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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  ☒    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  ☒    No  ☐

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

Large accelerated filer ☐ Accelerated filer ☐
Non-accelerated filer ☒(Do not check if a smaller reporting company) Smaller reporting company ☐
Emerging growth company ☐

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. ☐

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

Shares outstanding of the registrant’s common stock:

Class Outstanding as of August 7, 2017
Common stock, $0.001 par value 49,559,701
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PART I — FINANCIAL INFORMATION

ITEM 1.FINANCIAL STATEMENTS
INTERMOLECULAR, INC. AND SUBSIDIARIES

Condensed Consolidated Balance Sheets

(In thousands, except share and per share data)

(Unaudited)

June 30,
2017

December 31,
2016

ASSETS
Current assets:
Cash and cash equivalents $6,499 $ 5,759
Short-term investments 14,962 20,035
Accounts receivable 2,842 5,063
Prepaid expenses and other current assets 1,219 1,397
Total current assets 25,522 32,254
Long-term investments 5,561 1,995
Materials inventory 2,970 3,357
Property and equipment, net 8,629 10,964
Intangible assets, net 3,209 4,001
Other assets 587 597
Total assets $46,478 $ 53,168

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable $1,024 $ 309
Accrued liabilities 1,138 1,451
Accrued compensation and employee benefits 2,167 1,663
Deferred revenue 1,745 1,533
Total current liabilities 6,074 4,956
Deferred rent 3,049 3,149
Other long-term liabilities 55 67
Total liabilities 9,178 8,172
Commitments and contingencies (note 5)
Stockholders’ equity:
Common stock, par value $0.001 per share—200,000,000 shares authorized;

   49,559,701 and 49,513,528 shares issued and outstanding as of June 30, 2017

   and December 31, 2016, respectively 50 50
Additional paid-in capital 214,295 213,313
Accumulated other comprehensive loss (21 ) (32 )
Accumulated deficit (177,024) (168,335 )
Total stockholders’ equity 37,300 44,996
Total liabilities and stockholders’ equity $46,478 $ 53,168

Edgar Filing: INTERMOLECULAR INC - Form 10-Q

4



See accompanying notes to unaudited condensed consolidated financial statements
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INTERMOLECULAR, INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Operations

(In thousands, except share and per share data)

(Unaudited)

Three Months Ended
June 30, Six Months Ended June 30,
2017 2016 2017 2016

Revenue:
Program revenue $6,480 $10,052 $13,291 $22,013
Licensing and royalty revenue 1,609 1,677 4,742 4,234
Total revenue 8,089 11,729 18,033 26,247
Cost of revenue:
Cost of program revenue 2,545 4,117 5,242 8,853
Cost of licensing and royalty revenue 2 15 292 75
Total cost of revenue 2,547 4,132 5,534 8,928
Gross profit 5,542 7,597 12,499 17,319
Operating expenses:
Research and development 5,385 6,924 12,494 13,828
Sales and marketing 931 2,130 2,412 4,074
General and administrative 2,217 2,669 5,225 5,269
Restructuring charges 3 — 1,350 —
Total operating expenses 8,536 11,723 21,481 23,171
Loss from operations (2,994 ) (4,126 ) (8,982 ) (5,852 )
Other income (expense):
Interest income (expense), net 58 40 113 72
Other income (expense), net 82 99 179 115
Total other income (expense), net 140 139 292 187
Loss before provision for income taxes (2,854 ) (3,987 ) (8,690 ) (5,665 )
Provision for income taxes — 1 1 4
Net loss $(2,854 ) $(3,988 ) $(8,691 ) $(5,669 )
Net loss per share, basic and diluted $(0.06 ) $(0.08 ) $(0.18 ) $(0.11 )
Weighted-average number of shares used in computing
net loss per share, basic and

   diluted 49,554,701 49,448,325 49,537,074 49,316,859

Related Party Transactions

The Condensed Consolidated Statements of Operations include the following related party transactions:

Three
Months

Six Months
Ended June 30,
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Ended
June 30,
20172016 2017 2016

Revenue:
Program revenue $—$— $— $267
Licensing and royalty revenue — 306 383 1,020
Total revenue $—$306 $383 $1,287
Cost of Revenue:
Cost of program revenue $—$— $— $102
Cost of licensing and royalty revenue — 2 1 25
Total cost of revenue $—$2 $1 $127

See accompanying notes to unaudited condensed consolidated financial statements
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Condensed Consolidated Statements of Comprehensive Loss

(In thousands)

(Unaudited)

Three Months
Ended June 30,

Six Months Ended
June 30,

2017 2016 2017 2016
Net loss $(2,854) $(3,988) $(8,691) $(5,669)
Change in unrealized gain (loss) on available-for-sale-securities, net of tax — (1 ) 12 29
Other comprehensive income (loss) 0 (1 ) 12 29
Comprehensive loss, net of income tax $(2,854) $(3,989) $(8,679) $(5,640)

See accompanying notes to unaudited condensed consolidated financial statements
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INTERMOLECULAR, INC. AND SUBSIDIARIES

Condensed Consolidated Statements of Cash Flows

(In thousands)

(Unaudited)

Six Months Ended
June 30,
2017 2016

Cash flows from operating activities:
Net loss $(8,691 ) $(5,669 )
Adjustments to reconcile net loss to net cash used in operating

   activities:
Depreciation, amortization, and accretion 3,597 3,823
Stock-based compensation 978 2,049
Gain on disposal of property and equipment (7 ) (19 )
Gain on disposal of intangible assets (1,239 ) —
Changes in operating assets and liabilities:
Prepaid expenses and other assets 254 404
Materials inventory 373 426
Accounts receivable 2,221 1,343
Accounts payable 743 (211 )
Accrued and other liabilities 4 (1,888 )
Deferred revenue 211 (137 )
Net cash (used in) provided by operating activities (1,556 ) 121
Cash flows from investing activities:
Purchase of investments (11,897) (13,262)
Redemption of investments 13,215 18,916
Purchase of property and equipment (521 ) (1,786 )
Proceeds from sale of equipment 10 22
Proceeds from sale of intangible assets 1,500 —
Purchased and capitalized intangible assets — (45 )
Net cash provided by investing activities 2,307 3,845
Cash flows from financing activities:
Payment of capital leases (11 ) —
Proceeds from exercise of common stock options — 714
Net cash (used in) provided by financing activities (11 ) 714
Net increase in cash and cash equivalents 740 4,680
Cash and cash equivalents at beginning of period 5,759 11,676
Cash and cash equivalents at end of period $6,499 $16,356

