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Item 2.02. Results of Operations and Financial Condition.

On August 2, 2018 PDF Solutions (the “Company™) issued a press release regarding its financial results and certain other information related to the
second fiscal quarter ended June 30, 2018. The Company also posted on the Investor Relations section of its website (www.pdf.com) a management report
with regard to the quarter ended June 30, 2018. Copies of the press release and management report are attached to this report as Exhibit 99.1 and 99.2,
respectively. Information on the website is not, and will not be deemed, a part of this report or incorporated into any other filings the Company makes with
the Securities and Exchange Commission.

The information in this Item 2.02, including Exhibits 99.1 and 99.2, is being furnished and shall not be deemed “filed” for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended (the “ Exchange Act ”), or otherwise subject to the liabilities under that Section, and shall not be deemed
incorporated by reference into any filing of the Company under the Securities Act of 1933, as amended, or the Exchange Act, except as shall be expressly set
forth by specific reference in such filing.

Item 9.01. Financial Statements and Exhibits.

(d) Exhibits
Description
Exhibit No.
99.1 Press Release dated August 2, 2018, regarding financial results and certain other information related to the first fiscal quarter ended June

30, 2018.

99.2 Management Report by PDF Solutions, Inc. as of August 2, 2018.
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Exhibit 99.1

News Release

Company Contacts:

Gregory Walker, Sonia Segovia,

VP, Finance and CFO IR Coordinator

Tel: (408) 938-6457 Tel: (408) 938-6491
Email:gregory.walker@pdf.com Email: sonia.segovia@pdf.com

PDF Solutions® Reports Second Fiscal Quarter Results

SAN JOSE, Calif.- August 2, 2018-PDF Solutions, Inc. (“PDF Solutions” or the “Company”) (NASDAQ: PDFS), the leading provider of process-
design integration technologies to enhance integrated circuit (IC) manufacturability, today announced financial results for its second fiscal quarter ended June
30, 2018.

Total revenues for the second fiscal quarter of 2018 were $21.1 million, down 15% from $24.7 million for the first fiscal quarter of 2018 and down
13% from $24.3 million for the second fiscal quarter of 2017. Design-to-silicon-yield solutions revenue for the second fiscal quarter of 2018 was $15.3
million, down 16% from $18.2 million for the first fiscal quarter of 2018 and down 7% from $16.5 million for the second fiscal quarter of 2017. Gainshare
performance incentives revenue for the second fiscal quarter of 2018 was $5.9 million, down 11% from $6.5 million for the first fiscal quarter of 2018 and
down 25% from $7.8 million for the second fiscal quarter of 2017.

On a GAAP basis, net loss for the second fiscal quarter of 2018 was $2.1 million, or $0.07 per basic and diluted share, compared to net loss of $0.4
million, or $0.01 per basic and diluted share, for the first fiscal quarter of 2018, and compared to net income of $0.2 million, or $0.01 per basic and diluted
share, for the second fiscal quarter of 2017.

Cash and cash equivalents at June 30, 2018, were $100.9 million, compared to $101.3 million at December 31, 2017.

Non-GAAP net income for the second fiscal quarter of 2018 was $0.8 million, or $0.02 per diluted share, compared to $2.2 million, or $0.07 per
diluted share, for the first fiscal quarter of 2018, and compared to $2.7 million, or $0.08 per diluted share, for the second fiscal quarter of 2017. EBITDAR for
the second fiscal quarter of 2018 was $1.7 million, compared to $3.8 million for the first fiscal quarter of 2018 and compared to $3.7 million for the second
fiscal quarter of 2017.

As previously announced, PDF Solutions will discuss these results on a live conference call beginning at 2:00 p.m. Pacific Time/5:00 p.m. Eastern
Time today. The call will be simultaneously web cast on PDF Solutions’ website at_http://ir.pdf.com/webcasts. A replay of the web cast will be available at
the same website address beginning approximately two hours after completion of the live call. A copy of this press release, including the disclosure and
reconciliation of certain non-GAAP financial measures to the comparable GAAP measures, which non-GAAP measures may be used periodically by PDF
Solutions’ management when discussing financial results with investors and analysts, will also be available on PDF Solutions’ website at
http://www.pdf.com/press-releases following the date of this release.

