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PART I
ITEM 1. BUSINESS

Forward-Looking Statements

LR N3 99 ¢ EEINT3 LR N3

When used in this Annual Report on Form 10-K, the words “believes, estimates,

29 ¢ EEINT3

plans, anticipates,” “expects,

LT3

inte

“allows,” “can,” “will” and similar expressions are intended to identify forward-looking statements. These statements relate

to future periods and include, but are not limited to, statements as to: the features, benefits, capabilities, performance,
impact, production and availability of our technologies and products; visual computing; the physics engine;
seasonality; acquisitions and strategic investments; our strategies and objectives; mobile devices; new product lines;
digital multimedia; product cycles; design wins; design support; computer-aided design; market share; average selling
prices; our growth and success; factors contributing to our growth and success; our financial results; our inventories;
expensing of stock options; the impact of stock-based compensation expense; critical accounting policies; mix and
sources of revenue; expenditures; cash flow and cash balances; liquidity; uses of cash; backlog; dividends;
investments and marketable securities; our stock repurchase program; our internal control over financial reporting; our
disclosure controls and procedures; recent accounting pronouncements; our competition and competitive position; our
intellectual property; the importance of our strategic relationships; customer demand; reliance on a limited number of
customers and suppliers; international operations; our ability to attract and retain qualified personnel; our exchange
rate risk; compliance with environmental laws and regulations; litigation arising from our historical stock option grant
practices and financial restatements; the Department of Justice subpoena and investigation; and litigation
matters. Forward-looking statements are subject to risks and uncertainties that could cause actual results to differ
materially from those projected. These risks and uncertainties include, but are not limited to, the risks discussed
below as well as difficulties associated with: conducting international operations; slower than anticipated growth;
forecasting customer demand; unanticipated decreases in average selling prices; increased sales of lower margin
products; difficulty in collecting accounts receivable; fixed operating expenses; our inability to decrease inventory
purchase commitments; difficulties in entering new markets; slower than expected development of a new market;
inventory write-downs; entry of new competitors in our established markets; reduction in demand for our products;
market acceptance of competitors’ products instead of our products; software or manufacturing defects; the impact of
competitive pricing pressures; disruptions in our relationships with our partners and suppliers; supply constraints;
fluctuations in general economic conditions; fluctuations in investments and the securities market; failure to achieve
design wins; changes in customers’ purchasing behaviors; international and political conditions; the concentration of
sales of our products to a limited number of customers; decreases in demand for our products; delays in the
development of new products by us or our partners; delays in volume production of our products; developments in and
expenses related to litigation; our inability to realize the benefits of acquisitions; the outcome of litigation or
regulatory actions; and the matters set forth under Item 1A. - Risk Factors. These forward-looking statements speak
only as of the date hereof. Except as required by law, we expressly disclaim any obligation or undertaking to release
publicly any updates or revisions to any forward-looking statements contained herein to reflect any change in our
expectations with regard thereto or any change in events, conditions or circumstances on which any such statement is
based.

All references to “NVIDIA,” “we,” “us,” “our” or the “Company” mean NVIDIA Corporation and its subsidiaries, exci

where it is made clear that the term means only the parent company.

NVIDIA, GeForce, SLI, Hybrid SLI, GoForce, NVIDIA Quadro, Quadro, NVIDIA Quadro Plex, NVIDIA nForce,
PureVideo, CUDA, Tesla, NVIDIA APX, PhysX, Ageia, Mental Images, Mental Ray, and the NVIDIA logo are our
trademarks and/or registered trademarks in the United States and other countries that are used in this document. We
may also refer to trademarks of other corporations and organizations in this document.
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Our Company

NVIDIA Corporation is the worldwide leader in visual computing technologies and the inventor of the graphic
processing unit, or the GPU. Our products are designed to generate realistic, interactive graphics on consumer and
professional computing devices. We serve the entertainment and consumer market with our GeForce products, the
professional design and visualization market with our Quadro products, and the high-performance computing market
with our Tesla products. We have four major product-line operating segments: the GPU Business, the professional
solutions business, or PSB, the media and communications processor, or MCP, business, and the consumer products
business, or CPB. Our GPU business is comprised primarily of our GeForce products that support desktop and
notebook personal computers, or PCs, plus memory products. Our PSB is comprised of our NVIDIA Quadro
professional workstation products and other professional graphics products, including our NVIDIA Tesla
high-performance computing products. Our MCP business is comprised of NVIDIA nForce core logic and
motherboard GPU, or mGPU products. Our CPB is comprised of our GoForce and APX mobile brands and products
that support handheld personal media players, or PMPs, personal digital assistants, or PDAs, cellular phones and other
handheld devices. CPB also includes license, royalty, other revenue and associated costs related to video game
consoles and other digital consumer electronics devices. Original equipment manufacturers, or OEMs, original design
manufacturers, or ODMs, add-in-card manufacturers, system builders and consumer electronics companies worldwide
utilize NVIDIA processors as a core component of their entertainment, business and professional solutions. We were
incorporated in California in April 1993 and reincorporated in Delaware in April 1998. Our headquarter facilities are
in Santa Clara, California. Our Internet address is www.nvidia.com. The contents of our website are not a part of this
Form 10-K.
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Our Business
GPU Business