Supplemental disclosure of cash flow information:
Cash paid for interest $5 —
Cash paid for income taxes, net of refunds received $1 4
Noncash investing/operating activities:
Transfer of property and equipment to materials inventory $218 $588
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Transfer of materials inventory to property and equipment $232 $1,211
Additions to property, equipment and intangible assets not paid at the end of the

   period $147 $316

See accompanying notes to unaudited condensed consolidated financial statements
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INTERMOLECULAR, INC. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements

(Unaudited)

1. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying condensed consolidated financial statements of Intermolecular, Inc. and subsidiaries (the
Company) have been prepared in accordance with accounting principles generally accepted in the United States of
America (GAAP) for interim financial information, the instructions to Form 10-Q and Article 10 of Regulation S-X of
the Securities and Exchange Commission (SEC). Accordingly, certain information and disclosures normally included
in complete financial statements prepared in accordance with GAAP have been condensed or omitted. The
information in this report should be read in conjunction with the Company’s audited consolidated financial statements
and notes thereto included in its Annual Report on Form 10-K for the fiscal year ended December 31, 2016, as filed
with the SEC on March 3, 2017. Certain amounts in the prior year’s presentations have been reclassified to conform to
the current presentation. These reclassifications had no effect on previously reported net income.

In the opinion of management, the accompanying unaudited condensed consolidated financial statements reflect all
adjustments (consisting only of normal recurring adjustments) necessary to present fairly the Company’s financial
position, results of operations and cash flows for the interim periods presented. The operating results for the three and
six months ended June 30, 2017 are not necessarily indicative of the results that may be expected for any other future
interim period or full year. The condensed consolidated balance sheet as of December 31, 2016 is derived from the
audited consolidated financial statements. 

Use of Estimates

The preparation of the accompanying condensed consolidated financial statements in conformity with GAAP requires
management to make estimates and assumptions about future events. These estimates and the underlying assumptions
affect the amounts of assets and liabilities reported, disclosures about contingent assets and liabilities, and reported
amounts of revenue and expenses. Management uses estimates and judgments in determining recognition of revenues,
valuations of accounts receivable, inventories, intangible assets, warrants and assumptions used in the calculation of
income taxes and stock-based compensation, among others. These estimates and assumptions are based on
management’s best estimates and judgment. Management evaluates its estimates and assumptions on an ongoing basis
using historical experience and other factors, and adjusts such estimates and assumptions when facts and
circumstances dictate. As future events and their effects cannot be determined with precision, actual results could
differ significantly from these estimates.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to concentration of credit risk consist of cash, cash
equivalents, investments and accounts receivable. The Company’s cash, cash equivalents and investments consist of
demand deposits, money market accounts, certificates of deposit, corporate bonds and commercial paper maintained
with high quality financial institutions. The Company's accounts receivable consist of non-interest bearing balances
due from credit-worthy customers.
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Significant Accounting Policies

There has been no significant changes to the Company’s accounting policies since it filed its audited consolidated
financial statements in its Annual Report on Form 10-K for the year ended December 31, 2016. During the first
quarter of 2017, in connection with a CDP, the Company recognized revenue on the sale of intellectual property that
was developed during the term of the CDP.

Materials Inventory

Materials inventories consist of raw materials in the amount of $3.0 million and $3.4 million as of June 30, 2017 and
December 31, 2016, respectively.

Accounts Receivable and Allowance for Doubtful Accounts

The Company did not have any allowance for doubtful accounts as of June 30, 2017 and December 31, 2016.

7
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Concentration of Revenue and Accounts Receivable

Significant customers are those that represent more than 10% of the Company’s total revenue or accounts receivable.
For each significant customer, including related parties, revenue as a percentage of total revenue and accounts
receivable as a percentage of total accounts receivable are as follows:

Revenue Accounts Receivable
Three
Months
Ended
June 30,

Six Months
Ended
June 30,

As
of  June 30,

As of
December 31,

2017 2016 2017 2016 2017 2016
Customer A 15% 17% 14% 22% * *
Customer B * 10% 10% * * *
Customer C * 14% * 15% * 22%
Customer D 67% 40% 58% 29% 71% 55%
Customer E * * * * 13% *

*less than 10%
Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update No. 2014-09
(ASU 2014-09) "Revenue from Contracts with Customers." ASU 2014-09 supersedes the revenue recognition
requirements in “Revenue Recognition (Topic 605)”, and requires entities to recognize revenue when it transfers
promised goods or services to customers in an amount that reflects the consideration to which the entity expects to be
entitled to in exchange for those goods or services. As currently issued, the standard is effective beginning in the first
quarter of fiscal year 2018. The Company has performed an initial evaluation of this standard and its impact on the
financial statements. This included tasks such as identifying contracts, identifying performance obligations and
reviewing the applicable revenue streams. In this review, no material items have been identified that would require a
significant change in the current accounting for revenue. The Company will continue to review these new
requirements including the new revenue disclosure requirements prior to implementation which is expected under the
modified retrospective method.

In January 2016, the FASB issued ASU No. 2016-01, Financial Instruments - Overall (Subtopic 825-10): Recognition
and Measurement of Financial Assets and Financial Liabilities. The new guidance enhances the reporting model for
financial instruments, which includes amendments to address aspects of recognition, measurement, presentation and
disclosure. The update to the standard is effective for the Company in the first quarter of fiscal 2018, with early
adoption permitted under limited circumstances. The Company is currently evaluating the effect the Standard will
have on its consolidated financial statements.

In February 2016, the FASB issued ASU No. 2016-02, Leases. ASU 2016-02 requires that lease arrangements longer
than 12 months result in an entity recognizing an asset and liability. The updated guidance is effective for interim and
annual periods beginning after December 15, 2018, and early adoption is permitted. The Company is currently
evaluating the effect the Standard will have on its consolidated financial statements.
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2. Fair Value of Financial Instruments

The Company measures and reports its cash equivalents and investments at fair value. The carrying amounts for cash
equivalents and investments approximate their fair values due. The following tables set forth the fair value of the
Company’s cash equivalents and investments by level within the fair value hierarchy (in thousands):

As of  June 30, 2017
Fair
Value Level I Level II

Level
III

Assets:
Money market funds $2,289 $2,289 $— $ —
Corporate debt securities and commercial paper 20,523 — 20,523 —
Total assets measured at fair value $22,812 $2,289 $20,523 $ —

As of December 31, 2016
Fair
Value Level I Level II

Level
III

Assets:
Money market funds $2,669 $2,669 $— $ —
Corporate debt securities and commercial paper 22,030 — 22,030 —
Total assets measured at fair value $24,699 $2,669 $22,030 $ —

8
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Investments are classified as “available-for-sale” and are carried at fair value based on quoted markets or other readily
available market information. The Company's investment policy requires investments to have a less than twenty four
month maturity term and a minimum credit rating of A-. Unrealized gains and losses, net of taxes, are included in
accumulated other comprehensive income (loss). Gains and losses are determined using the specific identification
method.  Cash, cash equivalents, and investments consisted of the following as of June 30, 2017 (in thousands):

As of  June 30, 2017

Amortized CostUnrealized Gains Unrealized Losses

Estimated

Fair Value
Assets:
Cash $4,210 $ — $ — $ 4,210
Money market funds 2,289 — — 2,289
Corporate debt securities and commercial paper 20,502 — (21 ) 20,523
Total cash, cash equivalents and investments $27,001 $ — $ (21 ) $ 27,022

As of December 31, 2016, the Company had $32,000 of unrealized losses.