Second Fiscal Quarter 2018 Financial Commentary Available Online

A Management Report reviewing the Company’s second fiscal quarter 2018 financial results, as well as providing updated third quarter and full
year 2018 financial outlook, will be furnished to the SEC on Form 8-K and published on the Company’s website at http://ir.pdf.com/financial-reports .
Analysts and investors are encouraged to review this commentary prior to participating in the conference call webcast.




Information Regarding Use of Non-GAAP Financial Measures

In addition to providing results that are determined in accordance with Generally Accepted Accounting Principles in the United States of America (GAAP),
PDF Solutions also provides certain non-GAAP financial measures. Non-GAAP net income excludes the effects of non-recurring items (including severance
payments), stock-based compensation expenses, amortization of acquired technology and other acquired intangible assets, and their related income tax
effects, as applicable, as well as adjusts for the non-cash portion of income taxes. EBITDAR is calculated by taking GAAP net income, adding back the
effects of non-recurring items, stock-based compensation expenses, amortization of acquired technology and other acquired intangibles, depreciation expense
and income tax provision (benefit). These non-GAAP financial measures are used by management internally to measure the Company’s profitability and
performance. PDF Solutions’ management believes that these non-GAAP measures provide useful supplemental measures to investors regarding the
Company’s ongoing operations in light of the fact that none of these categories of expense has a current effect on the future uses of cash (with the exception
of certain non-recurring items) nor do they impact the generation of current or future revenues. These non-GAAP results should not be considered an
alternative to, or a substitute for, GAAP financial information, and may be different from similarly titled non-GAAP measures used by other companies. In
particular, these non-GAAP financial measures are not a substitute for GAAP measures of income or loss as a measure of performance, or to cash flows from
operating, investing and financing activities as a measure of liquidity. Since management uses these non-GAAP financial measures internally to measure
profitability and performance, PDF Solutions has included these non-GAAP measures to give investors an opportunity to see the Company’s financial results
as viewed by management. A reconciliation of the comparable GAAP financial measures to the non-GAAP financial measures is provided at the end of the
Company’s financial statements presented below.

Forward-Looking Statements

The statements made on the planned conference call regarding the Company's future expected business performance and financial results are forward looking
and are subject to events and circumstances of the future. Actual results could differ materially from those expressed in these forward-looking statements.
Risks and uncertainties that could cause results to differ materially include risks associated with: customers' production volumes at Gainshare-covered
facilities; cost and schedule of new product development; continued adoption of the Company's solutions by new and existing customers; project milestones
or delays and performance criteria achieved; the provision of technology and services prior to the execution of a final contract; and other risks set forth in
PDF Solutions' periodic public filings with the Securities and Exchange Commission, including, without limitation, its Annual Reports on Form 10-K, most
recently filed for the year ended December 31, 2017, Quarterly Reports on Form 10-Q, and Current Reports on Form 8-K and amendments to such reports.
The forward-looking statements made in the conference call are made as of the date hereof, and PDF Solutions does not assume any obligation to update such
statements nor the reasons why actual results could differ materially from those projected in such statements.

About PDF Solutions

PDF Solutions enables customers to reduce the time to market of integrated circuits (“ICs”), lower the cost of IC design and manufacturing and improve both
quality and profitability. The Company has developed proprietary hardware and software and provides services that target the entire systems value chain,
which is a term we use that means the activities from technology development and the design of a semiconductor product through volume manufacturing of
devices and subsequent system assembly and test.

PDF Solutions’ products and services consist of proprietary test structures and electrical test systems, physical intellectual property, enterprise platform
software and professional services. The Company’s Characterization Vehicle ® €V ®) electrical test chip infrastructure provides core modeling capabilities,
and is used by more leading manufacturers than any other test chips in the industry. The Design-for-Inspection solution includes the proprietary eProbe ® o
beam tool and extends the Company’s electrical characterization technologies into the e-beam measurement of extremely dense test structures, or DFI cells,
across an entire fabrication process. Proprietary Template layout patterns for standard cell libraries optimize area, performance, and manufacturability for
designing IC products. The Exensio ® platform for big data unlocks relevant, actionable information buried in wafer fabrication, process control and test data

through key components: Exensio ® _yield, Exensio ® -Control, Exensio ® -Test, Exensio ® -ALPS, and Exensio ® -Char. The Exensio ® platform is available
either on-premise or via software as a service (SaaS).

