) (246)
Changes in operating assets and liabilities:
Accounts receivable 15,115 1,671 
Inventories (18,045) (8,413)
Prepaid expenses and other assets (12,969) 9,468 
Accounts payable 1,603 518 
Deferred revenue 3,776 5,374 
Taxes, accrued expenses and other liabilities (9,200) (12,361)
Net cash provided by operating activities 20,482 33,504 

Cash flow from investing activities:
Capital expenditures (19,094) (9,054)
Capitalization of internally developed software (2,803) (3,740)
Additions to other intangibles (1,418) (333)
Purchases of short-term investments (8,177)  -
Sales and maturities of short-term investments 26,092 84,608 
Net cash (used in) provided by investing activities (5,400) 71,481 

Cash flow from financing activities:
Proceeds from issuance of common stock 11,798 7,605 
Dividends paid (17,281) (16,934)
Tax benefit from stock option plans 459 246 
Net cash used in financing activities (5,024) (9,083)
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Net change in cash and cash equivalents 10,058 95,902 
Cash and cash equivalents at beginning of period 161,996 142,608 
Cash and cash equivalents at end of period $ 172,054 $ 238,510 

The accompanying notes are an integral part of these financial statements.  

6  
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NATIONAL INSTRUMENTS CORPORATION 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  

Note 1 – Basis of presentation  

The accompanying unaudited consolidated financial statements should be read in conjunction with the consolidated
financial statements and notes thereto for the year ended December 31, 2012, included in our annual report on Form
10-K, filed with the Securities and Exchange Commission. In our opinion, the accompanying consolidated financial
statements reflect all adjustments (consisting only of normal recurring items) considered necessary to present fairly
our financial position at March 31, 2013 and December 31, 2012, the results of our operations, comprehensive
income, and cash flows for the three month periods ended March 31, 2013 and March 31, 2012. Operating results for
the three month period ended March 31, 2013 are not necessarily indicative of the results that may be expected for the
year ending December 31, 2013. These financial statements have been prepared in accordance with accounting
principles generally accepted in the United States.  

Note 2 – Earnings per share  

Basic earnings per share (“EPS”) is computed by dividing net income by the weighted average number of common
shares outstanding during each period. Diluted EPS is computed by dividing net income by the weighted average
number of common shares and common share equivalents outstanding (if dilutive) during each period. The number of
common share equivalents, which include stock options and restricted stock units (“RSUs”), is computed using the
treasury stock method.  

The reconciliation of the denominators used to calculate basic EPS and diluted EPS for the three months ended March
31, 2013 and 2012, are as follows:

Three Months
Ended March 31,
(In thousands)
(Unaudited)
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2013 2012
Weighted average shares outstanding-basic 123,306 120,908 
Plus: Common share equivalents
Stock options, restricted stock units 1,059 1,064 
Weighted average shares outstanding-diluted 124,365 121,972 

Stock awards to acquire 86,800 and 719,200 shares for the three months ended March 31, 2013 and 2012 were
excluded in the computations of diluted EPS because the effect of including the stock awards would have been
anti-dilutive.

Note 3 – Cash, cash equivalents and short-term investments  

The following tables summarize unrealized gains and losses related to our short-term investments designated as
available-for-sale:

As of March 31, 2013
(In thousands) (Unaudited)

Gross Gross Cumulative
Adjusted
Cost

Unrealized
Gain

Unrealized
Loss

Translation
Adjustment

Fair
Value

Cash $ 134,054 $  - $  - $  - $ 134,054 
Money Market Accounts 38,001  -  -  - 38,001 
Municipal bonds 1,432 2  -  - 1,434 
Corporate bonds 17,835  - (34) (2,314) 15,487 
U.S. treasuries and agencies 119,006 19  - 119,025 
Foreign government bonds 18,819 23  - (2,450) 16,392 
Time deposits 2,912  -  -  - 2,912 
Cash, cash equivalents, and
short-term investments $ 332,059 $ 44 $ (34) $ (4,764) $ 327,305 

(In thousands) As of  December 31, 2012
Gross Gross Cumulative

Adjusted
Cost

Unrealized
Gain

Unrealized
Loss

Translation
Adjustment

Fair
Value

Cash $ 141,340 $  - $  - $  - $ 141,340 
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Money Market Accounts 20,656  -  -  - 20,656 
Municipal bonds 1,465 1  -  - 1,466 
Corporate bonds 8,708  - (20) (910) 7,778 
U.S. treasuries and agencies 135,953  - (28)  - 135,925 
Foreign government bonds 27,947 57  - (2,919) 25,085 
Time deposits 2,912  -  -  - 2,912 
Cash, cash equivalents, and
short-term investments $ 338,981 $ 58 $ (48) $ (3,829) $ 335,162 

7  
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The following tables summarize the contractual maturities of our short-term investments designated as
available-for-sale:

As of March 31, 2013
(In thousands) (Unaudited)

Adjusted Cost Fair Value
Due in less than 1 year $ 58,363 $ 57,222 
Due in 1 to 5 years 101,641 98,028 
Total available-for-sale debt securities $ 160,004 $ 155,250 

Due in less than 1 year Adjusted Cost Fair Value
Corporate bonds $  - $  -
U.S. treasuries and agencies 46,476 46,479 
Foreign government bonds 8,975 7,831 
Time deposits 2,912 2,912 
Total available-for-sale debt securities $ 58,363 $ 57,222 

Due in 1 to 5 years Adjusted Cost Fair Value
Municipal bonds $ 1,432 $ 1,434 
Corporate bonds 17,835 15,487 
U.S. treasuries and agencies 72,530 72,546 
Foreign government bonds 9,844 8,561 
Total available-for-sale debt securities $ 101,641 $ 98,028 

Note 4 – Fair value measurements 

We define fair value to be the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. When determining the fair value measurements for
assets and liabilities required or permitted to be recorded at fair value, we consider the principal or most advantageous
market that market participants may use when pricing the asset or liability.   

We follow a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. Fair
value measurement is determined based on the lowest level input that is significant to the fair value measurement. The
three values of the fair value hierarchy are the following:   

Level 1 – Quoted prices in active markets for identical assets or liabilities   
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Level 2 – Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either
directly or indirectly   

Level 3 – Inputs that are not based on observable market data   

Assets and liabilities measured at fair value on a recurring basis are summarized below:

Fair Value Measurements at Reporting Date Using
(In thousands) (Unaudited)

Description
March 31,
2013

Quoted Prices in Active
Markets for Identical
Assets (Level 1)

Significant Other
Observable Inputs
(Level 2)

Significant
Unobservable Inputs
(Level 3)

Assets
Cash and cash
equivalents available
for sale:
Money Market Funds $ 38,001 $ 38,001 $  - $  -
U.S. treasuries and
agencies  -  -  -  -
Short-term
investments available
for sale:
Municipal bonds 1,434  - 1,434  -
Corporate bonds 15,487  - 15,487  -
U.S. treasuries and
agencies 119,025  - 119,025  -
Foreign government
bonds 16,392  - 16,392  -
Time deposits 2,912 2,912  -  -
Derivatives 7,667  - 7,667  -
Total Assets $ 200,918 $ 40,913 $ 160,005 $  -

Liabilities
Derivatives $ (2,792) $  - $ (2,792) $  -
Total Liabilities $ (2,792) $  - $ (2,792) $  -

(In thousands) Fair Value Measurements at Reporting Date Using

Description
December
31, 2012

Quoted Prices in Active
Markets for Identical
Assets (Level 1)

Significant Other
Observable Inputs
(Level 2)

Significant
Unobservable Inputs
(Level 3)

Assets
Cash and cash
equivalents available
for sale:
Money Market Funds $ 20,656 $ 20,656 $  - $  -
U.S. Treasuries and
Agencies  -  -  -  -
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Short-term
investments available
for sale:
Municipal bonds 1,466  - 1,466  -
Corporate bonds 7,778  - 7,778  -
U.S. treasuries and
agencies 135,925  - 135,925  -
Foreign government
bonds 25,085  - 25,085  -
Time deposits 2,912 2,912  -  -
Derivatives 4,246  - 4,246  -
Total Assets $ 198,068 $ 23,568 $ 174,500 $  -

Liabilities
Derivatives $ (2,804) $  - $ (2,804) $  -
Total Liabilities $ (2,804) $  - $ (2,804) $  -

8  
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We value our available-for-sale short-term investments based on pricing from third party pricing vendors, who may
use quoted prices in active markets for identical assets (Level 1 inputs) or inputs other than quoted prices that are
observable either directly or indirectly (Level 2 inputs) in determining fair value. We classify all of our fixed income
available-for-sale securities as having Level 2 inputs. The valuation techniques used to measure the fair value of our
financial instruments having Level 2 inputs were derived from non-binding market consensus prices that are
corroborated by observable market data, quoted market prices for similar instruments, or pricing models, such as
discounted cash flow techniques. We believe all of these sources reflect the credit risk associated with each of our
available-for-sale short-term investments. Short-term investments available-for-sale consists of debt securities issued
by states of the U.S. and political subdivisions of the U.S., corporate debt securities and debt securities issued by U.S.
government corporations and agencies as well as debt securities issued by foreign governments. All short-term
investments available-for-sale have contractual maturities of less than 24 months.  

Derivatives include foreign currency forward and option contracts. Our foreign currency forward contracts are valued
using an income approach (Level 2) based on the spot rate less the contract rate multiplied by the notional amount.
Our foreign currency option contracts are valued using a market approach based on the quoted market prices which
are derived from observable inputs including current and future spot rates, interest rate spreads as well as quoted
market prices of similar instruments. We consider counterparty credit risk in the valuation of our derivatives.
However, counterparty credit risk did not impact the valuation of our derivatives during the three month period ended
March 31, 2013. There were not any transfers in or out of Level 1 or Level 2 during the three month period ended
March 31, 2013.  

Our foreign government bonds consist of German government sovereign debt denominated in Euro with maximum
maturities of 24 months. Our short-term investments do not involve sovereign debt from any other country in
Europe.  

We did not have any items that were measured at fair value on a nonrecurring basis at March 31, 2013 and December
31, 2012.  

The carrying value of net accounts receivable and accounts payable contained in the Consolidated Balance Sheets
approximates fair value.

9  
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 Note 5 – Derivative instruments and hedging activities  

We recognize all of our derivative instruments as either assets or liabilities in our statement of financial position at fair
value. The accounting for changes in the fair value (i.e., gains or losses) of a derivative instrument depends on
whether it has been designated and qualifies as part of a hedging relationship and further, on the type of hedging
relationship. For those derivative instruments that are designated and qualify as hedging instruments, we designate the
hedging instrument, based upon the exposure being hedged, as a fair value hedge, cash flow hedge, or a hedge of a net
investment in a foreign operation.  

We have operations in over 40 countries. Sales outside of the Americas accounted for approximately 58% and 59% of
our revenues during each of the three month periods ended March 31, 2013 and 2012, respectively. Our activities
expose us to a variety of market risks, including the effects of changes in foreign currency exchange rates. These
financial risks are monitored and managed by us as an integral part of our overall risk management program.  

We maintain a foreign currency risk management strategy that uses derivative instruments (foreign currency forward
and purchased option contracts) to help protect our earnings and cash flows from fluctuations caused by the volatility
in currency exchange rates. Movements in foreign currency exchange rates pose a risk to our operations and
competitive position, since exchange rate changes may affect our profitability and cash flow, and the business or
pricing strategies of our non-U.S. based competitors.  

The vast majority of our foreign sales are denominated in the customers’ local currency. We purchase foreign currency
forward and option contracts as hedges of forecasted sales that are denominated in foreign currencies and as hedges of
foreign currency denominated receivables. These contracts are entered into to help protect against the risk that the
eventual dollar-net-cash inflows resulting from such sales or firm commitments will be adversely affected by changes
in exchange rates. We also purchase foreign currency forward contracts as hedges of forecasted expenses that are
denominated in foreign currencies. These contracts are entered into to help protect against the risk that the eventual
dollar-net-cash outflows resulting from foreign currency operating and cost of revenue expenses will be adversely
affected by changes in exchange rates.  

We designate foreign currency forward and purchased option contracts as cash flow hedges of forecasted revenues or
forecasted expenses. In addition, we hedge our foreign currency denominated balance sheet exposures using foreign
currency forward contracts that are not designated as hedging instruments. None of our derivative instruments contain
a credit-risk-related contingent feature.  

