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Item 1.01          Entry Into a Material Definitive Agreement.
 
On October 23, 2018, Cypress Semiconductor Corporation (the “Company”) entered into a joint venture agreement (the “Joint Venture Agreement”) with
SK hynix system ic Inc., a company organized under the laws of the Republic of Korea (“SKHYSI”) and wholly-owned subsidiary of SK hynix Inc. (“SKH”). 
The principal purpose of the joint venture will be the development, manufacture, sale and distribution of NAND products and other related products and
services using Large Scale NAND Wafers supplied by SKH. The Joint Venture Agreement will have an initial term of five years, unless earlier terminated or
extended.
 
Launch of the joint venture is subject to certain conditions, including receipt of antitrust and other regulatory approvals (including review and clearance
from the Committee on Foreign Investment in the United States), entry into a NAND supply agreement between the joint venture and SKH, and a back-end
manufacturing agreement between the joint venture and the Company.  Upon launch of the joint venture, the NAND Supply Agreement, dated as of
October 1, 2016, between SKH and the Company will be terminated.
 
SKHYSI has agreed to contribute $3.6 million in cash for a 60% ownership in the joint venture, and the Company has agreed to contribute $2.4 million and
certain tools and machinery (with an aggregate book value of less than $55,000) for a 40% ownership in the joint venture.  The Company has also agreed to
provide limited transition services and design services to the joint venture and will use commercially reasonable efforts to transition the Company’s current
NAND customers to the joint venture. It is expected that up to fifteen current employees of the Company will transfer to the joint venture.
 
The Company will be entitled to a quarterly special dividend relating to the profit of the joint venture for the period beginning on the launch of the joint
venture and ending on December 31, 2020, for all sales made by the joint venture using up to 15,000 wafers per quarter.  In addition, the Company will be
entitled to 50% of the profit relating to wafer inventory (from such 15,000 wafers per quarter) through January 31, 2021.
 
The Company will have the right to nominate a minority of the board of directors and will have limited special approval rights over operations of the joint
venture. The Company expects to account for this joint venture under the equity method.
 
SKHYSI will have the right to acquire a 10% interest in the joint venture from the Company in the event that the volume of wafers supplied by SKH to the
joint venture exceeds 15,000 wafers per month (excluding any wafers that relate to the Company’s special dividend) for three consecutive months. SKHYSI
will also have the right to acquire all of the Company’s interests in the joint venture upon a change of control of the Company to a competitor of SKHYSI or
SKH.  Additionally, the Company will have the right to cause SKHYSI to purchase all of the Company’s interests in the joint venture, and SKHYSI will have
the right to cause the Company to sell all of its interests in the joint venture to SKHYSI, in each case, if the parties cannot agree to an extension of the joint
venture past the initial term.  The purchase price in each of the above circumstances will be an amount equal to the book value of the joint venture’s
shareholder equity multiplied by the percentage interest being acquired.
 
Each of SKHYSI and the Company has agreed that, subject to certain exceptions, neither party nor any of its controlled affiliates shall, directly or indirectly,
sell NAND or MCP products consisting of NAND and DRAM in competition with the joint venture for the term of the Joint Venture Agreement.
 
In addition to the above terms, the Joint Venture Agreement contains customary terms, conditions, representations, warranties and covenants of the parties for
like transactions.  The foregoing description is qualified in its entirety by reference to the Joint Venture Agreement that will be filed subsequently as an
exhibit to our Annual Report on Form 10-K.
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Item 7.01          Regulation FD Disclosure.
 
On October 25, 2018, the Company released an investor presentation containing additional detail on the Joint Venture Agreement and the joint venture.  A
copy of that investor presentation is furnished as Exhibit 99.1 to this Current Report on Form 8-K.
 
Item 9.01          Financial Statements and Exhibits.
 
(d) Exhibits.
 
Exhibit No.

 

Description
99.1 Investor Presentation, dated October 25, 2018.
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SIGNATURES

 
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.
 
 
Date:     October 25, 2018 CYPRESS SEMICONDUCTOR CORPORATION
  
   

By: /s/ Thad Trent
Thad Trent
Chief Financial Officer and Executive Vice President, Finance &
Administration

 
4



Exhibit 99.1
C y p ress E n ters in to  Jo in t V en tu re w ith  S K  h y n ix  sy stem  ic fo r N A N D  F lash  B u sin ess S h arp en s C y p ress’ F o cu s o n  C y p ress 3 .0  O cto b er 2 5 , 2 0 1 8

 