Headquartered in San Jose, Calif., PDF Solutions operates worldwide with additional offices in Canada, China, France, Germany, Italy, Japan, Korea, and
Taiwan. PDF Solutions is listed on The NASDAQ National Market under the ticker symbol PDFS. For the Company’s latest news and information, visit
http://www.pdf.com/.

Characterization Vehicle, CV, Exensio, eProbe, PDF Solutions, and the PDF Solutions logo are registered trademarks of PDF Solutions, Inc. or its
subsidiaries. ALPS, Design-for-Inspection, DFI, and Template are trademarks of PDF Solutions, Inc. or its subsidiaries.




PDF SOLUTIONS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

(In thousands)

Current assets:
Cash and cash equivalents
Accounts receivable, net
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Goodwill
Intangible assets, net
Deferred tax assets
Other non-current assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:
Accounts payable
Accrued compensation and related benefits
Accrued and other current liabilities
Deferred revenues - current portion
Total current liabilities
Long-term income taxes payable
Other non-current liabilities
Total liabilities

Stockholders’ equity:

Common stock and additional paid-in-capital

Treasury stock at cost

Accumulated deficit

Accumulated other comprehensive loss
Total stockholders’ equity

Total liabilities and stockholders’ equity

ASSETS

June 30, December 31,
2018 2017
100,916 101,267
53,919 57,564
8,660 5,069
163,495 163,900
28,095 25,386
1,923 1,923
5,569 6,074
17,747 16,348
8,943 10,545
225,772 224,176
2,495 2,536
5,608 6,493
2,330 2,627
9,369 7,981
19,802 19,637
4,652 3,902
994 2,269
25,448 25,808
304,953 297,955
(78,422) (71,793)
(25,256) (27,089)
(951) (705)
200,324 198,368
225,772  $ 224,176




PDF SOLUTIONS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

(In thousands, except per share amounts)

Revenues:
Design-to-silicon-yield solutions
Gainshare performance incentives
Total revenues

Costs of Design-to-silicon-yield solutions:
Direct costs of Design-to-silicon-yield solutions
Amortization of acquired technology
Total costs of Design-to-silicon-yield solutions
Gross profit

Operating expenses:
Research and development
Selling, general and administrative
Amortization of other acquired intangible assets
Total operating expenses

Loss from operations

Interest and other income (expense), net
Loss before income taxes

Income tax benefit

Net income (loss)

Net income (loss) per share:
Basic
Diluted

Weighted average common shares:
Basic
Diluted

Three months ended

Six months ended

June 30, March 31, June 30, June 30, June 30,
2018 2018 2017 2018 2017

$ 15,266 $ 18,190 16,500 $ 33,456 $ 36,198
5,853 6,547 7,789 12,400 12,380

21,119 24,737 24,289 45,856 48,578

10,774 11,338 11,283 22,112 22,618

143 144 96 287 192

10,917 11,482 11,379 22,399 22,810

10,202 13,255 12,910 23,457 25,768

7,100 7,245 7,276 14,345 14,557

5,919 6,375 6,195 12,294 12,095

108 109 92 217 184

13,127 13,729 13,563 26,856 26,836
(2,925) (474) (653) (3,399) (1,068)
390 (331) 27 59 (202)
(2,535) (805) (626) (3,340) (1,270)
(439) (381) (815) (820) (1,976)

$ (2,096) $ (424) 189 $ (2,520) $ 706
$ (0.07) $ (0.01) 001 $ (0.08) $ 0.02
$ 0.07) $ (0.01) 001 $ (0.08) $ 0.02
31,962 32,168 32,111 32,065 32,051

31,962 32,168 33,388 32,065 33,491




PDF SOLUTIONS, INC.
RECONCILIATION OF GAAP TO NON-GAAP NET INCOME (UNAUDITED)
(In thousands, except per share amounts)