Cash flow hedges  
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To help protect against the reduction in value caused by a fluctuation in foreign currency exchange rates of forecasted
foreign currency cash flows resulting from international sales over the next one to two years, we have instituted a
foreign currency cash flow hedging program. We hedge portions of our forecasted revenue and forecasted expenses
denominated in foreign currencies with forward and purchased option contracts. For forward contracts, when the
dollar strengthens significantly against the foreign currencies, the change in the present value of future foreign
currency cash flows may be offset by the change in the fair value of the forward contracts designated as hedges. For
option contracts, when the dollar strengthens significantly against the foreign currencies, the change in the present
value of future foreign currency cash flows may be offset by the change in the fair value of the option contracts net of
the premium paid designated as hedges. Our foreign currency purchased option contracts are purchased “at-the-money”
or “out-of-the-money”. We purchase foreign currency forward and option contracts for up to 100% of our forecasted
exposures in selected currencies (primarily in Euro, Japanese yen, and Hungarian forint) and limit the duration of
these contracts to 40 months or less.  

For derivative instruments that are designated and qualify as a cash flow hedge, the effective portion of the gain or
loss on the derivative is reported as a component of accumulated other comprehensive income (“OCI”) and reclassified
into earnings in the same line item (net sales, operating expenses, or cost of sales) associated with the forecasted
transaction and in the same period or periods during which the hedged transaction affects earnings. Gains and losses
on the derivative representing either hedge ineffectiveness or hedge components excluded from the assessment of
effectiveness are recognized in current earnings or expenses during the current period and are classified as a
component of “net foreign exchange gain (loss)”. Hedge effectiveness of foreign currency forwards and purchased
option contracts designated as cash flow hedges are measured by comparing the hedging instrument’s cumulative
change in fair value from inception to maturity to the forecasted transaction’s terminal value.  

We held forward contracts with the following notional amounts:

(In thousands) US Dollar Equivalent
As of March 31, 2013 As of December 31,
(Unaudited) 2012

Euro $ 72,632 $ 84,770 
Japanese yen 35,257 42,209 
Hungarian forint 37,342 36,005 
Total forward contracts notional amount $ 145,231 $ 162,984 

10  
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The contracts in the foregoing table had contractual maturities of 36 months or less at March 31, 2013 and December
31, 2012.  

At March 31, 2013, we expect to reclassify $6.3 million of gains on derivative instruments from accumulated OCI to
net sales during the next twelve months when the hedged international sales occur, $1.4 million of losses on derivative
instruments from accumulated OCI to cost of sales when the cost of sales are incurred and $781,000 of losses on
derivative instruments from accumulated OCI to operating expenses during the next twelve months when the hedged
operating expenses occur. Expected amounts are based on derivative valuations at March 31, 2013. Actual results may
vary as a result of changes in the corresponding exchange rate subsequent to this date.  

We did not record any ineffectiveness from our hedges during the three month periods ended March 31, 2013 and
2012.  

Other Derivatives  

Other derivatives not designated as hedging instruments consist primarily of foreign currency forward contracts that
we use to hedge our foreign denominated net receivable or net payable positions to protect against the change in value
caused by a fluctuation in foreign currency exchange rates. We typically attempt to hedge up to 90% of our
outstanding foreign denominated net receivables or net payables and typically limit the duration of these foreign
currency forward contracts to approximately 120 days. The gain or loss on the derivatives as well as the offsetting
gain or loss on the hedge item attributable to the hedged risk is recognized in current earnings under the line item “net
foreign exchange loss”. As of March 31, 2013 and December 31, 2012, we held foreign currency forward contracts
with a notional amount of $50 million and $69 million, respectively.   

The following tables present the fair value of derivative instruments on our Consolidated Balance Sheets and the
effect of derivative instruments on our Consolidated Statements of Income.   

Fair Values of Derivative Instruments:

Asset Derivatives
March 31, 2013 December 31, 2012

(In thousands) (Unaudited)

Balance Sheet Location Fair
Value

Balance Sheet Location Fair
Value

Derivatives designated as hedging
instruments
Foreign exchange contracts - ST
forwards

Prepaid expenses and other
current assets $ 4,201 

Prepaid expenses and other
current assets $ 2,956 

Other long-term assets 2,517 Other long-term assets 1,046 
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Foreign exchange contracts - LT
forwards
Total derivatives designated as
hedging instruments $ 6,718 $ 4,002 

Derivatives not designated as
hedging instruments

Foreign exchange contracts - ST
forwards

Prepaid expenses and other
current assets $ 949 

Prepaid expenses and other
current assets $ 244 

Total derivatives not designated as
hedging instruments $ 949 $ 244 

Total derivatives $ 7,667 $ 4,246 

Liability Derivatives
March 31, 2013 December 31, 2012

(In thousands) (Unaudited)

Balance Sheet Location Fair
Value

Balance Sheet Location Fair
Value

Derivatives designated as hedging
instruments
Foreign exchange contracts - ST
forwards

Accrued expenses and
other liabilities $ (1,707)

Accrued expenses and
other liabilities $ (1,292)

Foreign exchange contracts - LT
forwards Other long-term liabilities (915) Other long-term liabilities (798)
Total derivatives designated as
hedging instruments $ (2,622) $ (2,090)

Derivatives not designated as hedging
instruments

Foreign exchange contracts - ST
forwards

Accrued expenses and
other liabilities $ (170) $ (714)

Total derivatives not designated as
hedging instruments $ (170) $ (714)

Total derivatives $ (2,792) $ (2,804)

11  
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The following tables present the effect of derivative instruments on our Consolidated Statements of Income for three
month periods ended March 31, 2013 and 2012, respectively:

March 31, 2013
(In thousands)
(Unaudited)

Derivatives in
Cash Flow
Hedging
Relationship

Gain or (Loss)
Recognized in
OCI on
Derivative
(Effective
Portion)

Location of Gain or
(Loss) Reclassified
from Accumulated
OCI into Income
(Effective Portion)

Gain or (Loss)
Reclassified from
Accumulated OCI
into Income
(Effective Portion)

Location of Gain
or (Loss)
Recognized in
Income on
Derivative
(Ineffective
Portion)

Gain or (Loss)
Recognized in
Income on
Derivative
(Ineffective
Portion)

Foreign
exchange
contracts -
forwards and
options $ 4,263 Net sales $ 1,158 

Net foreign
exchange gain
(loss) $  -

Foreign
exchange
contracts -
forwards and
options (1,427) Cost of sales 108 

Net foreign
exchange gain
(loss)  -

Foreign
exchange
contracts -
forwards and
options (758) Operating expenses (1)

Net foreign
exchange gain
(loss)  -

Total $ 2,078 $ 1,265 $  -

March 31, 2012
(In thousands)
(Unaudited)

Derivatives in
Cash Flow
Hedging
Relationship

Gain or (Loss)
Recognized in
OCI on
Derivative
(Effective
Portion)

Location of Gain or
(Loss) Reclassified
from Accumulated
OCI into Income
(Effective Portion)

Gain or (Loss)
Reclassified from
Accumulated OCI
into Income
(Effective Portion)

Location of Gain
or (Loss)
Recognized in
Income on
Derivative
(Ineffective
Portion)

Gain or (Loss)
Recognized in
Income on
Derivative
(Ineffective
Portion)

Foreign
exchange

$ 462 Net sales $ 476 Net foreign
exchange gain

$  -
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contracts -
forwards and
options

(loss)

Foreign
exchange
contracts -
forwards and
options 2,248 Cost of sales (8)

Net foreign
exchange gain
(loss)  -

Foreign
exchange
contracts -
forwards and
options 1,175 Operating expenses 55 

Net foreign
exchange gain
(loss)  -

Total $ 3,885 $ 523 $  -
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(In thousands)
Derivatives not Designated
as Hedging Instruments

Location of Gain (Loss)
Recognized in Income

Amount of Gain (Loss)
Recognized in Income

Amount of Gain (Loss)
Recognized in Income

March 31, 2013 March 31, 2012
(Unaudited) (Unaudited)

Foreign exchange contracts -
forwards

Net foreign exchange
gain/(loss) $ 1,324 $ (1,030)

Total $ 1,324 $ (1,030)

Note 6 – Inventories  

Inventories, net consist of the following: 

March 31, 2013 December 31,
(In thousands) (Unaudited) 2012

Raw materials  $ 88,860 $ 78,244 
Work-in-process 10,433 8,566 
Finished goods 89,298 83,180 

$ 188,591 $ 169,990 

Note 7 – Intangibles  

Intangibles at March 31, 2013 and December 31, 2012 are as follows:

March 31, 2013
(In thousands) (Unaudited) December 31, 2012

Gross
Carrying
Amount

Accumulated
Amortization

Net
Carrying
Amount

Gross
Carrying
Amount

Accumulated
Amortization

Net
Carrying
Amount

Capitalized
software

$ 41,970 $ (21,119) $ 20,851 $ 45,064 $ (23,450) $ 21,614 
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development costs
Acquired
technology 88,792 (44,818) 43,974 89,876 (42,562) 47,314 
Patents 24,407 (9,827) 14,580 24,046 (9,398) 14,648 
Other 26,006 (16,164) 9,842 27,421 (17,084) 10,337 

$ 181,175 $ (91,928) $ 89,247 $ 186,407 $ (92,494) $ 93,913 

Software development costs capitalized for the three month periods ended March 31, 2013 and 2012 were $2.9 million
and $3.9 million, respectively, and related amortization expense was $3.7 million and $3.6 million, respectively.
Capitalized software development costs for the three month periods ended March 31, 2013 and 2012 included costs
related to stock based compensation of $140,000 and $178,000, respectively, and the related amounts in the table
above are net of fully amortized assets.

Amortization of capitalized software development costs is computed on an individual product basis for those products
available for market and is recognized based on the product’s estimated economic life, generally three years. Acquired
core technology and intangible assets are amortized over their useful lives, which range from three to eight years.
Patents are amortized using the straight-line method over their estimated period of benefit, generally 10 to 17 years.
Total intangible assets amortization expenses were $8.4 million and $7.5 million for the three months ended March
31, 2013 and 2012, respectively.

 Note 8 – Goodwill 

The carrying amount of goodwill as of March 31, 2013, was as follows:

Amount
(In thousands)

Balance as of December 31, 2012 $ 147,258 
Purchase price adjustments (100)
Foreign currency translation impact (498)
Balance as of March 31, 2012 (unaudited) $ 146,660 
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The excess purchase price over the fair value of assets acquired is recorded as goodwill. During the first quarter of
2013, we adjusted the purchase price for one of our 2012 acquisitions, which resulted in the reduction of goodwill by
$100,000. As we have one operating segment, we allocate goodwill to one reporting unit for goodwill impairment
testing. Goodwill is tested for impairment on an annual basis, and between annual tests if indicators of potential
impairment exist, using a fair-value-based approach based on the market capitalization of the reporting unit. Our
annual impairment test was performed as of February 28, 2013. No impairment of goodwill was identified during
2013 and 2012. Goodwill is deductible for tax purposes in certain jurisdictions.

Note 9 – Income taxes  

We account for income taxes under the asset and liability method. Deferred tax assets and liabilities are recognized for
the expected tax consequences of temporary differences between the tax bases of assets and liabilities and their
reported amounts. Valuation allowances are established when necessary to reduce deferred tax assets to amounts
which are more likely than not to be realized.  

We account for uncertainty in income taxes recognized in our financial statements using prescribed recognition
thresholds and measurement attributes for financial statement disclosure of tax positions taken or expected to be taken
on our tax returns. We had $21.7 million and $20.9 million of unrecognized tax benefits at March 31, 2013 and
December 31, 2012, respectively, all of which would affect our effective income tax rate if recognized. We recorded a
gross increase in unrecognized tax benefits of $541,000 for the  three month period ended March 31, 2013 as a result
of tax positions taken during the period. Our continuing policy is to recognize interest and penalties related to income
tax matters in income tax expense. As of March 31, 2013, we have approximately $1.4 million accrued for interest
related to uncertain tax positions. The tax years 2006 through 2012 remain open to examination by the major taxing
jurisdictions to which we are subject.  

Our provision for income taxes reflected an effective tax rate of (3)% and 22% for the three month periods ended
March 31, 2013 and 2012, respectively. For the three month period ended March 31, 2013, our effective tax rate was
lower than the U.S. federal statutory rate of 35% as a result of an enhanced deduction for certain research and
development expenses, profits in foreign jurisdictions with reduced income tax rates, the research and development
tax credit, and a tax benefit from disqualifying dispositions of equity awards that do not ordinarily result in a tax
benefit. For the three month period ended March 31, 2012 our effective tax rate was lower than the U.S. federal
statutory rate of 35% as a result of an enhanced deduction for certain research and development expenses and profits
in foreign jurisdictions with reduced income tax rates.   

Our earnings in Hungary are subject to a statutory tax rate of 19%. The difference between this rate and the statutory
U.S. rate of 35% resulted in income tax benefits of $1.7 million and $2.1 million for the three month periods ended
March 31, 2013 and 2012, respectively. No countries other than Hungary had a significant impact on our effective tax
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rate. We have not entered into any advanced pricing or other agreements with the Internal Revenue Service with
regard to any foreign jurisdictions.  