3. Property and Equipment

Property and equipment consist of the following (in thousands):

As of
June 30,
2017

December 31,
2016

Lab equipment and machinery (1) $58,802 $ 58,289
Leasehold improvements 6,248 6,246
Computer equipment and software 4,870 4,640
Furniture and fixtures 221 219
Construction in progress 379 590
Total property and equipment 70,520 69,984
Less accumulated depreciation (61,891) (59,020 )
Property and equipment, net $8,629 $ 10,964

(1)Includes $80,000 and $90,000 (in net book value) of lab equipment and machinery acquired under capital leases, as
of June 30, 2017 and December 31, 2016, respectively. See Note 5 for detailed lease information.

The following table presents depreciation expense included in the Condensed Consolidated Statement of Operations
and includes amortization of leasehold improvements (in thousands):
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Three Months
Ended June 30,

Six Months
Ended June 30,

2017 2016 2017 2016
Depreciation expense $1,394 $1,587 $2,865 $3,224

4. Intangible Assets

Intangible assets consist of the following (in thousands):

As of
June 30,
2017

December 31,
2016

Patents issued $4,388 $ 4,892
Patents pending 200 385
Trademarks 40 40
Total intangible assets 4,628 5,317
Less patent amortization (1,419) (1,316 )
Intangible assets, net $3,209 $ 4,001

9
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The following table presents patent amortization expense included in the Condensed Consolidated Statement of
Operations (in thousands):

Three
Months
Ended
June 30,

Six Months
Ended
June 30,

2017 2016 2017 2016
Amortization expense $81 $117 $166 $264

5. Commitments and Contingencies

Leases

The Company entered into an operating lease agreement in May 2010 for its San Jose headquarters that was
subsequently modified in Nov 2013 and May 2015.  The building lease expires in June 2025. Rent expense is being
recognized on a straight-line basis over the lease term.

The following table presents rent expense included in the Condensed Consolidated Statement of Operations (in
thousands):

Three
Months
Ended
June 30,

Six Months
Ended June 30,

2017 2016 2017 2016
Rent expense $557 $566 $1,118 $1,129

During the second quarter of 2017, the Company made payments of $0.6 million related to this operating lease.

In December 2015, the Company signed a sublease to lease out a portion of office space. The term of the lease is for
three years and annual gross rent is approximately $0.3 million. The sublessee moved in during the second quarter of
2016. The Company received $0.1 million in rent payment under the agreement in the second quarter of 2017.

Capital Lease Obligations

During the third quarter of 2016, the Company leased a furnace under a three year lease agreement which was
accounted for as a capital lease under ASC 840-30; the underlying asset is included in lab equipment and machinery.
The current portion of the capital lease obligations of $25,000 is included in accrued liabilities and the non-current
portion of $26,000 is included in other long-term liabilities in the accompanying Condensed Consolidated Balance
Sheets as of June 30, 2017. The capital lease is discounted using an annual rate of 16.7%.  The lease agreement
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requires annual payments of $31,000, contains a cancellation option after 12 months and automatically transfers
ownership of the property to the Company, the lessee, at the end of the lease term.

Depreciation expense of the furnace recorded under the capital lease obligations was $5,000 for the three months
ended June 30, 2017, and none for the three months ended June 30, 2016.

6. Stockholders’ Equity

Stock-Based Compensation

The fair value of the employee stock options granted during the period was estimated on the respective grant date
using a Black-Scholes option-pricing model with the following weighted-average assumptions: 

Three
Months
Ended
June 30,

Six Months
Ended June 30,

2017 2016 2017 2016
Expected term (in years) 6.0 5.8 6.0 5.7
Risk-free interest rate 2.0% 1.2 % 2.1% 1.2 %
Expected volatility 55 % 52 % 55 % 49 %
Expected dividend rate — % — % — % — %

10
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Stock-based compensation expense, net of estimated forfeitures, was included in the following line items on the
Condensed Consolidated Statements of Operations (in thousands):

Three
Months
Ended
June 30,

Six Months
Ended June 30,

2017 2016 2017 2016
Cost of revenue $41 $101 $106 $306
Research and development 63 207 245 536
Sales and marketing 10 247 69 390
General and administrative 208 373 558 817
Total stock-based compensation $322 $928 $978 $2,049

The following table presents stock-based compensation expense, net of estimated forfeitures, by grant type (in
thousands):

Three
Months
Ended
June 30,

Six Months
Ended June 30,

2017 2016 2017 2016
Stock options $316 $881 $898 $1,747
Restricted stock awards and restricted stock units (RSUs) 6 47 80 302
Total stock-based compensation $322 $928 $978 $2,049

The following table presents unrecognized compensation expense, net of estimated forfeitures, related to the
Company’s equity compensation plans as of June 30, 2017, which is expected to be recognized over the following
weighted-average periods (in thousands, except for weighted-average period): 

Unrecognized Weighted-
Compensation Average Period
Expense (in years)

Stock options $ 1,355 3.1
RSUs $ 310 2.7

The following table presents details on grants made by the Company for the following periods: 

Six Months Ended Six Months Ended
June 30, 2017 June 30, 2016
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Weighted- Weighted-
Average Grant Average Grant

Shares GrantedDate Fair Value Shares GrantedDate Fair Value
Stock options 1,822,500 $ 1.03 464,000 $ 0.94
RSUs 300,000 $ 0.96 — $ —

The total intrinsic value of stock options exercised during the six months ended June 30, 2017 and 2016 was $0
million and $0.2 million, respectively.

RSUs that vested during the six months ended June 30, 2017 and 2016 had fair values of $0.1 million and $0.2
million, respectively, as of the vesting date.