Three months ended Six months ended
June 30, March 31, June 30, June 30, June 30,
2018 2018 2017 2018 2017

GAAP net income (loss) $ (2,096) $ (424) $ 189 $ (2,520) $ 706
Adjustments to reconcile GAAP net income to non-GAAP net
income:
Stock-based compensation expense 2,701 2,856 2,904 5,557 5,788
Amortization of acquired technology 143 144 96 287 192
Amortization of other acquired intangible assets 108 109 92 217 184
Non-recurring severance payment (1) - 283 - 283 -
Tax impact of adjustments (96) (747) (629) (843) (1,624)

Non-GAAP net income $ 760 $ 2,220 $ 2,652 $ 2,981 $ 5,246
GAAP net income (loss) per diluted share $ 0.07) $ (0.01) $ 0.01 § (0.08) $ 0.02
Non-GAAP net income per diluted share $ 0.02 % 0.07 §$ 0.08 % 0.09 $ 0.16
Shares used in diluted shares calculation 32,304 32,645 33,388 32,474 33,491

PDF SOLUTIONS, INC.
RECONCILIATION OF GAAP NET INCOME TO EBITDAR (UNAUDITED)
(In thousands, except per share amounts)

Three months ended Six months ended
June 30, March 31, June 30, June 30, June 30,
2018 2018 2017 2018 2017

GAAP net income (loss) $ (2,096) $ (424) $ 189 $ (2,520) $ 706
Adjustments to reconcile GAAP net income to EBITDAR:
Stock-based compensation expense 2,701 2,856 2,904 5,557 5,788
Amortization of acquired technology 143 144 96 287 192
Amortization of other acquired intangible assets 108 109 92 217 184
Non-recurring severance payment (1) - 283 - 283 -
Depreciation expense 1,271 1,260 1,196 2,531 2,286
Income tax benefit (439) (381) (815) (820) (1,976)

EBITDAR $ 1,688 $ 3,847 $ 3,662 $ 5535 $ 7,180

(1) These are non-recurring severance payments related to reduction in workforce. The Company is excluding these costs in order to provide better
comparability between periods.



Exhibit 99.2

PDE/SOLUTIONS

2018 Second Quarter
Management Report

August 2, 2018

Statements herein regarding the Company’s future expected business performance and financial results are farward looking and are
subject to events and circumstances of the future. Actual results could differ materially fram those expressed in these forward-looking
statements. Risks and uncertainties that could cause results to diffier materially include nsks associated with: customers’ production
volumes at Gainghare-covered facilities; continued adoption of the Company's solutions by new and existing customers; project
milestones or delays and performance critena achieved: the prowision of technology and services prier to the execution of a final
contract; the impact of ASC 606; development costs on our next generation products; and other risks set forth in POF Solutions’
periodic public filings with the Secunties and Exchange Commissien, including, without imitation, its Annual Reports on Form 10-K,
most recently filed for the year ended December 31, 2017, Quarterly Reports on Form 10-Q, and Current Reports on Form 8-K and
amendments to such reports. The forward-looking statements made in the conference call are made as of the date hereof, and POF
Solutions does not assume any obligation to update such statements nor the reasons why actual results could differ matenally from
those projected in such statements.
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Related Information

The following commentary is provided by management and should be referenced in
conjunction with PDF Solutions’ second quarter for fiscal year 2018 financial results press
release available on its Investor Relations website at http://'www pdf.com/financial-news.
These remarks represent management's current views of the Company's financial and
operational performance and outlook and are provided to give investors and analysts
further insight into its performancein advance of the earnings call webcast. The Company
disclaims any duty to update this information for future events.