The tax position of our Hungarian operation continues to benefit from assets created by the restructuring of our
operations in Hungary. In addition, our research and development activities in Hungary continue to benefit from a tax
law in Hungary that provides for an enhanced deduction for qualified research and development expenses. Partial
release of the valuation allowance on assets from the restructuring and the enhanced tax deduction for research
expenses resulted in income tax benefits of $2.4 million and $3.1 million for the three month periods ended March 31,
2013 and 2012, respectively.

Earnings from our operations in Malaysia are free of tax under a tax holiday effective January 1, 2013. This tax
holiday expires in 2027. If we fail to satisfy the conditions of the tax holiday, this tax benefit may be terminated early.
As our Malaysia manufacturing operation is still in a start up phase, the tax holiday did not result in any income tax
benefit for the three month period ended March 31, 2013.

Note 10 – Comprehensive income    

Our comprehensive income is comprised of net income, foreign currency translation, unrealized gains and losses on
forward and option contracts and securities classified as available-for-sale. The accumulated other comprehensive
income/(loss), net of tax, as of March 31, 2013 and 2012, consisted of the following:   

Three Months Ended March 31, 2013
(Unaudited)

(In thousands)
Currency translation
adjustment Investments

Derivative
instruments

Accumulated other
comprehensive income

Balance as of December 31,
2012 $ 208 $ (620) $ 1,256 $ 844 
Current-period other
comprehensive (loss) income (2,924) (442) 3,343 (23)
Reclassified from
accumulated OCI into income  -  - (1,265) (1,265)
Income tax expense 74 11 1,077 1,162 
Balance as of March 31, 2013 $ (2,790) $ (1,073) $ 2,257 $ (1,606)
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Three Months Ended March 31, 2012
(Unaudited)

(In thousands)
Currency translation
adjustment Investments

Derivative
instruments

Accumulated other
comprehensive income

Balance as of December 31,
2011 $ (1,543) $ (664) $ (1,293) $ (3,500)
Current-period other
comprehensive income 4,316 1,293 4,407 10,016 
Reclassified from
accumulated OCI into income  -  - (523) (523)
Income tax expense 934 280 811 2,025 
Balance as of March 31, 2012 $ 1,839 $ 349 $ 1,780 $ 3,968 

Note 11 – Stock-based compensation plans  

Stock option plans  

Our stockholders approved the 1994 Incentive Stock Option Plan (the “1994 Plan”) in May 1994. At the time of
approval, 13,668,750 shares of our common stock were reserved for issuance under this plan. In 1997, an additional
10,631,250 shares of our common stock were reserved for issuance under this plan, and an additional 1,125,000 shares
were reserved for issuance under this plan in 2004. The 1994 Plan terminated in May 2005, except with respect to
outstanding awards previously granted thereunder.  

Awards under the plan were either incentive stock options within the meaning of Section 422 of the Internal Revenue
Code or nonqualified options. The right to purchase shares under the options vests over a five to ten-year period,
beginning on the date of grant. Vesting of ten year awards may accelerate based on the Company’s previous year’s
earnings and revenue growth but shares cannot accelerate to vest over a period of less than five years. Stock options
must be exercised within ten years from date of grant. Stock options were issued with an exercise price which was
equal to the market price of our common stock at the grant date. We estimate potential forfeitures of stock grants and
adjust compensation cost recorded accordingly. The estimate of forfeitures will be adjusted over the requisite service
period to the extent that actual forfeitures differ, or are expected to differ, from such estimates. Changes in estimated
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forfeitures will be recognized through a cumulative catch-up adjustment in the period of change and will also impact
the amount of stock compensation expense to be recognized in future periods. During the three month period ended
March 31, 2013, we did not make any changes in accounting principles or methods of estimates related to the 1994
Plan.  

Restricted stock plan  

Our stockholders approved our 2005 Incentive Plan (the “2005 Plan”) in May 2005. At the time of approval, 4,050,000
shares of our common stock were reserved for issuance under this plan, as well as the number of shares which had
been reserved but not issued under the 1994 Plan (our incentive stock option plan which terminated in May 2005), and
any shares that returned to the 1994 Plan as a result of termination of options or repurchase of shares issued under
such plan. The 2005 Plan, administered by the Compensation Committee of the Board of Directors, provided for
granting of incentive awards in the form of restricted stock and RSUs to directors, executive officers and employees of
the Company and its subsidiaries. Awards vest over a three,  five or ten-year period, beginning on the date of grant.
Vesting of ten year awards may accelerate based on the Company’s previous year’s earnings and growth but ten year
awards cannot accelerate to vest over a period of less than five years. The 2005 Plan terminated on May 11, 2010,
except with respect to outstanding awards previously granted thereunder. There were 3,362,304 shares of common
stock that were reserved but not issued under the 1994 Plan and the 2005 Plan as of May 11, 2010.  
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Our stockholders approved our 2010 Incentive Plan (the “2010 Plan”) on May 11, 2010. At the time of approval,
3,000,000 shares of our common stock were reserved for issuance under this plan, as well as the 3,362,304 shares of
common stock that were reserved but not issued under the 1994 Plan and the 2005 Plan as of May 11, 2010, and any
shares that are returned to the 1994 Plan and the 2005 Plan as a result of forfeiture or termination of options or RSUs
or repurchase of shares issued under these plans. The 2010 Plan, administered by the Compensation Committee of the
Board of Directors, provides for granting of incentive awards in the form of restricted stock and RSUs to employees,
directors and consultants of the Company and employees and consultants of any parent or subsidiary of the Company.
Awards vest over a three,  five or ten-year period, beginning on the date of grant. Vesting of ten year awards may
accelerate based on the Company’s previous year’s earnings and growth but ten year awards cannot accelerate to vest
over a period of less than five years. There were 3,844,252 shares available for grant under the 2010 Plan at March 31,
2013.  

We estimate potential forfeitures of RSUs and adjust compensation cost recorded accordingly. The estimate of
forfeitures will be adjusted over the requisite service period to the extent that actual forfeitures differ, or are expected
to differ, from such estimates. Changes in estimated forfeitures will be recognized through a cumulative catch-up
adjustment in the period of change and will also impact the amount of stock compensation expense to be recognized in
future periods. During the three month period ended March 31, 2013, we did not make any changes in accounting
principles or methods of estimates related to the 2010 Plan.  

Employee stock purchase plan  

Our employee stock purchase plan permits substantially all domestic employees and employees of designated
subsidiaries to acquire our common stock at a purchase price of 85% of the lower of the market price at the beginning
or the end of the purchase period. The plan has quarterly purchase periods generally beginning on February 1, May 1,
August 1 and November 1 of each year. Employees may designate up to 15% of their compensation for the purchase
of common stock under this plan. On May 10, 2011, our stockholders approved an additional 3,000,000 shares for
issuance under our employee stock purchase plan, and at March 31, 2013, we had 2,246,705 shares of common stock
reserved for future issuance under this plan. We issued 340,322 shares under this plan in the three month period ended
March 31, 2013. The weighted average purchase price of the employees’ purchase rights was $20.03 per share. During
the three months ended March 31, 2013, we did not make any changes in accounting principles or methods of
estimates with respect to such plan.  

Authorized Preferred Stock and Preferred Stock Purchase Rights Plan  

We have 5,000,000 authorized shares of preferred stock. On January 21, 2004, our Board of Directors designated
750,000 of these shares as Series A Participating Preferred Stock in conjunction with its adoption of a Preferred Stock
Rights Agreement (the “Rights Agreement”) and declaration of a dividend of one preferred share purchase right (a
“Right”) for each share of common stock outstanding held as of May 10, 2004 or issued thereafter. Each Right will
entitle its holder to purchase one one-thousandth of a share of National Instruments’ Series A Participating Preferred
Stock at an exercise price of $200, subject to adjustment, under certain circumstances. The Rights Agreement was not
adopted in response to any effort to acquire control of National Instruments.  
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The Rights only become exercisable in certain limited circumstances following the tenth day after a person or group
announces acquisitions of or tender offers for 20% or more of our common stock. In addition, if an acquirer (subject
to certain exclusions for certain current stockholders of National Instruments, an “Acquiring Person”) obtains 20% or
more of our common stock, then each Right (other than the Rights owned by an Acquiring Person or its affiliates) will
entitle the holder to purchase, for the exercise price, shares of our common stock having a value equal to two times the
exercise price. Under certain circumstances, our Board of Directors may redeem the Rights, in whole, but not in part,
at a purchase price of $0.01 per Right. The Rights have no voting privileges and are attached to and automatically
traded with our common stock until the occurrence of specified trigger events. The Rights will expire on the earlier of
May 10, 2014 or the exchange or redemption of the Rights.  

There were not any shares of preferred stock issued and outstanding at March 31, 2013.

Note 12 – Segment information  

We determine operating segments using the management approach. The management approach designates the internal
organization that is used by management for making operating decisions and assessing performance as the source of
our operating segments. It also requires disclosures about products and services, geographic areas and major
customers.  

We have defined our operating segment based on geographic regions. We sell our products in four geographic regions.
Our sales to these regions share similar economic characteristics, similar product mix, similar customers, and similar
distribution methods. Accordingly, we have elected to aggregate these four geographic regions into a single operating
segment. Revenue from the sale of our products which are similar in nature and software maintenance are reflected as
total net sales in our Consolidated Statements of Income.  
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Total net sales, operating income, interest income and long-lived assets, classified by the major geographic areas in
which we operate, are as follows:

Three Months Ended March 31,
(In thousands) (Unaudited)

2013 2012
Net sales:
Americas $ 119,717 $ 107,292 
Europe 79,061 75,707 
East Asia 60,770 58,419 
Emerging Markets 26,940 19,715 

$ 286,488 $ 261,133 

Three Months Ended March 31,
(Unaudited)
2013 2012

Operating income:
Americas $ 12,923 $ 12,942 
Europe 32,959 34,637 
East Asia 26,242 25,591 
Emerging Markets 8,526 5,189 
Unallocated:
Research and development expenses (61,256) (54,015)

$ 19,394 $ 24,344 

Three Months Ended March 31,
(Unaudited)
2013 2012

Interest income:
Americas $ 21 $ 91 
Europe 132 94 
East Asia 6 21 
Emerging Markets 26 24 

$ 185 $ 230 

December 31,
March 31, 2013 2012
(Unaudited)

Long-lived assets:
Americas $ 123,901 $ 120,329 
Europe 49,251 48,465 
East Asia 4,088 3,428 
Emerging Markets 81,883 77,499 

$ 259,123 $ 249,721 

Total sales outside the U.S. for the three month periods ended March 31, 2013 and 2012 were $180.0 million and
$163.4 million, respectively.
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Note 13 – Commitments and Contingencies  

We offer a one-year limited warranty on most hardware products, with a two or three-year warranty on a subset of our
hardware products, which is included in the sales price of many of our products. Provision is made for estimated
future warranty costs at the time of the sale for the estimated costs that may be incurred under the basic limited
warranty. Our estimate is based on historical experience and product sales during the period.  

The warranty reserve for the three month periods ended March 31, 2013 and 2012, respectively, was as follows:

Three Months
Ended March
31,

(In thousands) (Unaudited)
2013 2012

Balance at the beginning of the period $ 1,435 $ 1,271 
Accruals for warranties issued during the period 659 570 
Settlements made (in cash or in kind) during the period (597) (543)
Balance at the end of the period $ 1,497 $ 1,298 
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As of March 31, 2013, we had non-cancelable purchase commitments with various suppliers of customized inventory
and inventory components totaling approximately $12 million over the next twelve months.  

As of March 31, 2013, we had outstanding guarantees for payment of customs and foreign grants totaling
approximately $4.8 million, which are generally payable over the next twelve months.  

Note 14 – Recently issued accounting pronouncements  

In January 2010, the FASB updated FASB ASC 820, Fair Value Measurements and Disclosures (FASB ASC 820)
that requires additional disclosures and clarifies existing disclosures regarding fair value measurements. The
additional disclosures include (i) transfers in and out of Levels 1 and 2 and (ii) activity in Level 3 fair value
measurements. The update provides amendments that clarify existing disclosures on level of disaggregation and
disclosures about inputs and valuation techniques. This update is effective for interim and annual reporting periods
beginning after December 15, 2009, except for the disclosures about purchases, sales, issuances, and settlements in the
roll forward of activity in Level 3 fair value measurements which were effective for fiscal years beginning after
December 15, 2010, and for interim periods within those fiscal years. We adopted the update on January 1, 2010 as
required and subsequently adopted on January 1, 2011, the update surrounding disclosures on Level 3 fair value
measurements and concluded it did not have a material impact on our consolidated financial position or results of
operations. In May 2011, the FASB updated FASB ASC 820 that resulted in common fair value measurement and
disclosure requirements in U.S. GAAP and International Financial Reporting Standards (IFRSs). Some of the
amendments clarify the FASB’s intent about the application of existing fair value measurement requirements. Other
amendments change a particular principle or requirement for measuring fair value or for disclosing information about
fair value measurements. The amendments are to be applied prospectively and are effective during interim and annual
periods beginning after December 15, 2011. We adopted the update as required in the first quarter of 2012 and
concluded it did not have a material impact on our consolidated financial position or results of operations.   