C au tio n ary  N o te R eg ard in g  F o rw ard -L o o k in g  S tatem en ts T h is p resen tatio n  co n tain s statem en ts th at are n o t h isto rical in  n atu re, b u t are fo rw ard -lo o k in g  statem en ts w ith in  th e m ean in g  o f S ectio n  2 7 A  o f th e S ecu rities A ct o f 1 9 3 3 , as am en d ed , an d  S ectio n  2 1 E  o f th e S ecu rities E x ch an g e A ct o f 1 9 3 4 , as am en d ed . T h ese statem en ts in v o lv e risk s an d  u n certain ties th at co u ld  cau se actu al resu lts to  d iffer m aterially  fro m  th o se an ticip ated  b y  th e fo rw ard -lo o k in g  statem en ts. F o rw ard -lo o k in g  statem en ts in clu d e, b u t are n o t lim ited  to , statem en ts reg ard in g : th e fu tu re fin an cial an d  o p eratio n al p erfo rm an ce o f th e jo in t v en tu re; th e effectiv e d ate o f th e im p lem en tatio n  an d  lau n ch  o f th e jo in t v en tu re; statem en ts ab o u t th e jo in t v en tu re's o p eratio n s; th e ab ility  o f th e jo in t v en tu re to  su p p ly  cu sto m ers w ith  a co n tin u ed  an d  stab le su p p ly  o f p ro d u cts an d  ro b u st tech n ical su p p o rt; ex p ected  g ro ss m arg in s fro m  N A N D  F lash ; th e stab ility  o f o u r rev en u e b ase g o in g  fo rw ard ; an d  th e fin an cial im p act o f th e jo in t v en tu re in clu d in g  its effect o n  o u r lo n g -term  rev en u e g ro w th  rate, lo n g -term  g ro ss m arg in s, an d  lo n g -term  cash  flo w . S u ch  statem en ts reflect o u r cu rren t ex p ectatio n s, w h ich  are b ased  o n  in fo rm atio n  an d  d ata av ailab le to  o u r m an ag em en t as o f th e d ate o f th is p resen tatio n . O u r actu al resu lts (an d  th e resu lts o f th e jo in t v en tu re) m ay  d iffer m aterially  d u e to  a v ariety  o f risk s an d  u n certain ties, in clu d in g , b u t n o t lim ited  to : th e u n certain ty  o f reg u lato ry  rev iew ; o u r ab ility  to  ex ecu te o n  o u r C y p ress 3 .0  strateg y ; g lo b al eco n o m ic an d  m ark et co n d itio n s; b u sin ess co n d itio n s an d  g ro w th  tren d s in  th e sem ico n d u cto r m ark et; th e ab ility  o f th e jo in t v en tu re to  co m p ete effectiv ely ; th e v o latility  in  su p p ly  an d  d em an d  co n d itio n s fo r sem ico n d u cto r p ro d u cts, in clu d in g  b u t n o t lim ited  to , th e im p act o f seaso n ality  o n  su p p ly  an d  d em an d ; th e ab ility  o f th e jo in t v en tu re to  d ev elo p , in tro d u ce an d  sell n ew  p ro d u cts an d  tech n o lo g ies; p o ten tial p ro b lem s relatin g  to  m an u factu rin g  activ ities; an d  o th er risk s an d  u n certain ties d escrib ed  in  th e “R isk  F acto rs” an d  “Man ag em en t’s D iscu ssio n  an d  A n aly sis o f F in an cial C o n d itio n  an d  R esu lts o f O p eratio n s” sectio n s in  o u r m o st recen t A n n u al R ep o rt o n  F o rm  1 0 -K  an d  o u r o th er filin g s w ith  th e S ecu rities an d  E x ch an g e C o m m issio n . R ead ers are cau tio n ed  n o t to  p lace u n d u e relian ce o n  th ese fo rw ard -lo o k in g  statem en ts, w h ich  are n o t g u aran tees o f fu tu re p erfo rm an ce. We assu m e n o  resp o n sib ility  to  u p d ate an y  su ch  fo rw ard -lo o k in g  statem en ts. O u r targ et m o d el

d escrib es lo n g -term  fin an cial o b jectiv es C y p ress h o p es to  ach iev e o v er sev eral y ears an d  is in h eren tly  sp ecu lativ e an d  u n certain . C y p ress’ lo n g -term  o b jectiv es are su b ject to  b u sin ess, eco n o m ic, co m p etitiv e, in d u stry , reg u lato ry , m ark et, an d  fin an cial u n certain ties, m an y  o f w h ich  are b ey o n d  C y p ress’ co n tro l. We can n o t assu re y o u  th at th e estim ates an d  assu m p tio n s m ad e in  p rep arin g  th e lo n g -term  o b jectiv es w ill p ro v e accu rate; an d  o u r targ et m o d el m ig h t n o t b e ach iev ed . S afe H arb o r S tatem en t

 



C A S H F L O W F o cu s o n  sh areh o ld er v alu e v ia g ro w th  in  rev en u e, g ro ss m arg in  an d  earn in g s g ro w th  F o cu s o n  h ig h  g ro w th  m ark ets: A u to m o tiv e, In d u strial an d  Io T  G R O WT H  In v est an d  in n o v ate in  d ifferen tiated  an d  p ro p rietary  so lu tio n s MA R G IN  C y p ress 3 .0  S trateg y  V isio n  E m b ed d ed  sy stem s en ab le so lu tio n s th at sen se, co n n ect, learn  an d  resp o n d  to  m ak e life easier, sav e tim e an d  en erg y , an d  p ro v id e a b etter u ser ex p erien ce

 