POE/SOLUTIONS




GAAP Income Statement — Quarterly Trend Through Q2 2018

in thousands (except share amounts, percent of revenue, and EPS)

PEL [GAAP) Ql-16 016 03-18 04-16 QL-17 az-17 03-17 0417 1-18 Q218
Design to Silicon Yield Solutions 18,578 20574 18552 19458 19698 16500 19229 19000 18190 15,266
Gain Share - Performance Incentive 6,503 6 114 8,707 8,975 4,591 7,789 7,288 7, 766 6,547 5,853
Total Revenue 25081 26688 27,259 28433 24289 0 M289 517 MIFE M7 I8
Cost of Sales 10,206 10654 11,452 12,13 11431 11,379 12,431 12,281 11,482 10,917
GROSS MARGIN 14875 16,034 15807 16297 12,858 12910 ° 14,085 14,495 13,255 10,202
Gross Margin % 555, BO% 583 57% 55% 53% 53% 54% 54%, 48%
OPERATING EXPENSES

Research & Development 6,311 7,060 7,017 717 7,282 7,276 7875 7,646 7,245 7,100
RE&D % of Revenue 5% 26% 2% 5% s Ehi ] k1) 9% X %
Selling, General, & Administrative 5124 5,084 5,548 6,20 5,899 6,195 5,680 5,909 6,375 5,919
SG&A % of Revenue 0% 19% 0% 1% 4% % H% 1% 6% 28%
Amortization of other acquired intangible assets 117 117 106 v 92 a2 107 a7 108 108
TOTAL OPERATING EXPENSES 11,552 122711 12671 13,553 13,273 13563 13662 13662 2 137TH 131
OPERATING INCOME [LOSS) 3,303 3,763 3,136 2,744 (415) [E]] 424 g33 (474)  (2,925)
Other (Income) / Expense, et 16 51 101 [378) 230 [27) 104 [42) 131 {380)
PRE-TAX INCOME [LOSS) 3,087 372 3,035 31 | 645) |626) 320 875 (80s)  (2,535)
Income Tax Provision |Benefit) Lo 1579 1051 1w (L182) (813] (370 3,508 (381] (438)
Net Income 2,081 2,133 1,984 2,924 517 189 590 [2,634) (424)  [2,098)
GAAP EPS 0.07 0.07 0.06 0.09 0.02 0.01 0.02 (0.08) (0.01) (0.07)
Diluted Weighted Avg Shares [in millions) 318 321 326 333 336 334 33.0 329 2.2 2.0
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GAAP Revenue by Geography Q2 2018 & Comparable Quarters

Q218

mkhorth America @ Asia Pacific  » EMEA = North America  ® Adia Pacilic = EMEA

Q217

WNorthAmerica o Asla Pacific  mEMEA

nf/somons'
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Q2 2018 CFO Commentary — Revenue

» The top ten customers represented /6% of total revenues in the
second quarter of 2018. Two of these customers contributed
revenues 10% or greater.

« Solutions revenue consisted of 10 project-based engagements
that contributed at least $100,000 of solutions revenue each in the
second quarter of 2018.

» The total number of node-sites, defined as an individual fab and
process node combination, contributing to Gainshare revenue,
was 14 in the second quarter of 2018.

POE/SOLUTIONS

5/ POF Soltions




GAAP Balance Sheet Trend — Quarterly Through Q2 2018

ASSETS

in thousands

Cash and s hort-terminvestments
Accounts receivable trade
Unbilled accounts receivable

Other curment assets
Totalcomeat assets

Good wil and intang bles

Defered taxassets

Other non.current ass ats

Propety plant and equipment

Total masts

LI4BILITIES
Accounts payab ke
Accrued Liabiliies

Defered mvenues - curent portion
Totalcwment Babditias

Defierred taxes and other

Total liabilices

EQUITY

Common stock and ad ditional paid n-capital

Teserystock

Actunulated other comprehensive loss

Accunulated deficit
Total stockholders'