Common Stock

As of June 30, 2017 and December 31, 2016, the Company had reserved shares of common stock for issuance as
follows:

As of
June 30,
2017

As of
December 31,
2016

Number of stock options outstanding 9,379,287 10,048,607
Number of RSUs outstanding 526,890 323,663
Shares available for future grant 7,811,415 5,163,386
Total shares reserved 17,717,592 15,535,656

11
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7. Net Loss per Share

The following outstanding shares of common stock equivalents were excluded from the computation of diluted net
loss per share for the periods presented because including them would have been antidilutive:

Three Months Ended
June 30,

Six Months Ended
June 30,

2017 2016 2017 2016
Stock options to purchase common stock 9,379,287 11,097,337 9,379,287 11,097,337
RSUs 526,890 208,149 526,890 208,149

8. Income Taxes

Income tax expense for the six months ended June 30, 2017 was $800 or -0.0109%, on a pretax loss of $8.7 million.
The difference between the Company's effective tax rate and the federal statutory rate of 35% is primarily attributable
to the tax losses incurred by the Company. The Company maintained a valuation allowance as of June 30, 2017
against all of its deferred tax assets. The Company intends to maintain a full valuation allowance until sufficient
positive evidence exists to support its reduction.

9. Related Party Transactions

In November 2006, the Company entered into an Alliance Agreement with a related party that was a beneficial owner
of more than 5% of the Company’s common stock at the time. During 2016, this related party sold all its holdings of
the Company’s stock and owned no Company’s common stock as of December 31, 2016. Since November 2006, the
agreement has been amended numerous times with the last amendment signed in December 2013. The other party to
the Alliance Agreement and the Company each had an independent board member that served on both companies’
boards of directors; however the independent board member for the other party to the Alliance Agreement did not
stand for re-election as director at the other company effective May 24, 2017 and thus the other company is no longer
a related party.

As of June 30, 2017 and December 31, 2016, the Company had no accounts receivable and deferred revenue balance
in either period with respect to its related party relationships. The following table presents related party revenue
included in the Condensed Consolidated Statement of Operations (in thousands):

Three
Months
Ended
June 30,

Six Months
Ended June 30,
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20172016 2017 2016
Related party revenue $- $306 $383 $1,287
Related party cost of revenue $- $2 $1 $127

As of June 30, 2017, representatives of an investment firm that is a beneficial owner of approximately 29.7% of the
Company’s common stock, are members of the board of directors of the Company.  The Company incurred a director
fees expense of $21,000 to the investment firm for the three months ended June 30, 2017.

10. Information about Geographic Areas

Revenue

Revenue by geography is based on the billing address of the customer. The following table sets forth revenue by
geographic area (in thousands):

Three Months
Ended June 30,

Six Months Ended
June 30,

2017 2016 2017 2016
United States $2,537 $4,873 $7,109 $13,360
Japan — — — 313
Asia-Pacific ex Japan 5,451 6,286 10,823 11,973
Europe and Middle East 101 570 101 601
Total $8,089 $11,729 $18,033 $26,247
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Long-Lived Assets

Substantially all of the Company’s long-lived assets are located in the U.S.  An insignificant amount of long-lived
assets reside in the Company’s foreign subsidiaries and branches in Hong Kong and Taiwan.

11. Restructuring Charges

In March, 2017, the Company initiated a reduction in force to reduce operating costs and to improve profitability. The
reduction in force constituted approximately 18% of the Company’s global workforce. As a result of the reduction in
force, the Company recorded expenses related to employee severance and termination benefits of approximately $1.4
million, which was recognized during the three months ended March 31, 2017. All such related expenses are recorded
within “Restructuring charges” on the Condensed Consolidated Statements of Operations, and related accruals are
included in accrued liabilities and accrued compensation and employee benefits on the Condensed Consolidated
Balance Sheets. The following table presents accrued liabilities for severance and related expenses and payments (in
thousands) as of June 30, 2017.

As of As of

December
31, 2016 Charge Cash Payments

June
30,
2017

Severance and related expenses $ — $1,351 $ (1,292 ) $ 59

During September 2016, Company initiated a reduction in force to improve its cost structure and align spending with
continuing operations plans. The reduction constituted approximately 13% of the company’s global workforce. As a
result of reduction in force, the company recorded expenses related to employee severance and termination benefits of
approximately $1.1 million. All of the expenses related to September 2016 reduction in force has been paid out.

12. Dissolution of Intermolecular Japan Limited a wholly owned subsidiary of the Company

In May 2017, the Company’s Japan subsidiary was dissolved. As of the date of the dissolution, the subsidiary had
assets of $225,000 and no liabilities. A loss of $3,000 was recognized on the dissolution.
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ITEM 2.MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Our Management’s Discussion and Analysis of Financial Condition and Results of Operations (MD&A) is provided in
addition to the accompanying consolidated condensed financial statements and notes to assist readers in understanding
our results of operations, financial condition and cash flows. Our MD&A is organized as follows:

•Overview. Discussion of our business and overall analysis of financial and other highlights affecting our company in
order to provide context for the remainder of MD&A.
•Strategy. Our overall strategy.
•Basis of Presentation. A summary of the primary elements of our financial results.

• Critical Accounting Estimates. Accounting estimates that we believe are most important to understanding
the assumptions and judgments incorporated in our reported financial results and forecasts.

•Results of Operations. An analysis of our financial results comparing the three and six months ended June 30, 2017
to the three and six months ended June 30, 2016.

• Liquidity and Capital Resources. An analysis of changes in our balance sheets and cash flows, and discussion
of our financial condition and sources of liquidity.

The following discussion and analysis should be read in conjunction with our condensed consolidated financial
statements and related notes included elsewhere in this Quarterly Report on Form 10-Q (Form 10-Q) and our audited
consolidated financial statements and related notes included in our Annual Report on Form 10-K for our fiscal year
ended December 31, 2016 (2016 Form 10-K), as filed with the Securities and Exchange Commission. This Form 10-Q
contains forward-looking statements that involve risks and uncertainties, as well as assumptions that, if they never
materialize or prove incorrect, could cause our results to differ materially from those expressed or implied by such
forward-looking statements. The statements contained in this Form 10-Q that are not purely historical are
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. Forward-looking statements are often identified by the use of words such as, but not
limited to, “may,” “will,” “expect,” “believe,” “anticipate,” “intend,” “could,” “should,” “estimate,” or “continue,” and similar expressions
or variations intended to identify forward-looking statements. These statements are based on the beliefs and
assumptions of our management based on information currently available to management. Such forward-looking
statements are subject to risks, uncertainties and other important factors that could cause actual results and the timing
of certain events to differ materially from future results expressed or implied by such forward-looking statements.
Factors that could cause or contribute to such differences include, but are not limited to, those identified below, and
those discussed in the section titled “Risk Factors” in Part II, Item 1A of this Form 10-Q and in our 2016 Form 10-K.
Furthermore, such forward-looking statements speak only as of the date of this Form 10-Q. Except as required by law,
we undertake no obligation to update any forward-looking statements to reflect events or circumstances after the date
of such statements.