T ran sactio n  R atio n ale R ed u ces C y p ress’ ex p o su re to  a h ig h ly  co m m o d itized  p ro d u ct lin e th at h as trad itio n ally  b een  h ig h ly  v o latile w ith  lo w  g ro ss m arg in  C o n v erts a tw o  y ear tak e-o r-p ay  w afer p u rch ase ag reem en t in to  a fiv e y ear JV  th at w ill g en erate m u ch  g reater cu m u lativ e cash  to  C y p ress v ia o n g o in g  d iv id en d s D eliv ers o u r cu sto m ers a lo n g  term  ro ad m ap  an d  ro b u st tech n ical su p p o rt; JV  ru n  b y  H y n ix , a N A N D  lead er b est p o sitio n ed  to  lead  in  th is m ark et C reates a “Win  - Win ” o u tco m e fo r cu sto m ers an d  C y p ress alik e C o n tin u in g  to  E x ecu te o n  C y p ress 3 .0  S trateg y

 



MP D  Q 3 ’1 8  R ev en u e C o m p o sitio n  C Y  MP D  With  N A N D  C Y  MP D  With o u t N A N D  B y  S eg m en t In creases ex p o su re to  stab le an d  p red ictab le A u to m o tiv e an d  In d u strial m ark ets to  6 8 %  Main tain s fo cu s o n  E n terp rise fo r 4 .5 G  an d  5 G  d ep lo y m en t 9 4 %  stab le rev en u e b ase E n terp rise 2 6 %  In d u strial 3 5 %  A u to m o tiv e 3 3 %  C o n su m er 6 %  E n terp rise 2 7 %  In d u strial 3 2 %  A u to m o tiv e 2 9 %  C o n su m er 1 2 %

 



T ran sactio n  D etails O V E R V IE W C y p ress is en terin g  in to  a jo in t v en tu re (“JV ”) w ith  S K  h y n ix  sy stem  ic, fo r N A N D  F lash  b u sin ess T h e JV  en tity  w ill b e a su b sid iary  o f S K  h y n ix  sy stem  ic; C y p ress w ill o w n  4 0 %  o f th e JV  JV  is ex p ected  to  b e co m p leted  in  th e first q u arter o f 2 0 1 9 , su b ject to  reg u lato ry  an d  o th er cu sto m ary  clo sin g  co n d itio n s B ack -en d  serv ices fo r th e JV  w ill b e p ro v id ed  b y  C y p ress L T M N A N D  F lash  rev en u es o f $ 1 8 6 M F IN A N C IA L  IMP A C T  Im p ro v es C ash  F lo w  to  C y p ress: C u rren t B u y /S ale w afer ag reem en t is estim ated  to  p ro v id e ap p ro x im ately  $ 8 0 M p ro jected  cash flo w  o v er tw o  y ears. T h is p ro p o sed  tran sactio n  is p ro jected  to  p ro v id e g reater th an  $ 1 5 0 M o v er a fiv e y ear p erio d  E lim in ates fu tu re n eg ativ e g ro ss m arg in  p ressu res: N A N D  F lash  G M ex p ected  to  d eclin e to  2 0 -3 0 %  ran g e o v er th e n ex t tw o  y ears*  T h e N A N D  b u sin ess w ill b e ex clu d ed  fro m  C y p ress’ n o n -G A A P  resu lts an d  acco u n ted  fo r u n d er th e eq u ity  m eth o d  in  G A A P  resu lts C y p ress w ill tran sfer ap p ro x im ately  $ 3 M an n u al o p eratin g  ex p en ses to  th e JV , in clu d in g  1 5  em p lo y ees *  O n  a n o n -G A A P  b asis. A  fo rw ard  lo o k in g  reco n ciliatio n  to  g ro ss m arg in  fo r N A N D  F lash  o n  a G A A P  b asis o v er th e n ex t tw o  y ears if th e b u sin ess rem ain ed  w ith  C y p ress, h as n o t b een  p ro v id ed  b ecau se th e reco n cilin g  item s –  in clu d in g  am o rtizatio n  o f in tan g ib les an d  sto ck -b ased  co m p en satio n  ex p en se attrib u tab le to  N A N D  flash  –  are n o t av ailab le w ith o u t u n reaso n ab le effo rt. C ertain  facto rs th at are m aterially  sig n ifican t to  o u r ab ility  to  estim ate th ese item s are o u t o f o u r co n tro l an d /o r can n o t b e reaso n ab ly  p red icted .

 



C o n tin u in g  to  E x ecu te o n  C y p ress 3 .0  S trateg y  C A S H F L O W E x ten d s ap p ro x im ately  $ 8 0 M p ro jected  cash  flo w  o v er tw o  y ears to  g reater th an  $ 1 5 0 M o v er fiv e y ears A ccretiv e to  C y p ress’ lo n g  term  rev en u e g ro w th  rate S h arp en s fo cu s o n  d ifferen tiated  so lu tio n s fo r A u to , In d u strial an d  Io T  G R O WT H  A ccretiv e to  lo n g -term  g ro ss m arg in s as w e ex ecu te to  o u r 5 0 %  G M m o d el A p p ro x im ately  5 0 %  o f th e N A N D  b u sin ess is in  th e co m m o d ity -o rien ted  co n su m er m ark et MA R G IN
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