Total lisbilides and stockbolders’ equity

&/ PDF Soltions

equity

11Nl 30-Fun-l6 M-Sep-16

31-Dec-16

A-AEe17 30-hm-17 30-Sep-17 31-Dec-17  31-AGe 1S 30-Rm-18

5 19398 5 1222 5 1854 § 167

§ 1145 5 109007 5 00750 5

01267 5§ 9852 5 100916

15548 18368 5330 1348 7366 33,005 2106 3,35 35,366 30,650
9376 15417 1847 0,809 nin n0m 0,78 2,09 23,00 2310
34% 47% 5,163 3335 6,741 8.813 65% 5,088 EA) 8,660
822 161,737 167,721 1n.2% 171,755 171,848 190,24 T 163,000 186,512 163,403
5030 4518 4526 445 4250 4062 545 7,987 T4 T4
14,761 14201 1135 15,640 16201 15,815 18,522 16,48 15,206 17,47
7564 S4%6 9413 12631 1615 12,262 11,312 10,544 972 5543
13236 16076 18,192 19341 20,798 2,068 5 5,585 26,536 28095
§202,791 $206328 $214087 §222320 §227610 $227057 $221970 S$224176 $226540 §225772
5 201 5 i@ 5 o7 5 2206 8 24 5 1M 5 $ 238 % LM S 24
641 807 8268 8039 6002 7,838 7,886 9,120 TAT3 T3
5471 6052 3472 327 LA L 830 7912 7,561 54T 8360
M52 16,503 17487 18523 931 19,530 18407 10,637 18,335 19,800
2932 50 3315 3008 S04 AT 3.6 6,171 P 64
17,561 19517 20202 23516 4363 4957  236TY ISR0B 14481 25448
MO05  ITLI4E 276504 BLAS 285085 2800M1  MM3S4 7955 018 30408
(303%6) (B306) (§731) (B (B.76) (6,33 (0T} (7AW (647 (TRAR)
(1,184) (1370) [ER3E) N R T )] (1,283) (873} (705) (190)  @3256)
(32798)  (30461) [BET6) (B5752) (55 (5045) 24455) Q2T (23160) {%51)
185231 186811 192884 198803 203,257 202,100 19829 197368  202.08% 200324

§202,791 S206328 $214087 §222329 $227,619 $227,057 $221970 $223176 $226340 $2257T2
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Q2 2018 - GAAP Balance Sheet Commentary

« Trade Accounts Receivable balance at the end of the quarter was $30.7
million, a decrease of approximately $4.7 million when compared to the
previous quarter. The Unbilled Accounts Receivable balance (current & long-
term) was $30.5 million at the end of the quarter, a decrease of approximately
$0.3 million when compared to the previous quarter. Additionally, under ASC
606, $3.2 million has been reclassified from Unbilled AR to Contract Assets
and recorded as Other Current Assets.

« Of the $30.5 million of Unbilled Accounts Receivable at the end of the quarter,
we expect approximately $23.2 million to be billed in the next twelve months
of which more than 43% will be billed during Q3 2018. Included in the $30.5
million of Unbilled AR is approximately $1.5 million of receivables related to
the adoption of ASC 606 methodology for Gainshare revenue recognition.

« Of the $30.7 million of Trade Receivables, $9.4 million, or 30%, was aged
more than 30 days. Since the end of the quarter through August 1, 2018,
$5.9 million of Trade Receivables has been collected.

POE/SOLUTIONS
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GAAP Cash Flow — Quarterly Trend Through Q2 2018