Overview

We are a partner for the innovation of advanced materials using high throughput experimentation.  Advanced
materials are critical to sustaining and advancing many industries, including the semiconductor, consumer electronics,
aerospace and automotive industries. Using traditional experimental techniques, it can take many years to discover
new advanced materials and many more years to deploy them in the marketplace.  By leveraging our proprietary HPC
platform and multi-disciplinary development team, we strive to enable our customers to more rapidly discover
advanced materials and tailor them to suit their needs.  

We were founded in 2004 and are headquartered in San Jose, California. Our total revenue decreased to $8.1 million
and $18.0 million for the three and six months ended June 30, 2017 from $11.7 million and $26.2 million for the three
and six months ended June 30, 2016.  Our net loss decreased to $2.9 million and increased to $8.7 million for the three
and six months ended June 30, 2017, respectively, compared to net loss of $4.0 million and $5.7 million for the three
and six months ended June 30, 2016.  Since inception, we have incurred net losses leading to an accumulated deficit
of $177.0 million as of June 30, 2017.
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Strategy

We currently target large markets that rely on advanced materials for differentiation.  Within these broad markets, we
target customers that have track records of technological innovation, have significant materials-based research and
development (R&D), and are pursuing technical advancements that are critical to their success and strategy.
Generally, our approach is most relevant to industries that rely heavily upon advanced thin film materials such as
those achieved using physical vapor deposition (PVD) and atomic layer deposition (ALD) processing tools; however,
our approach is also relevant to discovering and understanding advanced materials more broadly, including advanced
bulk materials such as metal alloys.  Historically, we have partnered most extensively in the semiconductor industry
and particularly in the area of semiconductor memory such as dynamic RAM (DRAM) and new non-volatile memory
(NVM) technologies.  Going forward, we currently plan to continue growing our footprint within semiconductors,
while expanding our engagements in areas such as architectural glass, industrial coating and alloys.

Basis of Presentation

How We Generate Revenue

Our customer engagement process primarily generates revenue in two ways: program revenue; and licensing and
royalty revenue.  Programs are our primary engagement model with customers and are structured to result in program
fees, and in some cases licensing and/or royalty revenue arrangements.

•Program revenue.  Program revenue may include payments for research services, milestone payments, and
subscription payments for dedicated and shared workflow tools used in the programs and reimbursed payments for
consumables and outside services from third parties. Individual programs typically range from six months up to three
years. We recognize program revenue in a manner consistent with activities performed. As we engage new customers
and negotiate extensions for existing customer agreements that are nearing completion, we expect program revenue
to continue to fluctuate.
•Licensing and royalty revenue.  Licensing and royalty revenue consists of licensing fees and royalties for granting
our customers rights to our proprietary technology and intellectual property (IP). Specifically, this includes licensing
the HPC capabilities of our workflows, licensing our informatics and analysis software, and licensing fees and
royalties on products commercialized by our customers that incorporate technology developed through our programs.
In certain instances, minimum license fees and royalties may be guaranteed by customer contracts and are recognized
as revenue ratably over the related periods. In addition, licensing and royalty revenue may include sale of intellectual
property when title transfers if there are no remaining deliverables related to the intellectual property transfer. During
the first quarter of 2017, in connection with a CDP, we recognized revenue on the sale of intellectual property that
was developed during the term of the CDP. We anticipate our licensing and royalty revenue to continue to fluctuate
based on the timing and amount of minimum license fees guaranteed by certain customer contracts and the timing of
customer reported volume-based royalties.

Cost of Revenue

Our cost of revenue is variable and depends on the product mix and type of revenue earned in each period relating to
our customer programs.

•Cost of program revenue. Our cost of program revenue primarily consists of salaries and other personnel-related
expenses, including stock-based compensation, for our research and development scientists, engineers and
development fab process operations employees. Additionally, our cost of revenue includes costs of wafers, targets,
materials, program-related supplies, third-party professional fees and depreciation of equipment used in programs.
We include inventory obsolescence and customer related asset impairments in cost of program revenue.
•Cost of licensing and royalty revenue. Our cost of licensing and royalty revenue has, and we expect will continue to,
primarily consist of the amortization of acquired patents, which were acquired as part of our Symyx asset purchase in
November 2011, and licensing obligations.
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Research and Development

Our R&D expenses consist of costs incurred for development and continuous improvement of our HPC platform,
expansion of software capabilities and application research and development that are not associated with customer
programs. R&D costs include personnel-related expenses, including stock-based compensation expenses, for our
technical staff as well as consultant costs, parts and prototypes, wafers, chemicals, supply costs, facilities costs,
utilities costs related to laboratories and offices occupied by technical staff, depreciation on equipment used by
technical staff, long-lived R&D assets impairment, and outside services, such as machining and third-party R&D
costs. We recognize R&D overhead costs that are not allocated to a customer program as expenses within R&D.
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Sales and Marketing

Our sales and marketing expenses consist primarily of personnel-related costs, including stock-based compensation,
for our sales and marketing employees, as well as payments of commissions to our sales employees, facility costs and
professional expenses. Professional expenses consist of external website and marketing communication consulting
costs and market research.

General and Administrative

General and administrative expenses consist primarily of personnel-related costs, including stock-based compensation,
as well as professional services and facilities costs related to our executive, finance, legal, human resources,
management information systems and information technology functions. Professional services consist of outside
accounting, information technology, consulting and legal costs. We also incur significant accounting and legal costs
related to compliance with rules and regulations enacted by the Securities and Exchange Commission, including the
costs of maintaining compliance with Section 404 of the Sarbanes-Oxley Act, as well as insurance, investor relations
and other costs associated with being a public company.

Interest income (expense), net

Interest expense consists primarily of interest on a capital lease initiated in July 2016. Interest income represents
interest earned on our cash, cash equivalents and investments. We expect interest income will vary each reporting
period depending on our average investment balances during the period and market interest rates.

Other Income, net

Other income primarily consisted of sublease income that we receive from subleasing a portion of our office space
under a sublease agreement entered into in December 2015.  The term of the lease is for three years and annual gross
rent is approximately $0.3 million. The sublessee moved in and occupied the space during the second quarter of 2016.
Other income (expense) also includes foreign exchange gains and losses that have not been significant.