Our GPU Business is comprised primarily of our GeForce products that support desktop and notebook PCs, plus
memory products. Our GPU Business is focused on Microsoft Windows and Apple PC platforms. GeForce GPUs
power PCs made by or distributed by virtually every PC OEM worldwide in desktop PCs, notebook PCs, PCs loaded
with Windows Media Center and media extenders such as the Apple TV. GPUs enhance the user experience for
playing video games, editing photos, viewing and editing videos and high-definition, or HD, movies. GPUs also
enable the rich visual user interfaces of the Windows Vista and Apple OS X operating systems. The combination of
the programmable Unified Shader GPU with Microsoft Corporation’s, or Microsoft’s, DirectX 10 high-level shading
language is known as DirectX 10 GPUs. Combined with the ability to directly access the GPU via the new Windows
Vista applications from Microsoft Office to Web 2.0, applications can now incorporate improved quality through 3D
effects.

We believe we are in an era where visual computing is becoming increasingly important to consumers and other end
users of our products. Our strategy is to promote our GeForce brand as one of the most important processors through
technology leadership, increasing programmability, and great content experience. In fiscal year 2008, our strategy
was to extend our architectural and technology advantage with our second-generation DirectX 10 GPUs, the GeForce
8-series GPUs. During fiscal year 2008, we added the NVIDIA GeForce 8800 Ultra, GeForce 8800 GT, GeForce
8600, GeForce 8500, and GeForce 8300 to our GeForce 8-series of GPUs, which previously included the GeForce
8800 GTX and 8800 GTS products. Our standalone desktop GPU category share grew from 52% to 64% in fiscal year
2008, according to the Mercury Research 2006 and 2007 Fourth Quarter PC Graphics Reports, respectively.

During fiscal year 2008, we launched a new family of GeForce 8M Series notebook GPUs. The GeForceM and
NVIDIA Quadro FX mobile families represent our notebook GPUs and include the GeForce 8M, GeForce 7 Go, and
NVIDIA Quadro FX M GPUs. These GPUs are designed to deliver desktop graphics performance and features for
multiple notebook configurations such as desktop replacement notebooks, multimedia notebooks, thin-and-light
notebooks and notebook workstations. The GeForce M and GeForce Go products are designed to serve the needs of
both enterprise and consumer users. The NVIDIA Quadro FX M products are designed to serve the needs of
workstation professionals in the area of product design and digital content creation. We experienced a high degree of
design-win success for the Intel Santa Rosa platform cycle during fiscal year 2008, which helped our standalone
notebook category share grow from 58% to 75%, according to the Mercury Research 2006 and 2007 Fourth Quarter
PC Graphics Reports, respectively.

Professional Solutions Business

Our PSB is comprised of our NVIDIA Quadro professional workstation products and other professional graphics
products, including our NVIDIA Tesla high-performance computing products. Our NVIDIA Quadro brand products
are designed to deliver the highest possible level of performance and compatibility for the professional industry. The
NVIDIA Quadro family consists of the NVIDIA Quadro Plex Visual Computing System, or VCS, NVIDIA Quadro
FX, and the NVIDIA Quadro Night Vision Systems, or NVS, professional workstation processors. NVIDIA Quadro
products are recognized by many as the standard for professional graphics solutions needed to solve many of the
world’s complex visual computing challenges in the manufacturing, entertainment, medical, science, and aerospace
industries. NVIDIA Quadro products are fully certified by several software developers for professional workstation
applications and are designed to deliver the graphics performance and precision required by professional applications.