in thousands 0331716 060004 0930046 123106 038107 060077 003047 123117 033118 063018
Operatig adnates:
Net income (loss) 1061 2,133 1584 2823 517 189 B (2634) “24) Q096
Adqustments to reconale net meame Joss) to net cash provaded by
operating activities:
Depreciation and amortization L 8% %60 1000 1,091 1,195 1,243 1240 1261 1270
Stodd-based compensation bl 191 1978 3067 2882 2006 1M 3074 2856 2700
Amortization of acquirsd intangibl assets 213 n2 192 18% 188 188 2 251 253 252
Losses on dusposal of assets 107 - - - - 5 - 1 3 -
Dieferred tazes 45 564 60 (367) (380 337 (3,321 3000 17 (12818
Provisions (reversal) on lossts on accounts moeivable 5 (152 - - - 14 - 50 - (4D
Unrealized loss (z2in) on forign corrency: forovard cortract (1) {an (200 13 2 () G 21) 52 (an
Changes in operating assets and habilites:
Agcounts receivable 406  (3311) (3137 |13 Q) @06 L0760y 63 458
Prepaid expenses and other assets (5,73)  (3,169) (342) (3428) (37D i 3.7 2288 (3336 1778
Accounts payable 2 360 [2h)] 52 478 35 60 352 1087 (1439
Accrued compensation and related benefits (564) o1 (680 801 (1,040 817 (498) 970 (1278) 460
Accried and other liahilities (833 610 362 a0 (387 (158) 21 266 (332 57
Deferrad resenue 1674 mn 3mn 813 1,734 (1,008) (1,408) 356 3038 230
Billings in &cess of recognized rmvenue (1.153) 198 238 15 112 15 101y @38 - 7
Net cash provided by (used in) operating activities 38 (L1336 169 1% 13 5280 4285 32581 6467
Imvesting activities:
Proceeds from the sdes of property and equipznent - - - - - - - - 2 -
Purchases of property and squpment (L7800 G271 (GR0M (42D @33 Q6D (L9TH G313 40 @369
Apquisition of businsss, net of cash acquired g g i . - - (3 - - i
Net cash provided by (used in) investing activities (1L,7e0)  (3271) (3308 (342) @413 (2.63) (5819 G313 (L4763
Financing activities:
Procesds from exercie of stock options 1§44 m 680 1240 7 1,061 496 518 39 377
Procesds from employes stock purchase plan m 1 80 . S0 - el . 1,007 =
Stock repurchases - (L83 (3% - = (470 (8,648) - (4123) (139
Purchase of company steds for emploves tax settlement ®)  (1.066) (86) (L136) (849 (1035) (3600 (1035 (5360 (820D
Net cash provided by (nsed in) financing activities 950 (2,638 103s 684 782 (4TH)  (T,756) =37 (3631 (L36§)
Effect of exchange rate changes on cash and cash equivalents [ G4 2 (178) 28 L] 39 82 83 (143
Net increase (decrease) in cash and cash equivalents 3240 (70760 (3689) (L74T) (1.B61) (59200 (3.256) 517 (2745 23
Cash and cash equivalents, beginreng of pesiod 126158 129308 122220 1143533 116786 11400 100005 100749 101266 08521
Cash and cash equivalents, end of perind 19308 122722 118533 116786 114925 109005 100,49 101266 98321 100913
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Q2 2018 - GAAP Cash Flow Commentary

» During the quarter the Company purchased approximately $2.4
million of fixed assets, primarily related to our DF| solution.

+ Cash provided by operations during the quarter was
approximately $6.5 million.

* During the quarter, the Company spent $1.1 million on
repurchasing 99 thousand shares of common stock on the
open market as part of our Stock Repurchase Program. The
Company also spent $0.8 million to purchase 63 thousand
shares to cover employee taxes on restricted stock grants
released.
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Non-GAAP Presentation

In addition to providing results that are determined in accordance with Generally Accepted
Accounting Principles in the United States of America (GAAP), the Company also
provides certain non-GAAP financial measures. Non-GAAP net income excludes the
effects of non-recurring items (including severance payments), stock-based compensation
expenses, amortization of acquired technology and other acquired intangible assets, and
their related income tax effects, as applicable, as well as adjusts for the non-cash portion
of income taxes. EBITDAR is calculated by taking GAAP net income, adding back the
effects of non-recurring items, stock-based compensation expenses, amortization of
acquired technology and other acquired intangibles, depreciation expense and income tax
provision (benefit). These non-GAAP financial measures are used by management
internally to measure the Company's profitability and performance. PDF Solutions’
management believes that these non-GAAP measures provide useful supplemental
measures to investors regarding the Company’s ongoing operations in light of the fact that
none of these categories of expense has a current effect on the future uses of cash (with
the exception of certain non-recurring items) nor do they impact the generation of current
or future revenues. These non-GAAP results should not be considered an alternative to,
or a substitute for, GAAP financial information, and may be different from similarly titled
non-GAAP measures used by other companies. In particular, these non-GAAP financial
measures are not a substitute for GAAP measures of income or loss as a measure of
performance, or to cash flows from operating, investing and financing activities as a
measure of liquidity. Management uses these non-GAAP financial measures internally to
measure profitability and performance; these non-GAAP measures are presented here to
give investors an opportunity to see the Company’'s financial results as viewed by
management, A detailed reconciliation of the adjustments made to comparable GAAP
measures is included herein.
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Reconciliation of GAAP to Non-GAAP Net Income

in thousands (exceptfor shares and per share amounts)