In September 2011, the FASB updated FASB ASC 350, Goodwill and Other (FASB ASC 350) that gives an entity the
option to first assess qualitative factors to determine whether the existence of events or circumstances leads to a
determination that it is more likely than not that the fair value of a reporting unit is less than its carrying amount. If,
after assessing the totality of events or circumstances, an entity determines it is not more likely than not that the fair
value of a reporting unit is less than its carrying amount, then performing the two-step impairment test is unnecessary.
The amendments are effective for annual and interim goodwill impairment tests performed for fiscal years beginning
after December 15, 2011. We adopted the update as required in the first quarter of 2012 and concluded it did not have
a material impact on our consolidated financial position or results of operations.

In February 2013, the FASB issued Accounting Standards Update (“ASU”) No. 2013-02, Reporting Amounts
Reclassified Out of Accumulated Other Comprehensive Income, which amends Accounting Standards Codification
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(“ASC”) 220, Comprehensive Income. The amended guidance requires entities to provide information about the
amounts reclassified out of accumulated other comprehensive income by component. Additionally, entities are
required to present, either on the face of the financial statements or in the notes, significant amounts reclassified out of
accumulated other comprehensive income by the respective line items of net income. The amended guidance does not
change the current requirements for reporting net income or other comprehensive income. The amendments are
effective prospectively for reporting periods beginning after December 15, 2012. We have adopted this update in the
first quarter of 2013. The adoption of ASU No. 2013-02 did not have a significant impact on the Company’s
consolidated financial statements, but did amend the disclosures for accumulated other comprehensive income
reclassified into income.

Note 15 – Litigation  

We are not currently a party to any material litigation. However, in the ordinary course of our business, we are
involved in a limited number of legal actions, both as plaintiff and defendant, and could incur uninsured liability in
any one or more of them. We also periodically receive notifications from various third parties related to alleged
infringement of patents or intellectual property rights, commercial disputes or other matters. No assurances can be
given with respect to the extent or outcome of any future litigation or dispute.

Note 16 – Subsequent events  

We have evaluated subsequent events through the date the financial statements were issued.  

On April 25, 2013, our Board of Directors declared a quarterly cash dividend of $0.14 per common share, payable
June 3, 2013, to shareholders of record on May 13, 2013.
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Item 2.Management’s Discussion and Analysis of Financial Condition and Results of Operations  

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Any statements contained herein
regarding our future financial performance or operations (including, without limitation, statements to the effect that
we “believe,” "expect," "plan," "may," "will," "project," "continue," or "estimate" or other variations thereof or
comparable terminology or the negative thereof) should be considered forward-looking statements. Actual results
could differ materially from those projected in the forward-looking statements as a result of a number of important
factors, including those set forth under the heading “Risk Factors” beginning on page 33, and the discussion below.
Readers are also encouraged to refer to the documents regularly filed by us with the Securities and Exchange
Commission, including our Annual Report on Form 10-K for further discussion of our business and the risks attendant
thereto.  

Overview  

National Instruments Corporation (“we”, “us” or “our”) designs, manufactures and sells tools to engineers and scientists that
accelerate productivity, innovation and discovery. Our graphical system design approach to engineering provides an
integrated software and hardware platform that speeds the development of systems needing measurement and control.
We believe our long-term vision and focus on technology supports the success of our customers, employees, suppliers
and stockholders. We sell to a large number of customers in a wide variety of industries. We have been profitable in
every year since 1990.  

The key strategies that we focus on in running our business are the following:  

Expanding our broad customer base  

We strive to increase our already broad customer base by serving a large market on many computer platforms, through
a global marketing and distribution network. We also seek to acquire new technologies and expertise from time to
time to open new opportunities for our existing product portfolio.  

Maintaining a high level of customer satisfaction  
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To maintain a high level of customer satisfaction we strive to offer innovative, modular and integrated products
through a global sales and support network. We strive to maintain a high degree of backwards compatibility across
different platforms to preserve the customer’s investment in our products. In this time of intense global competition,
we believe it is crucial that we continue to offer products with quality and reliability, and that our products provide
cost-effective solutions for our customers.  

Leveraging external and internal technology  

Our product strategy is to provide superior products by leveraging generally available technology, supporting open
architectures on multiple platforms and by leveraging our core technologies such as custom application specific
integrated circuits (“ASICs”) across multiple products.  

We sell into test and measurement (“T&M”) and industrial/embedded applications in a broad range of industries and as
such are subject to the economic and industry forces which drive those markets. It has been our experience that the
performance of these industries and our performance is impacted by general trends in industrial production for the
global economy and by the specific performance of certain vertical markets that are intensive consumers of
measurement technologies. Examples of these markets are semiconductor capital equipment, telecom and mobile
devices, consumer electronics, defense, aerospace and automotive. 

In assessing our business, we consider the trends in the Global Purchasing Managers Index (“PMI”) published by JP
Morgan, global industrial production as well as industry reports on the specific vertical industries that we target. A
PMI reading above 50 is indicative of expansion in the global industrial economy. Our business is sensitive to
fluctuations in general economic conditions, both in the U.S. and globally. Historically, our business cycles have
generally followed the expansion and contraction cycles in the global industrial economy as measured by the PMI.
The most recent PMI reading for April 2013 was 50.5, up from a reading of 50.2 for December 2012. For April 2013,
the new order element of the PMI was 50.9 up from 49.7 in December 2012. For the three months ended March 31,
2013, the new order element of the PMI had an average reading of 51.8. We are unable to predict whether the
industrial economy, as measured by the PMI, will remain near the neutral reading of 50, strengthen or contract during
the remainder of 2013. If the industrial economy, as measured by the PMI contracts or remains at or around 50,
indicating general weakness, it could have an adverse effect on the spending patterns of businesses including our
current and potential customers which could adversely affect our revenues and result of operations.
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We distribute our software and hardware products primarily through a direct sales organization. We also use
independent distributors, OEMs, VARs, system integrators and consultants to market our products. We have sales
offices in the U.S. and sales offices and distributors in key international markets. Sales outside of the Americas
accounted for approximately 58% and 59% of our revenues during the three month periods ended March 31, 2013 and
2012, respectively. The vast majority of our foreign sales are denominated in the customers’ local currency, which
exposes us to the effects of changes in foreign currency exchange rates. We expect that a significant portion of our
total revenues will continue to be derived from international sales. (See Note 12 - Segment information of Notes to
Consolidated Financial Statements for details concerning the geographic breakdown of our net sales, operating
income, interest income and long-lived assets).  

We manufacture a substantial majority of our products at our facilities in Debrecen, Hungary. Additional production
primarily of low volume or newly introduced products is done in Austin, Texas. We continue to expand
manufacturing operations at our manufacturing site in Penang, Malaysia. It is expected that by the end of 2013 our site
in Malaysia will produce around 15% to 20% of our total production and will focus primarily on making existing
products transferred from our Hungarian production facility to support anticipated growth in our business. Our
product manufacturing operations can be divided into four areas: electronic circuit card and module assembly; chassis
and cable assembly; technical manuals and product support documentation; and software duplication. We manufacture
most of the electronic circuit card assemblies, modules and chassis in-house, although subcontractors are used from
time to time. We manufacture some of our electronic cable assemblies in-house, but many assemblies are produced by
subcontractors. We primarily subcontract our software duplication, our technical manuals and product support
documentation. 

We believe that our long-term growth and success depend on delivering high quality software and hardware products
on a timely basis. Accordingly, we focus significant efforts on research and development. We focus our research and
development efforts on enhancing existing products and developing new products that incorporate appropriate features
and functionality to be competitive with respect to technology, price and performance. Our success also is dependent
on our ability to obtain and maintain patents and other proprietary rights related to technologies used in our products.
We have engaged in litigation and where necessary, will likely engage in future litigation to protect our intellectual
property rights. In monitoring and policing our intellectual property rights, we have been and may be required to
spend significant resources.

  Our operating results fluctuate from period to period due to changes in global economic conditions and a number of
other factors. As a result, we believe our historical results of operations should not be relied upon as indications of
future performance. There can be no assurance that our net sales will grow or that we will remain profitable in future
periods.  

Current business outlook  

Many of the industries we serve have historically been cyclical and have experienced periodic downturns. In assessing
our business, we consider the trends in the PMI, global industrial production as well as industry reports on the specific
vertical industries that we target. We remain very concerned by the continued general weakness of the Global PMI in
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the three months ended March 31, 2013, with an average PMI for the quarter of 51.2 and in the general weakness of
the new order element of the index which had an average of 51.8 in the three months ended March 31. 2013. For April
2013, the most recent PMI reading was 50.5, and the new order element of the PMI was 50.9. We believe this trend of
PMI readings at or near 50 will continue to restrain growth in the test and measurement industry in the near term. In
the past, we have seen these trends in the industrial economy have an adverse effect on the spending patterns of
businesses, including our current and potential customers, which could adversely affect our revenues, particularly
those derived from larger orders.

During the three months ended March 31, 2013, we received $17 million in new orders from our largest customer for
three different applications that we serve for them. Through April 25, 2013, we received additional orders from this
customer for $7 million, bringing the total for the year, through April 25, 2013, to $24 million. The majority of these
orders relate to a new application in a highly competitive space. As a result, the gross margin for these orders is
significantly below our historical average and will likely have a negative impact on our gross margin in the second
quarter ending June 30, 2013. During the three month period ended March 31, 2013, we increased our inventory in
order to meet expected demand from this customer during the second quarter. We now believe it is likely that the total
value of orders from this customer may be lower than our anticipated demand.

During the three month period ended March 31, 2013, our operating expenses exceeded our plan by $3.6 million
which had a negative impact on our operating profit. We are taking corrective action to control our spending during
the remainder of 2013. 
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Results of Operations  

The following table sets forth, for the periods indicated, the percentage of net sales represented by certain items
reflected in our Consolidated Statements of Income:  

Three Months
Ended
March 31,
(Unaudited)
2013 2012

Net sales:
Americas 41.8 % 41.1 %
Europe 27.6 29.0 
East Asia 21.2 22.4 
Emerging Markets 9.4 7.5 
Consolidated net sales 100.0 100.0 
Cost of sales 24.5 23.5 
Gross profit 75.5 76.5 
Operating expenses:
Sales and marketing 39.8 38.3 
Research and development 21.4 20.7 
General and administrative 8.0 8.2 
Acquisition related adjustment (0.5) 0 
Total operating expenses 68.7 67.2 
Operating income 6.8 9.3 
Other income (expense):
Interest income 0.1 0.1 
Net foreign exchange loss (0.5) (0.3)
Other income, net 0.0  -
Income before income taxes 6.3 9.1 
Provision for (benefit from) income taxes (0.2) 2.0 
Net income 6.5 % 7.1 %

  Figures may not sum due to rounding.

Results of Operations for the Three Month Periods ended March 31, 2013 and 2012  

Despite a challenging quarter, we delivered record revenue for a first quarter.  However, our expenses ran ahead of
plan resulting in less profitability then we planned.   

Net Sales.  Our net sales were $286 million and $261 million for the three month periods ended March 31, 2013 and
2012, respectively, an increase of 10%. For the same periods, product sales were $265 million and $239 million, an
increase of 11%, and software maintenance sales were $21 million and $22 million, a decrease of 3%.  The overall
increase in net sales in 2013 compared to 2012 is attributed to increases in sales volume in the Americas, East Asia,
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Europe and Emerging Markets. We define Emerging Markets to include Southeast Asia, Africa, the Middle East, and
the former Russian Republics.

We did not take any significant action with regard to pricing during the three month periods ended March 31, 2013
and 2012.   

Large orders, defined as orders with a value greater than $100,000, grew by 43%, year over year, during the three
months ended March 31, 2013, following growth of 73% in the three months ended March 31, 2012. During the three
month periods ended March 31, 2013 and 2012, these large orders were 22% and 17% of our total orders,
respectively. During the three months ended March 31, 2013, we received a series of orders totaling $17 million for
three different applications that we serve for them, of which $4 million was recognized in revenue during the quarter.
Larger orders may be more sensitive to changes in the global industrial economy, may be subject to greater discount
variability and may contract at a faster pace during an economic downturn.  

