QLogic Corporation

Condensed Consolidated Statement of Income and Non-GAAP Financial Measures
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(unaudited -- in thousands, except per share amounts)

Condensed Consolidated Statement of Income - GAAP

— O1-FY11l
Net revenues $ 142,609
Cost of revenues 49,701
Gross profit 92,908
Operating expenses:
Engineering and development 34,709
Sales and marketing 20,430
General and administrative 8,468
Special charges 931
Total operating expenses 64,538
Operating income 28,370
Interest and other income, net 1,676
Income before income taxes 30,046
Income taxes 4,597
Net income $ 25,449
Net income per share:
Basic $ 0.23
Diluted $ 0.22
Number of shares used in per share calculations:
Basic 111,425
Diluted 113,730

Non-GAAP Net Income and Non-GAAP Net Income per Diluted Share

Non-GAAP net income $ 34,682
Non-GAAP net income per diluted share $ 0.30

A reconciliation of non-GAAP net income and non-GAAP net income per diluted share to the most directly comparable
GAAP financial measures, as well as a description of the reasons that management believes that these non-GAAP
financial measures provide useful information to investors and the additional purposes for which management uses these
non-GAAP financial measures, is presented below.
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Discussion of Non-GAAP Financial Measures

In addition to the results presented on a generally accepted accounting principles (GAAP) basis, the Company has
also included certain non-GAAP financial measures. These non-GAAP financial measures include non-GAAP net
income and non-GAAP net income per diluted share.

The Company believes that these supplemental non-GAAP financial measures, when presented in conjunction with
the corresponding GAAP financial measures, provide useful information to investors and management regarding financial
and business trends relating to its results of operations. However, non-GAAP financial measures have certain limitations
in that they do not reflect all of the costs associated with the operations of the Company’s business as determined in
accordance with GAAP. Therefore, investors should consider non-GAAP financial measures in addition to, and not as a
substitute for, or as superior to, measures of financial performance prepared in accordance with GAAP.

The Company has presented non-GAAP net income and non-GAAP net income per diluted share, on a basis
consistent with its historical presentation, to assist investors in understanding the Company’s core net income and core net
income per diluted share on an on-going basis. These non-GAAP financial measures may also assist investors in making
comparisons of the Company’s core net profitability with historical periods. Although the non-GAAP financial measures
presented by the Company may be different from the non-GAAP financial measures used by other companies, the
Company believes that these non-GAAP financial measures may also assist investors in making comparisons of the
Company’s core net profitability with the corresponding results for its competitors. Management also believes that non-
GAAP net income and non-GAAP net income per diluted share are important measures in the evaluation of the
Company’s profitability.

Management uses non-GAAP net income and non-GAAP net income per diluted share in its evaluation of the
Company’s core after-tax results of operations and trends between fiscal periods and believes that these measures are
important components of its internal performance measurement process. In addition, the Company prepares and
maintains its budgets and forecasts for future periods on a basis consistent with these non-GAAP financial measures.
Management believes that providing these non-GAAP financial measures allows investors to view the Company’s
financial results in the way that management views the financial results.

The Company excludes the following items from its non-GAAP financial measures:

Stock-based compensation. Stock-based compensation consists of expenses associated with stock options and
restricted stock units granted by the Company and purchases of common stock under the Company’s Employee Stock
Purchase Plan. Stock-based compensation is a non-cash expense that varies in amount from period to period as a result of
factors that are difficult to predict and are generally outside the control of the Company, such as the market price and
associated volatility of the Company’s common stock. Accordingly, management believes these expenses are not
reflective of the Company’s core operating expenses and excludes them when assessing its core operating results and from
its internal budgets and forecasts.

Amortization of acquisition-related intangible assets. In connection with acquisitions, the Company records
purchased intangible assets (consisting primarily of purchased technology) which are amortized over their estimated
useful lives. The amortization is a non-cash expense which is not considered by management when assessing the core
operating results of the Company. The acquisition-related intangible assets and the related amortization can vary
significantly based on the size and frequency of acquisitions.
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Special charges. Special charges consist of costs related to severance benefits for involuntarily-terminated
employees. Management believes these charges are unrelated to the Company’s core business and does not consider these
special charges when assessing the core operating results of the Company.