We believe that recent years have experienced an increasing level of global adoption for the computer-aided design

approach of product creation. NVIDIA has the leading position in the professional graphics category with over 70%
share by revenue according to the 2007 Fourth Quarter International Data Corporation, or IDC, Market Research
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Report. We achieved this market position by providing innovative GPU technology, software, and tools that integrate
the capabilities of our GPU with a broad array of visualization products. During fiscal year 2008, we launched seven
new Quadro solutions, including the Quadro FX 370 and 570. We also introduced a new line of notebook workstation
GPUs - the NVIDIA Quadro FX 1600M, 570M and 360M — as well as a new line of desktop workstation GPUs — the
NVIDIA Quadro FX 4600 and 5600 — all based on our GeForce 8-series unified shader architecture. We expanded our
NVIDIA Quadro Plex family with the introduction of the NVIDIA Quadro Plex VCS IV, a new version of the
NVIDIA Quadro Plex Visual Computing System, or VCS, which provides enhanced performance for a wide range of
high-performance, graphics-intensive styling and design, oil and gas, and scientific applications.
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In fiscal year 2008, we also introduced NVIDIA Tesla, our entry into the high-performance computing industry.
Tesla is a new family of GPU computing products that delivers processing capabilities for high-performance
computing applications. The Tesla family consists of the C870 GPU Computing processor, the D870 Deskside
Supercomputer and the S§70 1U Computing Server. During the third quarter of fiscal year 2008, we began shipments
of our Tesla C870 GPU computing processor and D870 desk-side supercomputer products. Compute Unified Device
Architecture, or CUDA, software has been acknowledged for its ability to transform a GPU into a supercomputer and
to deliver the level of performance normally found in large and expensive clusters residing in datacenters to the
desktop of scientists and engineers around the world. During fiscal year 2008, NVIDA made available the first public
version of the NVIDIA CUDA Software Developer Kit and C-compiler for computing on NVIDIA GPUs.

In fiscal year 2008, we completed our acquisition of Mental Images, an industry leader in photorealistic rendering
technology. Mental Images’ Mental Ray product is considered by many to be the most pervasive ray tracing renderer in
the industry. Mental Images visualization technology is embedded in most major digital content creation, or DCC,
and computer aided design, or CAD, applications, and their rendering technology is deployed by major manufacturers
and film studios. We believe that this strategic combination will enable the development of tools and technologies that
will advance the state of visualization, will be optimized for next generation computing architectures, and will create
new product categories for both hardware and software.

MCP Business

Our MCP Business is comprised of NVIDIA nForce core logic and NVIDIA GeForce mGPU products. Our
NVIDIA nForce and GeForce mGPU families of products address the multi-billion dollar computer core logic
market. Core logic is the computer’s “central nervous system,” controlling and directing high speed data between the
central processing unit, or CPU, the GPU, storage, and networks. High quality, long-term reliability, and top
performance are key customer demands of core logic suppliers. Our strategy for MCPs aligns with what we anticipate
will drive growth in the MCP segment such as multi-core, ever-increasing-speed networking and storage technologies,
and integration of complex features such as virtualization, security processing and network processing. During the
third quarter of fiscal year 2008, we shipped our first single-chip mGPUs for Intel-processor-based desktop PCs. We
believe that the GeForce 7000 mGPU family delivers the performance of an entry-level discrete GPU when compared
against traditional integrated graphics solutions. We also shipped the GeForce 7050 mGPU, which targets the lower
cost categories of the market. We are now the only chipset supplier to support processor platforms created by both
Intel Corporation, or Intel, and Advanced Micro Devices Inc., or AMD, and the only branded integrated GPU supplier
for the Intel processor platform. We believe that the integrated graphics opportunity represents approximately 60% of
the world PC market. We also extended the reach of Scalable Link Interface, or SLI, technology into the performance
category with the launch of our NVIDIA nForce 650i SLI, 680i LT SLI and 680i Ultra MCP products for Intel. We
are now the second largest core logic supplier in the world with 15% segment share of the total core logic market,
according to the Mercury Research 2007 Fourth Quarter PC Chipsets and Processors report.