For the three month periods ended March 31, 2013 and 2012, net sales in the Americas were $120 million and $107
million, respectively, an increase of 12%. Sales in the Americas, as a percentage of consolidated sales were 42% and
41% in the three month periods ended March 31, 2013 and 2012, respectively. In Europe, net sales were $79 million
and $76 million in the three month periods ended March 31, 2013 and 2012, respectively, a increase of 4%. Sales in
Europe, as a percentage of consolidated sales were 28% and 29% in the three month periods ended March 31, 2013
and 2012, respectively. In East Asia, net sales were $61 million and $59 million in the three month periods ended
March 31, 2013 and 2012, respectively, an increase of 3%. Sales in East Asia, as a percentage of consolidated sales
were 21% and 23% in the three month periods ended March 31, 2013 and 2012, respectively. In Emerging Markets,
net sales were $27 million and $20 million in the three month periods ended March 31, 2013 and 2012, respectively,
an increase of 37%. Sales in Emerging Markets, as a percentage of consolidated sales were 9% and 8% in the three
month periods ended March 31, 2013 and 2012, respectively.
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We expect sales outside of the Americas to continue to represent a significant portion of our revenue. We intend to
continue to expand our international operations by increasing our presence in existing markets, adding a presence in
some new geographical markets and continuing the use of distributors to sell our products in some countries. We
anticipate that sales growth in Emerging Markets may continue to be strong relative to the Americas and Europe and
East Asia and continue to grow as a percentage of our total net sales.  

Almost all of the sales made by our direct sales offices in the Americas, outside of the U.S., Europe, East Asia, and
Emerging Markets are denominated in local currencies, and accordingly, the U.S. dollar equivalent of these sales is
affected by changes in foreign currency exchange rates. For the three months ended March 31, 2013, in local currency
terms, our consolidated net sales increased by $24 million or 9%, Americas sales increased by $13 million or 12%,
European sales increased by $3.2 million or 4%, sales in East Asia increased by $1.1 million or 2%, and sales in
Emerging Markets increased by $6.9 million or 35%, compared to the three month period ended March 31, 2012.
During this same period, the change in exchange rates had the effect of decreasing our consolidated sales by $77,000
or 0%, decreasing Americas sales by $105,000 or 0%, increasing European sales by $189,000 or 0%, decreasing East
Asia sales by $477,000 or 1%, and increasing sales in Emerging Markets by $316,000 or 2%.  

For the three month period ended March 31, 2012, in local currency terms, our consolidated net sales increased by $22
million or 9%, Americas sales increased by $11 million or 11%, European sales increased by $5 million or 7%, sales
in East Asia increased by $7 million or 13%, and sales in Emerging Markets increased by $286,000 and 1%,
compared to the same period in the prior year. During this same period, the change in exchange rates had the effect of
increasing our consolidated sales by $365,000 or 0.2%, decreasing Americas sales by $594,000 or 1%, decreasing
European sales by $726,000 or 1%, increasing sales in East Asia by $2.0 million or 4%, and decreasing sales in
Emerging Markets by $300,000 or 1.5%.   

To help protect against a reduction in value caused by a fluctuation in foreign currency exchange rates of forecasted
foreign currency cash flows resulting from international sales, we have instituted a foreign currency cash flow hedging
program. We hedge portions of our forecasted revenue denominated in foreign currencies with forward and purchased
option contracts. During the three month periods ended March 31, 2013 and 2012, these hedges had the effect of
increasing our consolidated sales by $1.2 million and increasing our consolidated sales by $476,000, respectively.
(See Note 5 - Derivative instruments and hedging activities of Notes to Consolidated Financial Statements for further
discussion regarding our cash flow hedging program and its related impacted on our consolidated sales for 2013 and
2012).  

Gross Profit. For the three month periods ended March 31, 2013 and 2012, gross profit was $216 million and $200
million, respectively, an increase of 8%. As a percentage of sales, gross profit was 75.5% and 76.5% for the three
month periods ended March 31, 2013 and 2012, respectively. During the three months ended March 31, 2013, gross
margin was negatively impacted by the incremental overhead related to our new manufacturing facility in Penang,
Malaysia as well as changes in our product mix. We continued to focus on cost control and cost reduction measures
throughout our manufacturing cycle. These cost control and cost reduction measures along with sales growth have
allowed us to maintain stability in our gross margin percentage.    

For the three month periods ended March 31, 2013 and 2012, the change in exchange rates had the effect of
decreasing our cost of sales by $7,000 and $42,000, respectively. To help protect against changes in our cost of sales
caused by a fluctuation in foreign currency exchange rates of forecasted foreign currency cash flows, we have a
foreign currency cash flow hedging program. We hedge portions of our forecasted costs of sales denominated in
foreign currencies with forward contracts. During the three month periods ended March 31, 2013 and 2012, these
hedges had the effect of decreasing our cost of sales by $108,000 and increasing our cost of sales by $8,000,
respectively. (See Note 5 - Derivative instruments and hedging activities of Notes to Consolidated Financial
Statements for further discussion regarding our cash flow hedging program and its related impacted on our
consolidated sales for 2013 and 2012).  
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Operating Expenses. For the three month periods ended March 31, 2013 and 2012, operating expenses were $197
million and $175 million, respectively, an increase of 12%. This increase in our operating expenses was due to higher
personnel related expenses of $15 million which included commissions, variable compensation and benefits. The
increase in personnel expenses is related to a net increase in our overall headcount of 580 employees year over year.
In addition, the overall increase is attributed to higher expenses for building and equipment of $2.5 million, higher
travel related expenses of $2.3 million and higher costs related to software development of $938,000. Over the same
period, the net impact of changes in foreign currency exchange rates increased our operating expense by $421,000.   

As a percentage of net sales, operating expenses in the three month periods ended March 31, 2013 and 2012 were 69%
and 67%, respectively. The year over year increase in our operating expenses as a percent of sales is attributed to the
fact that our net sales grew by 10% while operating expenses increased by 12% based on the factors above. During the
three month period ended March 31, 2013, our operating expenses exceeded our plan by $3.6 million which had a
negative impact on our operating profit.
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We believe that our long-term growth and success depends on developing high quality software and hardware
products on a timely basis. As such, we have made investments in research and development and our field sales force
a priority. For the three month periods ended March 31, 2013 and 2012, our sales and marketing expenses were $114
million and $100 million, respectively, and research and development expenses were $61 million and $54 million,
respectively. The increase in sales and marketing expense was driven by an increase in headcount of 290 and the
increase in research and development expense was driven by a headcount increase of 195. From a regional
perspective, the increase in research and development in the three months ended March 31, 2013, had a larger impact
on the operating expenses of the Americas as the Americas absorbed $5.4 million of the overall $7.2 million increase.
This increase in headcount is consistent with our stated plan to make investment in research and development a
priority to support our long-term growth.   

Operating Income.  For the three month periods ended March 31, 2013 and 2012, operating income was $19 million
and $24 million, respectively, a decrease of 20%. As a percentage of net sales, operating income was 7% and 9%,
respectively, in these same periods. The decrease in our operating income as a percent of sales during this period can
be attributed to the fact that operating expenses grew by 12% year over year while net sales grew by 10% year over
year and gross profit grew by 8% year over year as a result of the factors detailed above.

Interest Income.    For the three month periods ended March 31, 2013 and 2012, interest income was $185,000 and
$230,000, respectively. We continue to see low yields for high quality investment alternatives that comply with our
corporate investment policy. We do not expect yields in these types of investments to increase during the remainder of
2013.   

Net Foreign Exchange Loss.    For the three month periods ended March 31, 2013 and 2012, net foreign exchange loss
was $(1.5) million and $(888,000), respectively. These results are attributable to movements in the foreign currency
exchange rates between the U.S. dollar and foreign currencies in subsidiaries for which our functional currency is not
the U.S. dollar. During the three month period ended March 31, 2013, there was mixed volatility in the exchange rates
between the U.S. dollar and most of the major currencies in the markets in which we do business which included
significant strengthening of the U.S. dollar against the Japanese Yen. We cannot predict the direction or degree of
future volatility in these exchange rates. In the past, we have noted that significant volatility in foreign currency
exchange rates in the markets in which we do business has had a significant impact on the revaluation of our foreign
currency denominated firm commitments, on our ability to forecast our U.S. dollar equivalent revenues and expenses
and on the effectiveness of our hedging programs. In the past, these dynamics have also adversely affected our
revenue growth in international markets and may pose similar challenges in the future. We recognize the local
currency as the functional currency in virtually all of our international subsidiaries.   

We utilize foreign currency forward contracts to hedge our foreign denominated net foreign currency balance sheet
positions to help protect against the change in value caused by a fluctuation in foreign currency exchange rates. We
typically hedge up to 90% of our outstanding foreign denominated net receivable or payable positions and typically
limit the duration of these foreign currency forward contracts to approximately 90 days. The gain or loss on these
derivatives as well as the offsetting gain or loss on the hedged item attributable to the hedged risk is recognized in
current earnings under the line item “Net foreign exchange loss”. Our hedging strategy decreased our foreign exchange
loss by $1.3 million in the three month period ended March 31, 2013 and reduced our foreign exchange gains by $1.0
million in the three month period ended March 31, 2012. 

Provision for Income Taxes.    For the three month periods ended March 31, 2013 and 2012, our provision for income
taxes reflected an effective tax rate of (3)%  and 22%, respectively. The factors that caused our effective tax rate to
change year-over-year are detailed in the table below:

Three Months Ended
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March 31, 2013
(Unaudited)

Effective tax rate at March 31, 2012 22 %
Change in tax benefit from equity awards (3)
Change in research and development tax credit (21)
Other (1)
Effective tax rate at March 31, 2013 (3) %

(See Note 9 – Income taxes of Notes to Consolidated Financial Statements for further discussion regarding changes in
our effective tax rate and a reconciliation of income taxes at the U.S. federal statutory income tax rate of 35% to our
effective tax rate).  
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Other operational metrics  

We believe that the following additional unaudited operational metrics assist investors in assessing our operational
performance relative to our peers and to our historical results.  

Acquisition related deferred revenue excluded from revenue. For the three month periods ended March 31, 2013 and
2012, our excluded acquisition related deferred revenue was as follows: 

Three Months
Ended March
31,

(In thousands) (Unaudited)
2013 2012

Revenue
Acquisition related deferred revenue $  - $ 1,269 
Provision for income taxes  - (444)
Total $  - $ 825 

 Charges related to stock-based compensation, amortization of acquired intangibles and acquisition related transaction
costs. For the three month periods ended March 31, 2013 and 2012, the gross charges related to stock-based
compensation as a component of cost of sales, sales and marketing, research and development, and general and
administrative expenses and the total charges were as follows: 

Three Months
Ended March 31,

(In thousands) (Unaudited)
2013 2012

Stock-based compensation
Cost of sales $ 421 $ 415 
Sales and marketing 3,073 2,640 
Research and development 2,737 2,449 
General and administrative 903 799 
Provision for income taxes (1,814) (1,507)
Total $ 5,320 $ 4,796 

For the three month periods ended March 31, 2013 and 2012, the gross charges related to the amortization of
acquisition related intangibles as a component of cost of sales, sales and marketing and other income (expense), net
and the total charges were as follows:
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Three Months
Ended March
31,

(In thousands) (Unaudited)
2013 2012

Amortization of acquired intangibles
Cost of sales $ 2,760 $ 2,410 
Sales and marketing 518 447 
Research and development 673  -
Other income, net 193 189 
Provision for income taxes (1,350) (972)
Total $ 2,794 $ 2,074 

For the three month periods ended March 31, 2013 and 2012, the gross charges related to acquisition related
transaction costs as a component of cost of sales, sales and marketing, research and development and general and
administrative expenses and the total charges were as follows:

Three Months
Ended March
31,

(In thousands) (Unaudited)
2013 2012

Acquisition related transaction costs
Cost of sales $  - $ 32 
Sales and marketing 118 220 
Research and development 144 106 
General and administrative 106 47 
Acquisition related adjustment (1,316)  -
Provision for income taxes (106) (142)
Total $ (1,054)$ 263 
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Liquidity and Capital Resources  

Working Capital, Cash and Cash Equivalents and Short-term Investments.  The following table presents our working
capital, cash and cash equivalents and short-term investments:    

March 31, 2013 December
31,

Increase/

(In thousands) (unaudited) 2012 (Decrease)

Working capital $ 532,994 $ 522,744 $ 10,250 
Cash and cash equivalents (1) 172,054 161,996 10,058 
Short-term investments (1) 155,251 173,166 (17,915)
Total cash, cash equivalents and short-term investments $ 327,305 $ 335,162 $ (7,857)

(1) Included in working capital

During the three months ended March 31, 2013, our working capital increased by $10 million. Overall, current assets
increased by $7.1 million while current liabilities decreased by $3.1 million. The increase in our current assets was the
result of a $19 million increase in inventory, a $10 million increase in prepaid expenses and other current assets, offset
by a $15 million decrease in accounts receivable and an $8 million decrease in our cash, cash equivalents and
short-term investments. These overall increases in working capital can be attributed to our overall business growth
during the three months ended March 31, 2013. 