GAAF netincome
Adjustmgnts 1o reconcile GAAP net income 1o non-GAAP negt
I PRCOTTR:
Stock-based compe nsati on axpengs
A riitation of acquired technology
Armartization of other acquirgd intangible Hiats
NoR-re Curring 5@ ve rance payments
Tax Ierpact of Adjustrne nts
Non-GAAP netincome

GAAP ne T income per diluted sharg
Nom-Ga AP net inoome perdiluted shang

4hares used in diluted shares calouation {in milli onsh

11/ POF Solutions

18 G216 Q316 0416 Q117 Q217 a7 617 qids q2-18
S 2061 5 213 5 1984 5 295 5§ 517 § 189 § W0 5 (163) S (4M) § (2.096)
1666 2292 2,977 2,067 2884 204 2948 307 23% 2,701
%6 % &% % %6 56 136 144 14 143

u7 7 106 Q g2 a2 107 107 108 108

- - - - - - 0 0 28 -

29 610 23% (587) (895) (625 (5500 3444 (747) 196)

§ 579 § 528 5 538 5 553 5 254 § 2662 $ 352 5 4168 5 220 § Wb
§ @07 § 007 $ 006 5 Q0% § @02 § @01 § 002 § (D.0B) § (0O § (007
§ 016 5 016 5 017 5 017 $ OO S 008 $ 011 § 013 § 00 § 002
g 21 06 TR e 14 20 128 326 24
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Reconciliation of GAAP to Non-GAAP Spending by Function

in thousands

Cost of Sales - GAAP

Adjustments to reconcile GAAP Cost of Sales to non-GAAP
Cost of Sales:

Stock-based compensation expense

Amortization of acquired technology

Mon-recurring severance payments

Cost of Sales - Non-GAAP

Research & Development - GAAP

Adjustments to recond le GAAP RE& D to non-GAAP RED:
Stock-based compensation expense

Mon- recurming severance payments

Research & Development - Non-GAAP

Selling, General, & Administrative - GAAP

Adjustments to reconcile GAAP SG&A to non-GAAP 5G2A:

Stock- based compensation expense
Mon- FECUITing Severance payments
Selling, General, & Administrative - Norn-GAAP
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Q1-16 216 QF16 0416 -7 0217 Q317 Q417 Q118 Qr1E
10,206 10,654 11452 12436 11431 14379 13431 12281 11,482 10,917
(1.085) (gs8) (1191) (1195) (11s1) (LOPO)  (L1B4) (1162)  (1013) (968)

[a6) {95) (85) (96) (s8] {96 (138) [144) [144) [144)

L B B = il = [151) = [ 200) e
9,026 9602 10174 10,845 10,344 10214 10961 10,976 10,116 9,805
6311 7,060 7,m7 7,171 7,282 7,276 7,875 7,646 7,245 7,100
[70:6) (651 (834) {836) 834) (348 (877] (553 (87a) (845

- - . . - - (150 (17) (74) -
5,605 6,409 6123 6,335 6,448 6428 6,848 6,670 6,292 6,255
5124 5094 5,548 5,200 5,599 5195 56RO 5,509 5,375 5,919
(376 (6E4) (gs2) (L0886 |B58) (5a7) (828] (952) (963) (BEE)

S - - = = - (7 (13) E :
4,248 4,410 4,656 5,254 5,041 5,208 4,722 4,944 5,412 5,031
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2018 — Outlook

+ We expect total Q3 revenues to be approximately the same level as Q2.

« On a fullyear basis, we expect total 2018 revenues to decrease by 5%
to 10% as compared to 2017.

* Qverall, as a result of our cost reduction initiatives, we expect total
spending on a non-GAAP basis to be down by 5% or more (after
increasing some strategic investments) as compared to 2017.

+ We expect our GAAP and non-GAAP tax provision rate (after discrete
items) to be at 25% for the year.
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