In fiscal year 2008, we announced a new technology named Hybrid SLI. We named it hybrid because this
technology combines a powerful as well as an energy-efficient engine and SLI because it is our multi-GPU
technology. When GeForce add-in graphics cards are connected to GeForce mGPUs, Hybrid SLI kicks in, combining
their processing power to deliver an improved experience. The technology is application aware so, depending on the
processing demands of each application running on the host PC, the discrete GPU may be completely shut-down in
order to save power. For example, a PC containing the combined power of dual GeForce 8800 GTX SLI add-in
graphics cards can reach 400 watts. If such a PC contained Hybrid SLI technology, both GPUs could be powered
down when the user is doing email, surfing the web, or watching a Blu-ray movie, keeping the system quiet and
consuming lower levels of energy. But when a video game or any other demanding GPU application is launched, the
dual GeForce 8800 GTX’s would be powered up to deliver the performance required to power the related
application. Hybrid SLI was made available starting with our GeForce8-series mGPUs.
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Our MCP strategy is to bring the benefits of GeForce GPUs to the most price sensitive categories while creating
exciting platform architectures like SLI, Hybrid SLI, and Enthusiast System Architecture, or ESA. ESA is a standard
for system information protocol that links a PC system’s various critical components — such as fan, power supply, smart
chassis, GPUs, and motherboards. It enables a unified architecture for applications and users to control and optimize
the performance of their system. SLI, Hybrid SLI, and ESA are examples of how NVIDIA creates architectures that
advance the capabilities of the PC.

11
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Consumer Products Business

Our CPB is comprised of our GoForce and APX mobile brands and products that support PMPs, PDAs, cellular
phones and other handheld devices. This business also includes license, royalty, other revenue and associated costs
related to video game consoles and other digital consumer electronics devices.

We believe that mobile devices like phones, music players, and portable navigation devices will increasingly
become multi-function, multi-tasking, PCs. As such, we anticipate the architecture of these devices will increasingly
become more consumer PC-like and be capable of delivering all the entertainment and web experiences that end users
currently enjoy on a PC, but in a form-factor that fits nicely in their hands. Our mobile strategy is to create an
application processor and a computer-on-a-chip that enables this experience. NVIDIA GoForce mobile products and
application processors implement design techniques, both inside the chips and at the system level, which result in high
performance and long battery life. These technologies enhance visual display capabilities, improve connectivity, and
minimize chip and system-level power consumption. NVIDIA GoForce products can be found primarily in
multimedia cellular phones and other handheld devices. In February 2008, we launched the NVIDIA APX 2500, our
first such application processor. The APX 2500 is a computer-on-a-chip designed to meet the growing multimedia
demands of today's mobile phone user. The APX 2500 is the culmination of several hundred man years of research
and development. We believe that the mobile application processor is an area where we can add a significant amount
of value and we also believe that it represents growth opportunity that could ultimately reach the level of several
hundred million units a year. During the first quarter of fiscal year 2008, we shipped the GoForce 6100, which was the
first product resulting from our acquisition of PortalPlayer, Inc., or PortalPlayer, in fiscal year 2007. The GoForce
6100 can be found in primarily in PMPs.

Our Strategy

We design our products to enable our PC OEMs, ODMs, system builders, motherboard and add-in board
manufacturers, and cellular phone and consumer electronics OEMs, to build products that deliver state-of-the-art
features, performance, compatibility and power efficiency while maintaining competitive pricing and profitability. We
believe that by developing 3D graphics, HD, video and media communications solutions that provide superior
performance and address the key requirements of each of the product categories we serve, we will accelerate the
adoption of HD digital media platforms and devices throughout these segments. We combine scalable architectural
technology with mass market economies-of-scale to deliver a complete family of products that span from professional
workstations, to consumer PCs, to multimedia-rich cellular phones.

Our objective is to be the leading supplier of performance GPUs, MCPs and application processors that
support PDAs, PMPs, cellular phones and other handheld devices. Our current focus is on the desktop PC,
professional workstation, notebook PC, high-performance computing, application processor, server, multimedia-rich
cellular phone and video game console product lines, and we plan to expand into other product lines. Our strategy to
achieve this objective includes the following key elements:

Build Award-Winning, Architecturally-Compatible 3D Graphics, HD Video, Media Communications and
Ultra-Low Power Product Families for the PC, Handheld and Digital Entertainment Platforms. Our strategy is to
achieve market segment leadership in these platforms by providing award-winning performance at every price point.
By developing 3D graphics, HD video and media communications solutions that provide superior performance and
address the key requirements of these platforms, we believe that we will accelerate the adoption of 3D graphics and
rich digital media.

Target Leading OEMs, ODMs and System Builders. Our strategy is to enable our leading PC, handheld and
consumer electronics OEMs, ODMs and major system builder customers to differentiate their products in a highly
competitive marketplace by using our products. We believe that design wins with these industry leaders provide
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market validation of our products, increase brand awareness and enhance our ability to penetrate additional leading
customer accounts. In addition, we believe that close relationships with OEMs, ODMs and major system builders will
allow us to better anticipate and address customer needs with future generations of our products.