Inventory increased $19 million to $189 million at March 31, 2013 from $170 million at December 31, 2012. As a
result of this increase, inventory turns decreased to 1.6 at March 31, 2013 from 1.9 at December 31, 2012. We
increased inventory during the three month period ended March 31, 2013, to service the anticipated needs of our
largest customer as well as to support the transition of some of our production from our Hungarian manufacturing
facility to our new Malaysian manufacturing facility. We now believe it is likely that the total demand from our
largest customer may be lower than we initially expected and, as a result, we will be working to reduce our inventory
in line with our reduced expectations.

Prepaid expenses increased $10 million to $58 million March 31, 2013, from $48 million at December 31, 2013. The
increase was the result of increases in deferred cost, prepaid insurance, the increase in the fair value of our foreign
currency contracts designated as hedging instruments, primarily the result of the devaluation of the Japanese Yen
against the U.S. dollar, and federal taxes receivable.

Accounts receivable decreased by $15 million to $172 million at March 31, 2013, from $187 million at December 31,
2012. The decrease in accounts receivable was the result of the sequential revenue decline to $286 million for the
three month period ended March 31, 2012, from $300 million for the three month period ended December 31, 2012.
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Days sales outstanding remained relatively constant at 56 days at March 31, 2013, compared to 55 days at December
31, 2012.

Our cash and cash equivalent balances are held in numerous financial institutions throughout the world, including
substantial amounts held outside of the U.S., however, the majority of our cash and investments that are located
outside of the U.S. are denominated in the U.S. dollar with the exception of $16 million U.S. dollar equivalent of
German government sovereign debt that is denominated in Euro. Our German government sovereign debt holdings
have a maximum maturity of 15 months and carry Aaa/AAA ratings. Our short-term investments do not include
sovereign debt from any other countries in Europe. At March 31, 2013, we had $327 million in cash, cash equivalents
and short-term investments. Approximately $41 million or 13% of these amounts were held in domestic accounts with
various financial institutions and $286 million or 87% was held in accounts outside of the U.S. with various financial
institutions. At March 31, 2013, we had cash and cash equivalents of $172 million of which $40 million or 23% was
held in domestic accounts and $132 million or 77% was held in various accounts of our foreign subsidiaries. At March
31, 2013, we had short-term investments of $155 million of which $1.4 million or 1% was held in our investment
accounts in the U.S. and $154 million or 99% was held in investment accounts of our foreign subsidiaries. Most of the
amounts held outside of the U.S. could be repatriated to the U.S., but under current law, would be subject to U.S.
federal income taxes, less applicable foreign tax credits. We have provided for the U.S. federal tax liability on these
amounts for financial statement purposes, except for foreign earnings that are considered indefinitely reinvested
outside of the U.S. Repatriation could result in additional U.S. federal income tax payments in future years. We utilize
a variety of tax planning and financing strategies with the objective of having our worldwide cash available in the
locations in which it is needed. 

Cash Provided and (Used) in the Three Months Ended March 31, 2013 and 2012.  Cash, cash equivalents and
short-term investments decreased by $8 million to $327 million at March 31, 2013 from $335 million at December 31,
2012. The following table summarizes the proceeds and (uses) of cash:  

Three Months
Ended March 31,

(In thousands) (unaudited)
2013 2012

Cash provided by operating activities $ 20,482 $ 33,504 
Cash (used in) provided by investing activities (5,400) 71,481 
Cash used in financing activities (5,024) (9,083)
Net change in cash equivalents 10,058 95,902 
Cash and cash equivalents at beginning of year 161,996 142,608 
Cash and cash equivalents at end of period $ 172,054 $ 238,510 

25  

Edgar Filing: NATIONAL INSTRUMENTS CORP /DE/ - Form 10-Q

50



For the three month periods ended March 31, 2013 and 2012, cash provided by operating activities was $21 million
and $34 million, respectively. Year over year, we had a decrease in cash provided by operating assets and liabilities of
$13 million. This decrease was driven by the use of $18 million to increase inventories to service the anticipated needs
of our largest customer as well as the transition of some of our production from our Hungarian manufacturing facility
to our new Malaysian manufacturing facility.  

Investing activities used cash of $5.4 million during the three months ended March 31, 2013, as the result of the net
sale of $18 million of short-term investments to fund liquidity for operating needs, offset by capital expenditures of
$19 million and capitalization of internally developed software and other intangibles of $4.2 million. Capital
expenditures during the three month period ended March 31, 2013, included payments related to the finishing stages
of the construction of our Malaysian manufacturing facility as well as computers, equipment, furniture and fixtures to
support growing operations in our Malaysian manufacturing facility as well as other parts of our business. Investing
activities provided cash of $71 million during the three month period ended March 31, 2012, as the result of the sale
and maturities of $85 million of short-term investments offset by the purchase of property and equipment of $9
million, and capitalization of internally developed software of $3.7 million.  

Financing activities used cash of $5 million during the three months ended March 31, 2013, which was the result of
$12 million received from the issuance of our common stock from the exercise of stock options and under our
employee stock purchase plan, offset by $17 million used to pay dividends to our stockholders. Financing activities
used cash of $9 million during the three month period ended March 31, 2012, which was the result of $8 million
received from the issuance of our common stock from the exercise of stock options and our employee stock purchase
plan, offset by $17 million used to pay dividends to our stockholders.  

From time to time, our Board of Directors has authorized various programs to repurchase shares of our common stock
depending on market conditions and other factors. We did not make any purchases under this program during the three
month period ended March 31, 2013. At March 31, 2013, there were 3,932,245 shares remaining available for
repurchase under this program. This repurchase program does not have an expiration date.  

During the three months ended March 31, 2013, we received less proceeds from the exercise of stock options
compared to the three month period ended March 31, 2012. The timing and number of stock option exercises and the
amount of cash proceeds we receive through those exercises are not within our control and in the future, we may not
generate as much cash from the exercise of stock options as we have in the past. Moreover, since 2005, it has been our
practice to issue restricted stock units and not stock options to eligible employees which has reduced the number of
stock options available for exercise in the future. Unlike the exercise of stock options, the issuance of shares upon
vesting of restricted stock units does not result in any cash proceeds to us.  

Contractual Cash Obligations.  Purchase obligations primarily represent purchase commitments for customized
inventory and inventory components. At March 31, 2013, we had non-cancelable purchase commitments with various
suppliers of customized inventory and inventory components totaling approximately $12 million. At December 31,
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2012, we had non-cancelable purchase commitments with various suppliers of customized inventory and inventory
components totaling approximately $7 million.  

Guarantees are related to payments of customs and foreign grants. At March 31, 2013, we had outstanding guarantees
for payment of customs and foreign grants totaling approximately $4.8 million. At December 31, 2012, we had
outstanding guarantees for payment of customs, foreign grants and potential customer disputes totaling approximately
$4.8 million.  

Off-Balance Sheet Arrangements.    We do not have any debt or off-balance sheet debt. At March 31, 2013, we did not
have any relationships with any unconsolidated entities or financial partnerships, such as entities often referred to as
structured finance entities, which would have been established for the purpose of facilitating off-balance sheet
arrangements. As such, we are not exposed to any financing, liquidity, market or credit risk that could arise if we were
engaged in such relationships.  
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Prospective Capital Needs.    We believe that our existing cash, cash equivalents and short-term investments, together
with cash generated from operations as well as from the exercise of employee stock options and the purchase of
common stock through our employee stock purchase plan, will be sufficient to cover our working capital needs,
capital expenditures, investment requirements, commitments, payment of dividends to our stockholders and
repurchases of our common stock for at least the next 12 months, although the use of certain of our funds for domestic
purposes may require us to repatriate foreign earnings which would be subject to the U.S. federal statutory tax rate of
35%. On April 24, 2013, our Board of Directors approved a line of credit facility in the amount of $50 million which
is currently being processed for execution. We may also seek to pursue additional financing, most likely through the
sale of debt securities in the private placement debt market, so that we will have sufficient domestic cash to fund
continued dividends to our stockholders, to fund potential acquisitions or other domestic general corporate purposes
without the need to repatriate foreign earnings. We may also choose to raise additional funds by selling equity to the
public. If we elect to raise additional funds, we may not be able to obtain such funds on a timely basis on acceptable
terms, if at all. If we raise additional funds by issuing additional equity or convertible debt securities, the ownership
percentages of our existing stockholders would be reduced. In addition, the equity or debt securities that we issue may
have rights, preferences or privileges senior to those of our common stock and a line of credit would likely have
covenants or impose other restrictions on our business. We may also choose to repatriate foreign earnings which
would be subject to the U.S. federal statutory tax rate of 35% and therefore, would likely have a material adverse
effect on our effective tax rate and on our net income and earnings per share. We could also choose to reduce certain
expenditures or payments of dividends or suspend our program to repurchase shares of our common stock.
Historically, we have not had to rely on debt, public or private, to fund our operating, financing or investing activities.

Although we believe that we have sufficient capital to fund our operating activities for at least the next 12 months, our
future capital requirements may vary materially from those now planned. We anticipate that the amount of capital we
will need in the future will depend on many factors, including:  

· difficulties and the high tax costs associated with the repatriation of earnings;  
· payment of dividends to our stockholders; 
· required levels of research and development and other operating costs;
· the overall levels of sales of our products and gross profit margins;
· the levels of inventory and accounts receivable that we maintain;
· general economic and political uncertainty and specific conditions in the markets we address, including any

volatility in the industrial economy in the various geographic regions in which we do business;
· the inability of certain of our customers who depend on credit to have access to their traditional sources of credit to

finance the purchase of products from us, which may lead them to reduce their level of purchases or to seek credit or
other accommodations from us;

· capital improvements for new and existing facilities; 
· our business, product, capital expenditure and research and development plans, and product and technology

roadmaps; 
· acquisitions of other businesses, assets, products or technologies; 
· repurchases of our common stock; 
· our relationships with suppliers and customers; and 
· the level of exercises of stock options and stock purchases under our employee stock purchase plan.  

Recently Issued Accounting Pronouncements  
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See Note 14 – Recently Issued Accounting Pronouncements in Notes to Consolidated Financial Statements.  

Item 3.            Quantitative and Qualitative Disclosures About Market Risk  

Response to this item is included in Item 2 - Management's Discussion and Analysis of Financial Conditions and
Results of Operations above.  

Financial Risk Management  

Our international sales are subject to inherent risks, including fluctuations in local economies; fluctuations in foreign
currencies relative to the U.S. dollar; difficulties in staffing and managing foreign operations; greater difficulty in
accounts receivable collection; costs and risks of localizing products for foreign countries; unexpected changes in
regulatory requirements, tariffs and other trade barriers; difficulties and costs in the repatriation of earnings and
burdens of complying with a wide variety of foreign laws.  
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The vast majority of our sales outside of North America are denominated in local currencies, and accordingly, the
U.S. dollar equivalent of these sales is affected by changes in the foreign currency exchange rates. The change in
exchange rates had the effect decreasing our consolidated sales by $77,000 in the three month period ended March 31,
2013, and increasing our consolidated sales by $365,000 in the three month period ended March 31, 2012. Since most
of our international operating expenses are also incurred in local currencies, the change in exchange rates had the
effect of increasing our consolidated operating expenses by $421,000 in the three month period ended March 31,
2013, and increasing our consolidated operating expenses by $415,000 in the three month period ended March 31,
2012.  

During the three month period ended March 31, 2013, there was mixed volatility in the exchange rates between the
U.S. dollar and most of the major currencies in the markets in which we do business which included significant
strengthening of the U.S. dollar against the Japanese Yen. We cannot predict to what degree or how long this volatility
in the foreign currency exchange markets will continue. In the past, we have noted that significant volatility in foreign
currency exchange rates in the markets in which we do business has had a significant impact on the revaluation of our
foreign currency denominated firm commitments, on our ability to forecast our U.S. dollar equivalent revenues and
expenses and on the effectiveness of our hedging programs. In the past, these dynamics have also adversely affected
our revenue growth in international markets and may pose similar challenges in the future. We recognize the local
currency as the functional currency in virtually all of our international subsidiaries.