Critical Accounting Estimates

Our consolidated financial statements have been prepared in conformity with generally accepted accounting principles
in the United States and include our accounts and the accounts of our wholly-owned subsidiaries. The preparation of
our consolidated financial statements requires our management to make estimates, assumptions and judgments that
affect the reported amounts of assets and liabilities and disclosures for contingent assets and liabilities as of the date of
the financial statements, and the reported amounts of revenue and expenses during the applicable periods.
Management bases its estimates, assumptions and judgments on historical experience and on various other factors that
are believed to be reasonable under the circumstances. Different assumptions and judgments would change the
estimates used in the preparation of our consolidated financial statements which, in turn, could change the results from
those reported. Our management evaluates its estimates, assumptions and judgments on an ongoing basis.

There have been no material changes in the matters for which we make critical accounting estimates in the preparation
of our condensed consolidated financial statements during the three and six months ended June 30, 2017 as compared
to those disclosed in our 2016 Form 10-K. For further information on our critical and other significant accounting
policies, see our 2016 Form 10-K.

Recent Accounting Pronouncements

See Note 1 of the Notes to Condensed Consolidated Financial Statements included in this Form 10-Q for recent
accounting pronouncements that could have an effect on us.
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Results of Operations

Comparison of the Three Ended March 31, 2017 and 2016

Three Months
Ended June 30,

Six Months Ended
June 30,

2017 2016
$
Change

%
Change 2017 2016

$
Change

%
Change

(in thousands) (in thousands)
Revenue:
Program revenue $6,480 $10,052 $(3,572 ) -36 % $13,291 $22,013 $(8,722 ) -40 %
Licensing and royalty revenue 1,609 1,677 (68 ) -4 % 4,742 4,234 508 12 %
Total revenue 8,089 11,729 (3,640 ) -31 % 18,033 26,247 (8,214 ) -31 %
Cost of revenue: 2,547 4,132 (1,585 ) -38 % 5,534 8,928 (3,394 ) -38 %
Gross profit 5,542 7,597 (2,055 ) -27 % 12,499 17,319 (4,820 ) -28 %
Operating expenses:
Research and development 5,385 6,924 (1,539 ) -22 % 12,494 13,828 (1,334 ) -10 %
Sales and marketing 931 2,130 (1,199 ) -56 % 2,412 4,074 (1,662 ) -41 %
General and administrative 2,217 2,669 (452 ) -17 % 5,225 5,269 (44 ) -1 %
Restructuring charges 3 — 3 1,350 — 1,350
Total operating expenses 8,536 11,723 (3,187 ) -27 % 21,481 23,171 (1,690 ) -7 %
Loss from operations (2,994) (4,126 ) 1,132 (8,982 ) (5,852 ) (3,130 )
Other income (expense):
Interest income (expense), net 58 40 18 113 72 41
Other income (expense), net 82 99 (17 ) 179 115 64
Total other income

   (expense), net 140 139 1 292 187 105
Loss before provision for

   income taxes (2,854) (3,987 ) 1,133 (8,690 ) (5,665 ) (3,025 )
Provision for income taxes - 1 (1 ) 1 4 (3 )
Net loss $(2,854) $(3,988 ) $1,134 $(8,691 ) $(5,669 ) $(3,022 )

Revenue

Our revenue decreased by 31% during the three months ended June 30, 2017, as compared to the three months ended
June 30, 2016, due to a 36% decline in program revenue and 4% reduction in licensing and royalty revenue.  The
decrease in program and licensing and royalty revenue was driven by the scheduled completion and reduction of
program agreements.

Our revenue decreased by 31% during the six months ended June 30, 2017, as compared to the six months ended June
30, 2016, due to a 40% decline in program revenue, partially offset by 12% increase in licensing and royalty
revenue.  The decrease in program revenue was driven by the scheduled completion and reduction of program
agreements. The increase in licensing and royalty revenue was primarily due to the sale of certain patents to a
customer for $1.5 million during the three months ended March 31, 2017.
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We expect our revenue to fluctuate from period to period based on demand for, and our resources to fulfill, our
services, project completion schedules and end-market sales.

The following table presents revenue by geographic region, based on invoiced locations, during the three and six
months ended June 30, 2017 and 2016 in dollars (in thousands) and as a percentage of revenue for the periods
presented:

Three Months Ended June 30, Six Months Ended June 30,
2017 2016 2017 2016

Revenues
% of
Revenues Revenues

% of
Revenues Revenues

% of
Revenues Revenues

% of
Revenues

United States $2,537 31 % $4,873 41 % $7,109 39 % $13,360 51 %
Japan — — % — — % — — % 313 1 %
APAC ex Japan 5,451 68 % 6,286 54 % 10,823 60 % 11,973 46 %
Europe and Middle East 101 1 % 570 5 % 101 1 % 601 2 %
Total $8,089 100 % $11,729 100 % $18,033 100 % $26,247 100 %

The decrease in revenue from the United States region in the three and six months ended June 30, 2017, as compared
to the same periods ended June 30, 2016, are due to scheduled completion and reduction of program arrangements.
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Cost of Revenue

Cost of revenue decreased by 38% and 38% during the three and six months ended June 30, 2017, respectively, as
compared to the same periods ended June 30, 2016, due to decreases in labor and personnel-related expenses,
depreciation, materials and other costs associated with programs. Stock-based compensation, which was included in
personnel-related expenses, decreased by $0.1 million and $0.2 million for the three and six months ended June 30,
2017, respectively, compared to the three and six months ended June 30, 2016.  

Gross Margin

Our gross profit as a percentage of net revenues, or gross margin, has been and will continue to be affected by a
variety of factors, including the mix of program revenue and licensing and royalty revenue recognized during the
period. We achieve a higher gross margin on licensing and royalty revenue as compared to program revenue.

Gross margin was 69% and 69% during the three and six months ended June 30, 2017, respectively as, compared to
65% and 66% for the three and six months ended June 30, 2016. The increase for each period was primarily
attributable due to decrease in direct labor, materials and other costs associated with programs.

Research and Development

R&D expenses decreased by 22% during the three months ended June 30, 2017, as compared to the three months
ended June 30, 2016. The changes were primarily attributable to a $1.2 million decrease in labor and personnel-related
expenses.

R&D expenses decreased by 10% during the six months ended June 30, 2017, as compared to the six months ended
June 30, 2016. The changes were primarily attributable to a $1.5 million decrease in labor and personnel-related
expenses which was offset by a $0.2 million increase in facility costs.

Sales and Marketing

Sales and marketing expenses decreased by 56% during the three months ended June 30, 2017, compared to the three
months ended June 30, 2016.  The decrease was primarily attributable to a $1.0 million decrease in personnel-related
expenses as a result of reduced headcount.

Sales and marketing expenses decreased by 41% during the six months ended June 30, 2017, compared to the six
months ended June 30, 2016.  The decrease was primarily attributable to a $1.4 million decrease in personnel-related
expenses as a result of reduced headcount.