Sustain Technology and Product Leadership in 3D Graphics and HD Video, and Media Communications and
Ultra-Low Power. We are focused on using our advanced engineering capabilities to accelerate the quality and
performance of 3D graphics, HD video, media communications and ultra-low power processing in PCs and handheld
devices. A fundamental aspect of our strategy is to actively recruit the best 3D graphics and HD video, networking
and communications engineers in the industry, and we believe that we have assembled an exceptionally experienced
and talented engineering team. Our research and development strategy is to focus on concurrently developing multiple
generations of GPUs, including GPUs for high-performance computing, MCPs and mobile and consumer products
that support PMPs, PDAs, cellular phones and other handheld devices using independent design teams. As we have in
the past, we intend to use this strategy to achieve new levels of graphics, networking and communications features and
performance and ultra-low power designs, enabling our customers to achieve superior performance in their products.

Increase Market Share. We believe that substantial market share will be important to achieving success. We intend
to achieve a leading share of the market in areas in which we don't have a leading market share, and maintain a
leading share of the market in areas in which we do have the lead, by devoting substantial resources to building
families of products for a wide range of applications that offer significant improvement in performance over existing
products.

7
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Use Our Expertise in Digital Multimedia. We believe the synergy created by the combination of 3D graphics, HD
video and the Internet will fundamentally change the way people work, learn, communicate and play. We believe that
our expertise in HD graphics and system architecture positions us to help drive this transformation. We are using our
expertise in the processing and transmission of high-bandwidth digital media to develop products designed to address
the requirements of high-bandwidth concurrent multimedia.

Use our Intellectual Property and Resources to Enter into License and Development Contracts. From time to time,
we expect to enter into license arrangements that will require significant customization of our intellectual property
components. For license arrangements that require significant customization of our intellectual property components,
we generally recognize this license revenue using the percentage-of-completion method of accounting over the period
that services are performed. For example, in fiscal year 2006, we entered into an agreement with Sony Computer
Entertainment, Inc., or SCE, to jointly develop a custom GPU for SCE’s PlayStation3. Our collaboration with SCE
includes license fees and royalties for the PlayStation3 and all derivatives, including next-generation digital consumer
electronics devices. In addition, we are licensing software development tools for creating shaders and advanced
graphics capabilities to SCE.

Sales and Marketing

Our worldwide sales and marketing strategy is a key part of our objective to become the leading supplier of
performance GPUs, MCPs, and applications processors that support PMPs, PDAs, cellular phones and other handheld
devices. Our sales and marketing teams work closely with each industry’s respective OEMs, ODMs, system builders,
motherboard manufacturers, add-in board manufacturers and industry trendsetters, collectively referred to as our
Channel, to define product features, performance, price and timing of new products. Members of our sales team have a
high level of technical expertise and product and industry knowledge to support the competitive and complex design
win process. We also employ a highly skilled team of application engineers to assist the Channel in designing, testing
and qualifying system designs that incorporate our products. We believe that the depth and quality of our design
support are keys to improving the Channel’s time-to-market, maintaining a high level of customer satisfaction within
the Channel and fostering relationships that encourage customers to use the next generation of our products.

In the GPU and MCP segments we serve, the sales process involves achieving key design wins with leading OEMs
and major system builders and supporting the product design into high volume production with key ODMs,
motherboard manufacturers and add-in board manufacturers. These design wins in turn influence the retail and system
builder channel that is serviced by add-in board and motherboard manufacturers. Our distribution strategy is to work
with a number of leading independent contract equipment manufacturers, or CEMs, ODMs, motherboard
manufacturers, add-in board manufacturers and distributors each of which have relationships with a broad range of
major OEMs and/or strong brand name recognition in the retail channel. In the CPB segment we serve, the sales
process primarily involves achieving key design wins directly with the leading handheld OEMs and supporting the
product design into high-volume production. Currently, we sell a significant portion of our processors directly to
distributors, CEMs, ODMs, motherboard manufacturers and add-in board manufacturers, which then sell boards and
systems with our products to leading OEMs, retail outlets and to a large number of system builders.

Although a small number of our customers represent the majority of our revenue, their end customers include a large
number of OEMs and system builders throughout the world. As a result of our Channel strategy, our sales are focused
on a small number of customers. Sales to our largest customer, Asustek Computer, Inc. accounted for 10% of our total
revenue for fiscal year 2008.

To encourage software title developers and publishers to develop games optimized for platforms utilizing our
products, we seek to establish and maintain strong relationships in the software development community. Engineering
and marketing personnel interact with and visit key software developers to promote and discuss our products, as well
as to ascertain product requirements and solve technical problems. Our 