If the local currencies in which we sell our products strengthen against the U.S. dollar, we may need to lower our
prices in the local currency to remain competitive in our international markets which could have a material adverse
effect on our gross and net profit margins. If the local currencies in which we sell our products weaken against the
U.S. dollar and if the local sales prices cannot be raised due to competitive pressures, we will experience a
deterioration of our gross and net profit margins. To help protect against the change in the value caused by a
fluctuation in foreign currency exchange rates of forecasted foreign currency cash flows resulting from international
sales and expenses over the next one to two years, we have a foreign currency cash flow hedging program. We hedge
portions of our forecasted revenue, cost of sales and operating expenses denominated in foreign currencies with
foreign currency forward contracts. For forward contracts, when the dollar strengthens significantly against the foreign
currencies, the change in the present value of future foreign currency cash flows may be offset by the change in the
fair value of the forward contracts designated as hedges. For purchased option contracts, when the dollar strengthens
significantly against the foreign currencies, the change in the present value of future foreign currency cash flows may
be offset by the change in the fair value of the option contracts designated as hedges, net of the premium paid. Our
foreign currency purchased option contracts are purchased “at-the-money” or “out-of-the-money.” We purchase foreign
currency forward and option contracts for up to 100% of our forecasted exposures in selected currencies (primarily in
Euro, Japanese yen, and Hungarian forint) and limit the duration of these contracts to 40 months or less. As a result,
our hedging activities only partially address our risks from foreign currency transactions, and there can be no
assurance that this strategy will be successful. We do not invest in contracts for speculative purposes.   

During the three month period ended March 31, 2013, our hedges had the effect of increasing our consolidated sales
by $1.2 million, decreasing our cost of sales by $108,000, and increasing our operating expenses by $1,000. During
the three month period ended March 31, 2012, our hedges had the effect of increasing our consolidated sales by
$476,000, increasing our cost of sales by $8,000, and decreasing our operating expenses by $55,000. (See Note 5 -
Derivative instruments and hedging activities of Notes to Consolidated Financial Statements for further discussion
regarding our cash flow hedging program and its related impacted on our consolidated sales, cost of sales and
operating expenses for the three month periods ended March 31, 2013 and 2012).  
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Inventory Management  

The marketplace for our products dictates that many of our products be shipped very quickly after an order is received.
As a result, we are required to maintain significant inventories. Therefore, inventory obsolescence is a risk for us due
to frequent engineering changes, shifting customer demand, the emergence of new industry standards and rapid
technological advances including the introduction by us or our competitors of products embodying new technology.
However, our risk of obsolescence is mitigated as many of our products have interchangeable parts and many have
long lives. While we adjust for excess and obsolete inventories and we monitor the valuation of our inventories, there
can be no assurance that our valuation adjustments will be sufficient.  

In recent years, we have made a concentrated effort to increase our revenue through the pursuit of orders with a value
greater than $1.0 million. Fulfillment of these contracts can severely challenge our supply chain capabilities at the
component acquisition, assembly and delivery stages. These contracts can also require us to develop specific product
mitigation plans for product delivery constraints caused by unexpected or catastrophic situations to help assure quick
production recovery and to comply with critical delivery commitments where severe contractual liabilities can be
imposed on us if we fail to provide the quantity of products at the required delivery times. In order to help mitigate the
risks associated with these contractual requirements, we may choose to build inventory levels for certain parts or
systems. During the three month period ended March 31, 2013, we increased our inventory in order to meet expected
demand during the second quarter. We now believe it is likely that the total value of our orders may be lower than our
anticipated demand. As a result, we will be working to reduce our inventory in line with our reduced expectations.
Because our contracts with such customers may allow the customer to cancel or delay orders without liability, such
actions expose our business to increased risk of inventory obsolescence.
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Market Risk  

We are exposed to a variety of risks, including foreign currency fluctuations and changes in the market value of our
investments. In the normal course of business, we employ established policies and procedures to manage our exposure
to fluctuations in foreign currency values and changes in the market value of our investments.  

Cash, Cash Equivalents and Short-Term Investments  

At March 31, 2013, we had $327 million in cash, cash equivalents and short-term investments of which $41 million or
13% is held in domestic accounts and $286 million or 87% is held in international accounts. We maintain cash and
cash equivalents and short-term investments with various financial institutions located in many countries throughout
the world. At March 31, 2013, we had cash and cash equivalents of $172 million of which $134 million or 78% was
held in cash in various operating accounts throughout the world and $38 million or 22% was held in money market
accounts. The most significant of our operating accounts was our domestic operating account which held
approximately $16 million or 9% of our total cash and cash equivalents at a bank that carried A+/A2/AA- ratings. At
March 31, 2013, we had short-term investments of $155 million of which $1.4 million or 1% was held in our
investment accounts in the U.S. and $154 million or 99% was held in investment accounts of our foreign subsidiaries.
Our short-term investments include $16 million U.S. dollar equivalent of German government sovereign debt and $15
million U.S. dollar equivalent of corporate bonds that are denominated in Euro. Our German government sovereign
debt holdings have a maximum maturity of 15 months and carry Aaa/AAA ratings. Our short-term investments do not
include sovereign debt from any other countries in Europe.  

We value our available-for-sale short term investments based on pricing from third party pricing vendors, who may
use quoted prices in active markets for identical assets (Level 1 inputs) or inputs other than quoted prices that are
observable either directly or indirectly (Level 2 inputs) in determining fair value. We classify all of our fixed income
available-for-sale securities as having Level 2 inputs. The valuation techniques used to measure the fair value of our
financial instruments having Level 2 inputs were derived from non-binding market consensus prices that are
corroborated by observable market data, quoted market prices for similar instruments, or pricing models, such as
discounted cash flow techniques. We believe these sources reflect the credit risk associated with each of our available
for sale short term investments.  

The goal of our investment policy is to manage our investment portfolio to preserve principal and liquidity while
maximizing the return on our investment portfolio through the full investment of available funds. We place our cash
investments in instruments that meet credit quality standards, as specified in our corporate investment policy
guidelines. These guidelines also limit the amount of credit exposure to any one issue, issuer or type of instrument.
Our cash equivalents and short-term investments carried ratings from the major credit rating agencies that were in
accordance with our corporate investment policy. Our investment policy allows investments in the following:
government and federal agency obligations, repurchase agreements (“Repos”), certificates of deposit and time deposits,
corporate obligations, medium term notes and deposit notes, commercial paper including asset-backed commercial
paper (“ABCP”), puttable bonds, general obligation and revenue bonds, money market funds, taxable commercial paper,
corporate notes/bonds, municipal notes, municipal obligations, variable rate demand notes and tax exempt commercial
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paper. All such instruments must carry minimum ratings of A1/P1/F1, MIG1/VMIG1/SP1 and A2/A/A, as applicable,
all of which are considered “investment grade”. Our investment policy for marketable securities requires that all
securities mature in three years or less, with a weighted average maturity of no longer than 18 months with at least
10% maturing in 90 days or less.  

We account for our investments in debt and equity instruments under FASB ASC 320 Investments – Debt and Equity
Securities (FASB ASC 320). Our investments are classified as available-for-sale and accordingly are reported at fair
value, with unrealized gains and losses reported as other comprehensive income, a component of stockholders’ equity.
Unrealized losses are charged against income when a decline in fair value is determined to be other-than-temporary.
Investments with maturities beyond one year are classified as short-term based on their highly liquid nature and
because such marketable securities represent the investment of cash that is available for current operations. The fair
value of our short-term investments at March 31, 2013 and December 31, 2012 was $155 million and $173 million,
respectively. This decrease was due to the net sale of $18 million of short-term investments to fund liquidity for
operational needs.   

We follow the guidance provided by FASB ASC 320 to assess whether our investments with unrealized loss positions
are other than temporarily impaired. Realized gains and losses and declines in value judged to be
other-than-temporary are determined based on the specific identification method and are reported in other income
(expense), net, in our Consolidated Statements of Income. There were not any other-than-temporary impairments
recognized in other expense during the three month period ended March 31, 2013.  

Interest Rate Risk  

Investments in both fixed rate and floating rate instruments carry a degree of interest rate risk. Fixed rate securities
may have their market value adversely impacted due to an increase in interest rates, while floating rate securities may
produce less income than expected if interest rates fall. Due to these factors, our future investment income may fall
short of expectations due to changes in interest rates or if the decline in the fair value of our publicly traded debt
investments is judged to be other-than-temporary. We may suffer losses in principal if we are forced to sell securities
that have declined in market value due to changes in interest rates. However, because any debt securities we hold are
classified as available-for-sale, no gains or losses are realized in our income statement due to changes in interest rates
unless such securities are sold prior to maturity or unless declines in value are determined to be other-than-temporary.
These securities are reported at fair value with the related unrealized gains and losses included in accumulated other
comprehensive income (loss), a component of stockholders’ equity, net of tax.  
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In a declining interest rate environment, as short-term investments mature, reinvestment occurs at less favorable
market rates. Given the short-term nature of certain investments, the current interest rate environment of low rates has
negatively impacted our investment income.  

In order to assess the interest rate risk associated with our investment portfolio, we performed a sensitivity analysis to
determine the impact a change in interest rates would have on the value of our investment portfolio assuming a 100
basis point parallel shift in the yield curve. Based on our investment positions as of March 31, 2013, a 100 basis point
increase or decrease in interest rates across all maturities would result in a $757,000 increase or decrease in the fair
market value of our portfolio. As of December 31, 2012, a similar 100 basis point increase or decrease in interest rates
across all maturities would result in a $844,000 increase or decrease in the fair market value of our portfolio. Such
losses would only be realized if we sold the investments prior to maturity or if there is an other-than-temporary
impairment. Actual future gains and losses associated with our investments may differ from the sensitivity analyses
performed as of March 31, 2013, due to the inherent limitations associated with predicting the changes in the timing
and level of interest rates and our actual exposures and positions.  

We continue to monitor the stability of the financial markets, particularly those in the European region and have taken
steps to limit our direct and indirect exposure to these markets; however, we can give no assurance that we will not be
negatively impacted by any adverse outcomes in those markets. We also continue to weigh the benefit of the higher
yields associated with longer maturities against the interest rate risk and credit rating risk, also associated with these
longer maturities when making these decisions. We cannot predict when or if interest rates and investment yields will
rise. If yields continue to stay at these low levels, our investment income will continue to be negatively impacted.  

Exchange Rate Risk  

Our objective in managing our exposure to foreign currency exchange rate fluctuations is to reduce the impact of
adverse fluctuations in such exchange rates on our earnings and cash flow. Accordingly, we utilize purchased foreign
currency option and forward contracts to hedge our exposure on anticipated transactions and firm commitments. The
principal currencies hedged are the Euro, Japanese yen, and Hungarian forint. We monitor our foreign exchange
exposures regularly to help ensure the overall effectiveness of our foreign currency hedge positions. There can be no
assurance that our foreign currency hedging activities will substantially offset the impact of fluctuations in currency
exchanges rates on our results of operations and financial position. Based on the foreign exchange instruments
outstanding at March 31, 2013 and December 31, 2012, an adverse change (defined as 20% in the Asian currencies
and 10% in all other currencies) in exchange rates would result in a decline in the aggregate settlement value of all of
our instruments outstanding of approximately $15 million and $22 million, respectively. However, as we utilize
foreign currency instruments for hedging anticipated and firmly committed transactions, we believe that a loss in
settlement value for those instruments will be substantially offset by increases in the value of the underlying exposure.
(See Note 5 - Derivative instruments and hedging activities of Notes to Consolidated Financial Statements for a
further description of our derivative instruments and hedging activities).  
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Item 4.            Controls and Procedures  

Evaluation of Disclosure Controls and Procedures  

As of the end of the period covered by this Quarterly Report on Form 10-Q, our Chief Executive Officer, Dr. James
Truchard, and our EVP, Chief Operating Officer and Chief Financial Officer, Alex Davern, based on their evaluation
of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act
of 1934, as amended), required by paragraph (b) of Rule 13a – 15 or Rule 15d – 15, have concluded that our disclosure
controls and procedures were effective at the reasonable assurance level, to ensure the timely collection, evaluation
and disclosure of information relating to us that would potentially be subject to disclosure under the Securities
Exchange Act of 1934, as amended, and the rules and regulations promulgated thereunder, and that such information
is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms. These
disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that
information required to be disclosed by us in the reports we file or submit is accumulated and communicated to
management, including our Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely
decisions regarding required disclosure. Our disclosure controls and procedures include components of our internal
control over financial reporting. Our assessment of the effectiveness of our internal control over financial reporting is
expressed at the level of reasonable assurance because a control system, no matter how well designed and operated,
can provide only reasonable, but not absolute assurance that the control system’s objectives will be met.      