Gains recognized on previously impaired investment securities. The Company recognized gains on investment
securities that were previously impaired. The Company had previously recognized impairment charges on certain of its
investment securities due to declines in the fair value of these investments below their cost basis that management had
deemed to be other-than-temporary. Management believes that these gains are unrelated to the Company’s core business
and does not consider the gains recognized on previously impaired investment securities when assessing the core
operating results of the Company.

Income tax effect. Income tax expense is adjusted by the amount of tax benefit or expense (including any valuation
allowance related to deferred tax assets) that would result from the use of the non-GAAP results instead of the GAAP
results when calculating the Company’s tax expense. Management believes changes in valuation allowances related to the
Company’s deferred tax assets associated with non-core assets (i.e., investment securities) are unrelated to the Company’s
core business. Accordingly, management does not consider valuation allowances related to such deferred tax assets when
assessing the core operating results of the Company.

Each of the foregoing items has been excluded from the non-GAAP financial measures presented by the Company.
Management believes that such exclusion is appropriate since these items are not reflective of the Company’s core
operating activities and thus excludes them from their internal budgets and forecasts, as well as their assessment of core
operating performance.
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Non-GAAP Net Income and Non-GAAP Net Income per Diluted Share

— QI-FY11l
GAAP net income $ 25,449
Items excluded from GAAP net income:
Stock-based compensation 10,323
Amortization of acquisition-related intangible
assets 1,156
Special charges 931
Gains recognized on previously impaired
investment securities (312)
Income tax effect (2,865)
Total non-GAAP adjustments 9,233
Non-GAAP net income $ 34,682
Net income per diluted share:
GAAP net income $ 0.22
Adjustments 0.08
Non-GAAP net income $ 0.30

The Company has presented non-GAAP net income and non-GAAP net income per diluted share, on a basis consistent
with its historical presentation, to assist investors in understanding the Company’s core net income and core net income
per diluted share on an on-going basis. These non-GAAP financial measures may also assist investors in making
comparisons of the Company’s core net profitability with historical periods and comparisons of the Company’s core net
profitability with the corresponding results from competitors. These non-GAAP financial measures exclude the
adjustments described above, and thus provide an overall measure of the Companys on-going net profitability and related
profitability on a per diluted share basis.

Non-GAAP Cost of Revenues

Q1-FY11
GAAP cost of revenues $ 49,701
Stock-based compensation (734)
Amortization of acquisition-related intangible
assets (1,156)
Non-GAAP cost of revenues $ 47,811

The Company has presented non-GAAP cost of revenues, on a basis consistent with its historical presentation, to assist
investors in understanding the Company’s core cost of revenues on an on-going basis. This non-GAAP financial measure
may also assist investors in making comparisons of the Company’s core cost of revenues with historical periods and
comparisons of the Company’s core cost of revenues with the corresponding results from competitors. To the extent that
stock-based compensation and amortization of acquisition-related intangible assets are included in cost of revenues in
accordance with GAAP, management believes that it is useful to exclude these amounts in the calculation of the core level
of cost of revenues for the reasons discussed above. This non-GAAP financial measure is useful to investors and is also
useful to management in evaluating core cost of revenues.
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Non-GAAP Gross Profit

Q1-FY11
GAAP gross profit $ 92,908
Stock-based compensation 734
Amortization of acquisition-related intangible
assets 1,156
Non-GAAP gross profit $ 94,798

The Company has presented non-GAAP gross profit, on a basis consistent with its historical presentation, to assist
investors in understanding the Company’s core gross profit on an on-going basis. This non-GAAP financial measure may
also assist investors in making comparisons of the Company’s core gross profit with historical periods and comparisons of
the Company’s core gross profit with the corresponding results from competitors. To the extent that stock-based
compensation and amortization of acquisition-related intangible assets are included in gross profit in accordance with
GAAP, management believes that it is useful to exclude these amounts in the calculation of the core level of gross profit
for the reasons discussed above. This non-GAAP financial measure is useful to investors and is also useful to
management in evaluating core gross profit.