General and Administrative

General and administrative expenses decreased by 17% during the three months ended June 30, 2017, as compared to
the three months ended June 30, 2016.  The decrease was primarily attributable to decrease in personnel cost and
professional fees.

General and administrative expenses decreased by 1% during the six months ended June 30, 2017, as compared to the
six months ended June 30, 2016. The decrease was primarily attributable to a decrease in personnel cost which was
largely offset by increase in facility-related costs.

Restructuring Charges
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In March 2017, we initiated a restructuring plan to reduce our workforce by 18% and incurred charges of $1.4 million
for severance and other personnel-related costs for the six months ended June 30, 2017.  There was no restructuring
activity during the three and six months ended June 30, 2016.

Loss from Operations

Our operating loss decreased by $1.1 million during the three months ended June 30, 2017, compared to the three
months ended June 30, 2016, due to decrease in labor and personnel-related expenses as a result of restructuring
completed during first quarter 2017.  

Our operating loss increased by $3.1 million during the six months ended June 30, 2017, compared to the six months
ended June 30, 2016, due to lower revenues and restructuring expense of $1.4 million for the six months ended June
30, 2017.
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Interest Income (Expense), net

The increases in interest income during the three and six months ended June 30, 2017, as compared to the three and
six months ended June 30, 2016 were primarily related to higher income on our investments.

Other Income (Expense), net

Other Income, net, for the three and six months ended June 30, 2017 consisted principally of sublease income that we
recorded from subleasing a portion of our office space under an agreement entered into in December 2015. The
sublessee moved in and occupied the space during the second quarter of 2016.

Provision for Income Taxes

Provision for Income Taxes during the three and six months ended June 30, 2017 and 2016 consisted of income taxes
on our US and foreign entities and were not significant during these periods.  

Net Loss

Our net loss decreased by $1.1 million during the three months ended June 30, 2017, compared to the three months
ended June 30, 2016. The decrease was primarily due to decrease in labor and personnel-related expenses on account
of restructuring completed during first quarter of 2017.

Our net loss increased by $3.0 million during the six months ended June 30, 2017, compared to the six months ended
June 30, 2016, due to lower revenues and restructuring expense of $1.4 million for the six months ended June 30,
2017.

Liquidity and Capital Resources

Prior to our initial public offering in November 2011, we substantially satisfied our capital and liquidity needs through
private placements of redeemable convertible preferred stock and, to a lesser extent, cash flow from operations. As of
June 30, 2017, we had $27.0 million of cash, cash equivalents and investments and $19.4 million of net working
capital.

To date, we have incurred significant losses. During the three months ended June 30, 2017 and 2016, we incurred net
losses of $2.9 million and $4.0 million, respectively. As of June 30, 2017, our accumulated deficit was $177.0 million.

We believe that we have the financial resources needed to meet business requirements for the next 12 months.
However, our forecast of the period of time through which our financial resources will be adequate to meet business
requirements are forward-looking statements and involve risks and uncertainties. Our future capital requirements will
depend on many factors, many of which are set forth in greater detail under the caption “Risk Factors,” but generally
include without limitation our rate of revenue growth, our expansion of our sales and marketing activities and
overhead expenses, the timing and extent of our spending to support our R&D efforts and our ability to expand
programs in the semiconductor industry, whether we are successful in obtaining payments from customers, the
financial stability of our customers, whether we can enter into additional contracts in our target industries, the progress
and scope of R&D projects performed by us and our customers, the effect of any acquisitions of other businesses or
technologies that we may make in the future, the filing, prosecution and enforcement of patent claims, how much
funding we may need to develop or enhance our solutions or HPC platform and any necessary responses to
competitive pressures. To the extent that existing cash, cash equivalents, investments and cash from operations are
insufficient to fund our operations, we may need to raise additional funds through public or private equity or debt
financing. We may also seek to invest in or acquire complementary businesses, applications or technologies, any of
which could also require us to seek additional equity or debt financing. Additional funds may not be available on
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terms favorable to us or at all. We maintain almost all of our cash and investments in the United States and therefore
are not generally subject to restrictions or tax obligations as we access the cash.

Cash Flows

The following summary of our cash flows for the periods indicated has been derived from our condensed consolidated
financial statements included elsewhere in this filing (in thousands):

Six Months
Ended June 30,
2017 2016

Net cash (used in) provided by operating activities $(1,556) $121
Net cash provided by investing activities $2,307 $3,845
Net cash (used in) provided by financing activities $(11 ) $714
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Cash Flows from Operating Activities

We experienced negative cash flows from operating activities during six months ended June 30, 2017, as compared to
positive cash flows for the six months ended June 30, 2016, primarily due to restructuring expenses paid during first
quarter of 2017.

Net cash used in operating activities during the six months ended June 30, 2017 was primarily attributable to our net
loss of $8.7 million, which was partially offset by non-cash charges of $3.6 million for depreciation, amortization, and
accretion, $1.0 million for stock-based compensation and increase in accounts payable of $0.7 million and reduction
in accounts receivables of $2.2 million.

Net cash provided by operating activities during the six months ended June 30, 2016 was attributable to our net loss of
$5.7 million, which was offset by non-cash charges of $3.8 million for depreciation, amortization, and accretion and
$2.0 million for stock-based compensation.

We expect that cash flows from operating activities will fluctuate in future periods due to a number of factors,
including our operating results, amounts of non-cash charges, the timing of our billings, collections and
disbursements.

Cash Flows from Investing Activities

Our investing activities consist primarily of purchases and maturities of short-term investments, capital expenditures
to purchase property and equipment and sale of intangible assets. In the future, we expect we will continue to make
modest capital expenditures to support our operations, and to incur costs to protect our investment in our developed
technology and IP.

During the six months ended June 30, 2017, cash provided by investing activities was $2.3 million as a result of $1.5
million received from sale of intangible assets and $1.3 million received in the net redemption of our investments,
partially offset by purchase of property, plant and equipment of $0.5 million. During the six months ended June 30,
2016, cash provided by investing activities was $3.8 million, a result of $5.7 million in the net redemptions of
short-term investments, offset by $2.0 million in capital expenditures.

Cash Flows from Financing Activities

To date, we have financed our operations primarily with proceeds from the sale of our redeemable convertible
preferred stock and proceeds received from our initial public offering.

During the six months ended June 30, 2017, cash used by financing activities was $11,000 for the capital lease
payments, as compared to cash provided of $0.7 million for the six months ended June 30, 2016, which was primarily
from the proceeds of common stock option exercises.