Changes in Internal Control Over Financial Reporting  

We continue to enhance our internal control over financial reporting in key functional areas with the goal of
monitoring our operations at the level of documentation, segregation of duties, and systems security necessary, as well
as transactional control procedures required, under Auditing Standard No. 5 issued by the Public Company
Accounting Oversight Board. We discuss and disclose these matters to the audit committee of our board of directors
and to our auditors.  

During the three month period ended March 31, 2013, there were no changes in our internal control over financial
reporting identified in connection with the evaluation required by paragraph (d) of the Rule 13a – 15 or Rule 15d – 15
that have materially affected, or are likely to materially affect, our internal control over financial reporting.  
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PART II - OTHER INFORMATION  

ITEM 1.       LEGAL PROCEEDINGS  

We are not currently a party to any material litigation. However, in the ordinary course of our business, we are
involved in a limited number of legal actions, both as plaintiff and defendant, and could incur uninsured liability in
any one or more of them. We also periodically receive notifications from various third parties related to alleged
infringement of patents or intellectual property rights, commercial disputes or other matters. No assurances can be
given with respect to the extent or outcome of any future litigation or dispute.  

ITEM 1A.    RISK FACTORS  

Uncertain Economic Conditions Could Materially Adversely Affect Our Business and Results of Operations.    Our
business is sensitive to fluctuations in general economic conditions, both in the U.S. and globally. The uncertain
economic climate, uncertain budget and tax policies, particularly in the U.S. and Europe, negative financial news,
volatile foreign currency markets, natural disasters, energy costs, employment levels, labor costs, healthcare costs,
declining income or asset values and credit availability, could continue to negatively impact and cause deterioration in
the global industrial economy. Historically, our business cycles have generally followed the expansion and contraction
cycles in the global industrial economy as measured by the Global Purchasing Managers Index (PMI).  The most
recent PMI reading for April 2013 was 50.5, up from a reading of 50.2 for December 2012. For the three months
ended March 31, 2013, the PMI had an average reading of 51.2. For April 2013, the new order element of the PMI
was 50.9, up from 49.7 in December 2012. For the three months ended March 31, 2013, the new order element of the
PMI had an average reading of 51.8. We are unable to predict whether the industrial economy, as measured by the
PMI, will remain near the neutral reading of 50, strengthen or contract during the remainder of 2013. If the industrial
economy, as measured by the PMI, remains at or near a neutral reading of around 50, indicating general weakness, or
begins to contract, it could have an adverse effect on the spending patterns of businesses including our current and
potential customers which could adversely affect our revenues and result of operations.

Our Current Domestic Cash Position May Not Be Sufficient to Fund our Domestic Cash Needs in the Next Twelve
Months and We May Need to Seek Funding from External Sources or Repatriate Foreign Earnings.  At March 31,
2013, we had $327 million in cash, cash equivalents and short-term investments of which $286 million was held in
operating and investment accounts of our foreign subsidiaries. On April 24, 2013, our Board of Directors approved a
line of credit facility in the amount of $50 million which is currently being processed for execution. We may also seek
to pursue additional financing, most likely through the sale of debt securities in the private placement debt market, so
that we will have sufficient domestic cash to fund continued dividends to our stockholders, to fund potential
acquisitions or other domestic general corporate purposes without the need to repatriate foreign earnings. We may also
choose to raise additional funds by selling equity to the public. If we elect to raise additional funds, we may not be
able to obtain such funds on a timely basis on acceptable terms, if at all. If we raise additional funds by issuing
additional equity or convertible debt securities, the ownership percentages of our existing stockholders would be
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reduced. In addition, the equity or debt securities that we issue may have rights, preferences or privileges senior to
those of our common stock and a line of credit would likely have covenants or impose other restrictions on our
business. We may also choose to repatriate foreign earnings which would be subject to the U.S. federal statutory tax
rate of 35% and therefore, would likely have a material adverse effect on our effective tax rate and on our net income
and earnings per share. We could also choose to reduce certain expenditures or payments of dividends or suspend our
program to repurchase shares of our common stock. Historically, we have not had to rely on debt, public or private, to
fund our operating, financing or investing activities.

Orders With a Value of Greater than One Million Dollars Expose Us to Significant Additional Business and Legal
Risks that Could Have a Material Adverse Impact on our Business, Results of Operations and Financial Condition. In
recent years, we have made a concentrated effort to increase our revenue through the pursuit of orders with a value
greater than $1.0 million. As a result of such efforts, this business continues to grow as a percent of our overall
business. During three month period ended March 31, 2013, we received a series of orders totaling $17 million for
three different applications that we serve for our largest customer, of which $4 million or 1% of our total net sales was
recognized as revenue. This type of order exposes us to significant additional business and legal risks compared to
smaller orders. These very large customers frequently require contract terms that vary substantially from our standard
terms of sale. These orders can be accompanied by critical delivery commitments and severe contractual liabilities can
be imposed on us if we fail to provide the quantity of product at the required delivery times. These customers may
also impose product acceptance requirements and product performance evaluations which create uncertainty with
respect to the timing of our ability to recognize revenue from such orders. These contracts may have supply constraint
requirements which mandate that we allocate large product inventories for a specific contract. These inventory
requirements expose us to higher risks of inventory obsolescence and can adversely impact our ability to provide
adequate product supply to other customers. 
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Fulfillment of these contracts can severely challenge our supply chain capabilities at the component acquisition,
assembly and delivery stages. Our contracts with such customers may allow the customer to cancel or delay orders
without liability which exposes our business and financial results to significant risk. These contracts can require us to
develop specific product mitigation plans for product delivery constraints caused by unexpected or catastrophic
situations to help assure quick production recovery. We can attempt to manage this risk but there can be no assurance
that we will be successful in our efforts. These customers may demand most favored customer pricing, significant
discounts, extended payment terms and volume rebates and such terms can adversely impact our revenues, margins,
financial results and may also negatively impact our days sales outstanding as these orders become a larger proportion
of our overall revenue. These customers may request broad indemnity obligations and large direct and consequential
damage provisions in the event their contracts with us are breached, and these provisions expose us to risk and
liabilities far in excess of our standard terms and conditions of sale. While we attempt to limit the number of contracts
that contain the non-standard terms of sale described above and attempt to contractually limit our potential liability
under such contracts, we have been and expect to be forced to agree to some or all of such provisions to secure these
customers and to continue to grow our business. Such actions expose us to significant additional risks which could
result in a material adverse impact on our business, results of operations and financial condition. 

The Recent Completion of our Third Manufacturing Facility in Penang, Malaysia Could Adversely Affect our Gross
Margin, Results of Operations and Earnings if Anticipated Demand is Not Achieved. Construction of our
manufacturing and warehousing facility in Penang, Malaysia was completed in the fourth quarter of 2012. We believe
this new facility will support our long term manufacturing and warehousing capacity needs. We are currently in the
process of ramping up production at our manufacturing site in Penang, Malaysia. By the end of 2013, we expect this
site will produce around 15% to 20% of our total production, focused primarily on making existing products which
will be transferred from our Hungarian production facility to support anticipated growth in our business. However, if
demand for our products does not grow as expected or if it contracts in future periods, we will have excess
warehousing and manufacturing capacity which will cause an increase in overhead that will likely negatively impact
our gross margins and results of operations in future periods. In addition, we could experience other cost overruns
with respect to our Malaysian facility including those associated with;

· inefficiencies related to start-up operations of this facility;
· cost overruns related to training a new workforce for this facility; or
· inefficient inventory management.

Increases in the Amount of Revenue Derived from Large Orders Could Adversely Affect our Gross Margin and Could
Lead to Greater Variability in our Quarterly Results.    Our large order business, defined as orders with a value greater
than $100,000, continues to grow as a percent of our overall business. As a percent of our overall business, orders
over $100,000 represented 22% and 17% of our total orders during the three month periods ended March 31, 2013 and
2012, respectively. These orders may be more sensitive to changes in the global industrial economy, may be subject to
greater discount variability, lower gross margins, and may contract at a faster pace during an economic downturn.
Historically, our gross margins have been stable from period to period. To the extent that the amount of our revenue
derived from larger orders increases in future periods, either in absolute dollars or as a percentage of our overall
business, our gross margins could decline, could experience greater volatility and see a greater negative impact from
future downturns in the global industrial economy. This dynamic may also have an adverse effect on the historical
seasonal pattern of our revenues and our results of operations.
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For example, during the three months ended March 31, 2013, we received $17 million in new orders from our largest
customer for three different applications that we serve for them. The majority of these orders relate to a new
application in a highly competitive space. As a result, the gross margin for these orders is significantly below our
historical average and will likely have a negative impact on our gross margin in the second quarter. During the three
month period ended March 31, 2013, we increased our inventory in order to meet expected demand during the second
quarter. We now believe it is likely that the total value of orders from this customer may be lower than our anticipated
demand.

We Have Established a Budget and Variations From Our Budget Will Affect Our Financial Results.    We have
established an operating budget for 2013. Our budget was established based on the estimated revenue from sales of
our products which are based on economic conditions in the markets in which we do business as well as the timing
and volume of our new products and the expected penetration of both new and existing products in the marketplace. In
2012, we increased our overall headcount by 634. During 2013, we will see the full year impact of these headcount
additions on our operating expenses. If demand for our products in the remainder of 2013 is less than the demand we
anticipated in setting our 2013 budget, our operating results could be negatively impacted.

During the three month period ended March 31, 2013, our operating expenses exceeded our plan by $3.6 million
which had a negative impact on our operating profit. We are taking corrective action to control our spending during
the remainder of 2013. If we continue to exceed the level of expenses established in our 2013 operating budget or if
we cannot reduce expenditures in response to a decrease in revenue, our operating results could be adversely affected.
Our spending could continue to exceed our budgets due to a number of factors, including:    
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· increased costs from hiring more product development engineers or other personnel;
· increased costs from hiring more field sales personnel;
· less than expected capacity utilization of our new manufacturing facility in Penang, Malaysia;
· inefficiencies related to start-up operations of our new manufacturing facility in Penang, Malaysia;
· cost overruns related to training a new workforce for our new manufacturing facility in Penang, Malaysia;
·  increased manufacturing costs resulting from component supply shortages or component price fluctuations; 
· additional marketing costs for new product introductions or for conferences and tradeshows; 
· the timing, cost or outcome of any future intellectual property litigation or commercial disputes;  
· increased component costs resulting from vendors increasing their sales price; or 
· additional costs related to acquisitions, if any.  

Our Quarterly Results are Subject to Fluctuations Due to Various Factors that May Adversely Affect Our Business
and Result of Operations.  Our quarterly operating results have fluctuated in the past and may fluctuate significantly in
the future due to a number of factors, including: 

· changes in the global economy or global credit markets, particularly in the Euro
zone; 

· increasing concentration in the amount of revenue derived from very large orders and the pricing, margins, and
other terms of such orders; 

· changes in capacity utilization including at our new facility in Malaysia; 
· fluctuations in foreign currency exchange rates; 
· changes in the mix of products sold; 
· the availability and pricing of components from third parties (especially limited sources); 
· the difficulty in maintaining margins, including the higher margins traditionally achieved in international sales; 
· changes in pricing policies by us, our competitors or suppliers; 
· the timing, cost or outcome of any future intellectual property litigation or commercial disputes; 
· delays in product shipments caused by human error or other factors; and, 
· disruptions in transportation channels.  

We Operate in Intensely Competitive Markets.    The markets in which we operate are characterized by intense
competition from numerous competitors, some of which are divisions of large corporations having far greater
resources than we have, and we may face further competition from new market entrants in the future. A key
competitor is Agilent Technologies Inc. (“Agilent”). Agilent offers hardware and software products that provide
solutions that directly compete with our virtual instrumentation products and Agilent has released its own line of PXI
based hardware. Agilent is aggressively advertising and marketing products that are competitive with our products.
Because of Agilent’s strong position in the instrumentation business, changes in its marketing strategy or product
offerings could have a material adverse effect on our operating results.

We believe our ability to compete successfully depends on a number of factors both within and outside our control,
including: 

· our ability to maintain and grow our business with our very large customers;
·
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general market and economic conditions, particularly in the Euro
zone;

· our ability to meet the volume and service requirements of our very large customers;
· industry consolidation, including acquisitions by our competitors; 
· success in developing new products; 
· timing of our new product introductions; 
· new product introductions by competitors; 
· the ability of competitors to more fully leverage low cost geographies for manufacturing and/or distribution; 
· product pricing; 
· effectiveness of sales and marketing resources and strategies; 
· adequate manufacturing capacity and supply of components and materials; 
· efficiency of manufacturing operations; 
· strategic relationships with our

suppliers; 
· product quality and performance; 
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