Non-GAAP Engineering and Development Expenses

Q1-FY11
GAAP engineering and development expenses $ 34,709
Stock-based compensation (5,007)

Non-GAAP engineering and development expenses ~ $ 29,702

The Company has presented non-GAAP engineering and development expenses, on a basis consistent with its historical
presentation, to assist investors in understanding the Company’s core engineering and development expenses on an on-
going basis. This non-GAAP financial measure may also assist investors in making comparisons of the Company’s core
engineering and development expenses with historical periods and comparisons of the Company’s core engineering and
development expenses with the corresponding expenses for competitors. Management believes that on-going engineering
and development expenses are an important measure in the evaluation of the investments that are made by technology
companies. In addition, management believes that the level of investment in engineering and development expenses is
one of the important factors used to evaluate technology companies in an environment where there are rapid technological
changes, evolving industry standards and continuing improvements in product features and performance. To the extent
that stock-based compensation is included in engineering and development expenses in accordance with GAAP,
management believes that it is useful to exclude this amount in the calculation of the core level of engineering and
development investment for the reasons discussed above. This non-GAAP financial measure is useful to investors and is
also useful to management in evaluating its commitment to core engineering and development investments.
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Non-GAAP Sales and Marketing Expenses

Q1-FY11
GAARP sales and marketing expenses $ 20,430
Stock-based compensation (2,113)
Non-GAAP sales and marketing expenses $ 18,317

The Company has presented non-GAAP sales and marketing expenses, on a basis consistent with its historical
presentation, to assist investors in understanding the Company’s core sales and marketing expenses on an on-going basis.
This non-GAAP financial measure may also assist investors in making comparisons of the Company’s core sales and
marketing expenses with historical periods and comparisons of the Company’s core sales and marketing expenses with the
corresponding expenses for competitors. Management believes that on-going sales and marketing expenses are an
important measure in the evaluation of the sales and marketing efforts of technology companies. In addition, management
believes that investments in the sales and marketing organizational infrastructure and related marketing programs are
critical to expanding a company's customer base and enhancing relationships with existing customers. To the extent that
stock-based compensation is included in sales and marketing expenses in accordance with GAAP, management believes
that it is useful to exclude this amount in the calculation of the core level of sales and marketing investment for the
reasons discussed above. This non-GAAP financial measure is useful to investors and is also useful to management in
evaluating its commitment to core sales and marketing efforts.

Non-GAAP General and Administrative Expenses

Q1-FY11
GAAP general and administrative expenses $ 8,468
Stock-based compensation (2,469)

Non-GAAP general and administrative expenses $ 5,999

The Company has presented non-GAAP general and administrative expenses, on a basis consistent with its historical
presentation, to assist investors in understanding the Company’s core general and administrative expenses on an on-going
basis. This non-GAAP financial measure may also assist investors in making comparisons of the Company’s core general
and administrative expenses with historical periods and comparisons of the Company’s core general and administrative
expenses with the corresponding expenses for competitors. To the extent that stock-based compensation is included in
general and administrative expenses in accordance with GAAP, management believes that it is useful to exclude this
amount in the calculation of the core level of general and administrative expenses for the reasons discussed above. This
non-GAAP financial measure is useful to investors and is also useful to management in evaluating its core general and
administrative costs.
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Non-GAAP Operating Expenses

Q1-FY11
GAAP operating expenses $ 64,538
Stock-based compensation (9,589)
Special charges (931)
Non-GAAP operating expenses $ 54,018

The Company has presented non-GAAP operating expenses, on a basis consistent with its historical presentation, to assist
investors in understanding the Company’s core operating expenses on an on-going basis. This non-GAAP financial
measure may also assist investors in making comparisons of the Company’s core operating expenses with historical
periods and comparisons of the Company’s core operating expenses with the corresponding expenses for competitors.
Management believes that on-going operating expenses are an important measure in the evaluation of the Company’s
overall resource utilization and operating performance, due to the direct impact that core operating expenses have on
overall profitability. To the extent that stock-based compensation and special charges are included in operating expenses
in accordance with GAAP, management believes that it is useful to exclude these amounts in the calculation of the core
level of operating expenses for the reasons discussed above. This non-GAAP financial measure is useful to investors and
is also useful to management in evaluating core operating expenses.