Contractual Obligations and Commitments

The following summarizes our contractual obligations as of June 30, 2017 (in thousands):

Payments Due by Period
Less
Than

More
Than

Total
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One
Year

1 - 3
Years

3 - 5
Years

5
Years

Operating lease obligations $21,221 $2,223 $5,248 $5,297 $8,453
Capital lease obligations 51 22 29 — —
Purchase obligations 218 218 — — —
Total $21,490 $2,463 $5,277 $5,297 $8,453

Operating lease agreements represent our obligations to make payments under our non-cancelable lease agreement for
our facility in San Jose, California. During the six months ended June 30, 2017, we made regular lease payments of
$1.2 million under this operating lease agreement.  Capital lease agreements represent our obligations to make
payments under the lease agreement for a furnace which is scheduled to end in the second quarter of 2019. Purchase
obligations consist of firm, non-cancelable agreements to purchase property and equipment and inventory items.

Off-Balance Sheet Arrangements

As of June 30, 2017, we did not have any relationships with unconsolidated entities or financial partnerships, such as
entities often referred to as structured finance or special purpose entities, which are established for the purpose of
facilitating off-balance sheet arrangements or other contractually narrow or limited purposes.
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ITEM 3.QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
We are exposed to market risks in the ordinary course of our business. Market risk represents the risk of loss that may
impact our financial position due to adverse changes in financial market prices and rates. Our market risk exposure is
primarily a result of fluctuations in interest rates and foreign currency exchange rates. We do not hold or issue
financial instruments for trading purposes.

Interest Rate Sensitivity

The primary objectives of our investment activities are to preserve principal, provide liquidity and maximize income
without exposing us to significant risk of loss. The securities we invest in are subject to market risk and a change in
prevailing interest rates may cause the principal amount of our investments to fluctuate. We maintain our portfolio of
cash equivalents and investments in a variety of securities, including commercial paper, corporate debt securities and
money market funds. As of June 30, 2017, our investments were primarily in commercial paper, corporate notes and
bonds and money market funds. If overall interest rates fell 10% for the three months ended June 30, 2017, our
interest income would have decreased by an immaterial amount, assuming consistent investment levels.

Foreign Currency Exchange Risk

As we expand internationally, our consolidated results of operations and cash flows will become increasingly subject
to fluctuations due to changes in foreign currency exchange rates. Our revenue is denominated in U.S. dollars. Our
expenses are generally denominated in the currencies in which our operations are located, which is primarily in the
United States, with an insignificant portion of expenses incurred in the local currencies of our wholly-owned
subsidiaries in Hong Kong and our wholly-owned branch in Taiwan. The effect of a hypothetical 10% change in
foreign currency exchange rates applicable to our business would not have a material impact on our consolidated
financial statements. To date, we have not entered into any material foreign currency hedging contracts, although we
may do so in the future.

ITEM 4.CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the
effectiveness of the design and operation of our disclosure controls and procedures, as such term is defined in Rule
13a-15(e) promulgated under the Securities Exchange Act of 1934, as amended, as of June 30, 2017.

The term “disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Securities
Exchange Act of 1934, as amended (the "Exchange Act"), means controls and other procedures that are designed to
ensure that information required to be disclosed by us in the reports that we file or submit under the Exchange Act is
(i) recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange
Commission's rules and forms and (ii) accumulated and communicated to our management, including the Chief
Executive Officer and Chief Financial Officer, as the principal executive and financial officers, respectively, to allow
timely decisions regarding required disclosures.
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Based on this evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure
controls and procedures were effective as of the end of the period covered by this report.

Changes in internal control over financial reporting

We made no changes to our internal control over financial reporting during the quarterly period ended June 30, 2017
that has materially affected, or that is reasonably likely to materially affect, our internal control over financial
reporting.

Inherent Limitations on Effectiveness of Controls

Our management, including our Chief Executive Officer and our Chief Financial Officer, does not expect that our
disclosure controls and procedures or our internal control over financial reporting will prevent or detect all errors and
all fraud. A control system, no matter how well conceived and operated, can provide only reasonable, not absolute,
assurance that the objectives of internal control will be met. Further, the design of a control system must reflect the
fact that there are resource constraints, and the benefits of the controls must be considered relative to their costs.
While our disclosure controls and procedures and internal control over financial reporting are designed to provide
reasonable assurance of their effectiveness, because of the inherent limitations in all control systems, no evaluation of
controls can provide absolute assurance that all control issues and instances of fraud, if any, will be detected.  These
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inherent limitations include the realities that judgments in decision making can be faulty and that breakdowns can
occur because of simple errors or mistakes. Controls can also be circumvented by the individual acts of some persons,
by collusion of two or more people or by management override of the controls.  Because of the inherent limitations in
a cost-effective control system, misstatements due to error or fraud may occur and may not be detected.  Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

PART II — OTHER INFORMATION

ITEM 1.LEGAL PROCEEDINGS
From time to time, we may become involved in legal proceedings and claims arising in the ordinary course of our
business, including but not limited to legal proceedings and claims brought by employees or former employees
relating to working conditions or other issues. We are not currently a party to any legal proceedings the outcome of
which, if determined adversely to us, we believe would individually or in the aggregate have a material adverse effect
on our business, operating results, financial condition or cash flows.

ITEM 1A.RISK FACTORS
The risks described in Part I, Item 1A, “Risk Factors,” in our Annual Report on Form 10-K for the year
ended December 31, 2016, could materially and adversely affect our business, financial condition or future results.
These risk factors are not the only risks facing our company. Risks and uncertainties not currently known to us or that
we currently deem to be immaterial also may materially adversely affect our business, financial condition and
operating results. The Risk Factors section of our 2016 Annual Report on Form 10-K remains current in all material
respects.
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ITEM 6.EXHIBITS

Exhibit Incorporated by Reference Filed
Number Exhibit Description Form Date Number Herewith
10.1 Consulting agreement with Bruce McWilliams+ X
31.1 Certification of Chief Executive Officer pursuant to Section 302 of the

Sarbanes-Oxley Act of 2002. X
31.2 Certification of Chief Financial Officer pursuant to Section 302 of the

Sarbanes-Oxley Act of 2002. X
32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. §1350,

as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002. X

32.2 Certification of Chief Financial Officer pursuant to 18 U.S.C. §1350,
as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002. X

101.INS XBRL Instance Document X
101.SCH XBRL Taxonomy Extension Schema Document X
101.CAL XBRL Taxonomy Extension Calculation Linkbase Document X
101.DEF XBRL Taxonomy Extension Definition Linkbase Document X
101.LAB XBRL Taxonomy Extension Label Linkbase Document X
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document X

+Indicates a management contract or compensatory plan.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

INTERMOLECULAR, INC.
(Registrant)

Date: August 8, 2017 By: /s/ Bill Roeschlein
Bill Roeschlein
Chief Financial Officer
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