Non-GAAP Operating Income

Q1-FY11
GAAP operating income $ 28,370
Stock-based compensation 10,323
Amortization of acquisition-related intangible
assets 1,156
Special charges 931
Non-GAAP operating income $ 40,780

The Company has presented non-GAAP operating income, on a basis consistent with its historical presentation, to assist
investors in understanding the Company’s core operating income on an on-going basis. This non-GAAP financial
measure may also assist investors in making comparisons of the Company’s core operating income with historical periods
and comparisons of the Company’s core operating income with the corresponding performance for competitors.
Management believes that on-going operating income is an important measure in the evaluation of the Company’s
profitability associated with normal operations. To the extent that stock-based compensation, amortization of acquisition-
related intangible assets and special charges are included in operating income in accordance with GAAP, management
believes that it is useful to exclude these amounts in the calculation of the core level of operating income for the reasons
discussed above. This non-GAAP financial measure is useful to investors and is also useful to management in evaluating
core operating income.
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Non-GAAP Interest and Other Income, Net

Q1-FY11
GAARP interest and other income, net $ 1,676
Gains recognized on previously impaired
investment securities (312)
Non-GAAP interest and other income, net $ 1,364

The Company has presented non-GAAP interest and other income, on a basis consistent with its historical presentation, to
assist investors in understanding the Company’s core interest and other income on an on-going basis. This non-GAAP
financial measure may also assist investors in making comparisons of the Company’s core interest and other income with
historical periods and comparisons of the Company’s core interest and other income with the corresponding performance
for competitors. Management believes that on-going interest and other income is an important measure in the evaluation
of the Company’s results associated with non-operating activities. To the extent that gains recognized on previously
impaired investment securities are included in interest and other income in accordance with GAAP, management believes
that it is useful to exclude this amount in the calculation of the core level of interest and other income for the reasons
discussed above. This non-GAAP financial measure is useful to investors and is also useful to management in evaluating
core interest and other income.

Non-GAAP Income before Income Taxes

— QI-FY11
GAAP income before income taxes $ 30,046
Stock-based compensation 10,323
Amortization of acquisition-related intangible
assets 1,156
Special charges 931
Gains recognized on previously impaired
investment securities (312)
Non-GAAP income before income taxes $ 42,144

The Company has presented non-GAAP income before income taxes, on a basis consistent with its historical presentation,
to assist investors in understanding the Company’s core income before income taxes on an on-going basis. This non-
GAAP financial measure may also assist investors in making comparisons of the Company’s core income before income
taxes with historical periods and comparisons of the Company’s core income before income taxes with the corresponding
performance for competitors. Management believes that on-going income before income taxes is an important measure in
the evaluation of the Company’s profitability associated with normal operations. To the extent that stock-based
compensation, amortization of acquisition-related intangible assets, special charges, and gains recognized on previously
impaired investment securities are included in income before income taxes in accordance with GAAP, management
believes that it is useful to exclude these amounts in the calculation of the core level of income before income taxes for
the reasons discussed above. This non-GAAP financial measure is useful to investors and is also useful to management in
evaluating core income before income taxes.
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Non-GAAP Income Taxes

Q1-FY11
GAAP income taxes $ 4,597
Income tax effect 2,865
Non-GAAP income taxes $ 7,462

The Company has presented non-GAAP income taxes, on a basis consistent with its historical presentation, to assist
investors in understanding the Company’s core income tax expense on an on-going basis. This non-GAAP financial
measure may also assist investors in making comparisons of the Company’s core income tax expense with historical
periods and comparisons of the Company’s core income tax expense with the corresponding tax expense for competitors.
Management believes that on-going income tax expense is an important measure in the evaluation of the Company’s
profitability associated with normal operations. To the extent that stock-based compensation, amortization of acquisition-
related intangible assets, special charges, and gains recognized on previously impaired investment securities are included
in income before income taxes, and therefore the calculation of income taxes in accordance with GAAP, management
believes that it is useful to exclude these amounts in the calculation of the core level of income taxes for the reasons
discussed above. Management also believes it is useful to exclude changes in valuation allowances related to deferred tax
assets associated with non-core assets (i.e., investment securities) in the calculation of the core level of income taxes for
the reasons discussed above. This non-GAAP financial measure is useful to investors and is also useful to management in
evaluating core income tax expense.



