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PART I. FINANCIAL INFORMATION
ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
AEHR TEST SYSTEMS

CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

(unaudited)
November 30,

2012
ASSETS
Current assets:
Cash and cash equivalents $ 1,192
Accounts receivable, net of allowances for
doubtful accounts of $44 and $39 at
November 30, 2012 and May 31, 2012,
respectively 2,899
Inventories 6,444
Prepaid expenses and other 390
Total current assets 10,925
Property and equipment, net 358
Other assets 169
Total assets $ 11,452

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

Line of credit $ 1,685
Accounts payable 1,461
Accrued expenses 1,611
Deferred revenue 594
Total current liabilities 5,351
Income tax payable 114
Deferred lease commitment 142
Total liabilities 5,607

Aehr Test Systems shareholders' equity:

Common stock, $0.01 par value:

Issued and outstanding: 9,363 shares and

9,135 shares at November 30, 2012 and

May 31, 2012, respectively 94
Additional paid-in capital 49,093

May 31,
2012
(D

2,073

2,588
6,070
197
10,928

510
175

11,613

1,408
1,507
1,385
555

4,855

125
179

5,159

91
48,622
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Accumulated other comprehensive income 2,482 2,458
Accumulated deficit (45,802 ) (44,695 )
Total Aehr Test Systems shareholders' equity 5,867 6,476
Noncontrolling interest (22 ) (22 )
Total shareholders' equity 5,845 6,454

Total liabilities and shareholders' equity $ 11,452 $ 11,613

(1) The condensed consolidated balance sheet at May 31, 2012 has been derived from the audited consolidated
financial statements at that date.

The accompanying notes are an integral part of these condensed consolidated financial statements.
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AEHR TEST SYSTEMS
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

(unaudited)

Three Months Ended Six Months Ended

November 30, November 30,
2012 2011 2012 2011

Net sales $5,054 $3,860 $9,886 $7,990
Cost of sales 2,791 2,732 5,167 5,060
Gross profit 2,263 1,128 4,719 2,930
Operating expenses:
Selling, general and administrative 2,068 1,528 3,857 3,129
Research and development 962 1,039 1,892 2,121
Total operating expenses 3,030 2,567 5,749 5,250
Loss from operations (767 ) (1,439 ) (1,030 ) (2,320
Interest expense (13 ) - (25 ) --
Gain on sale of long-term investment - - -- 990
Other (expense) income, net (15 ) 58 (34 ) 46
Loss before income tax
(expense) benefit (795 ) (1,381 ) (1,089 ) (1,284
Income tax (expense) benefit (16 ) 8 (18 ) 35
Net loss (811 ) (1,373 ) (1,107 ) (1,249
Less: Net income attributable
to the noncontrolling interest - - -- --
Net loss attributable to Aehr
Test Systems common shareholders $(811 ) $(1,373 ) $(1,107 ) $(1,249
Net loss per share — basic $(0.09 ) $(0.15 ) $(0.12 ) $(0.14
Net loss per share — diluted $(0.09 ) $(0.15 ) $(0.12 ) $(0.14
Shares used in per share calculations:
Basic 9,300 8,980 9,233 8,956
Diluted 9,300 8,980 9,233 8,956

The accompanying notes are an integral part of these condensed consolidated financial statements.
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AEHR TEST SYSTEMS
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands, unaudited)

Three Months Ended Six Months Ended
November 30, November 30,
2012 2011 2012 2011

Net loss $(811 ) $(1,373 ) $(1,107 ) $(1,249
Other comprehensive income, net of tax:
Foreign currency translation gain (loss) 9 (84 ) 24 (50
Total comprehensive loss (802 ) (1,457 ) (1,083 ) (1,299
Less: Comprehensive income attributable to
noncontrolling interest -- -- -- --
Comprehensive loss, attributable to
Aehr Test Systems $(802 ) $(1,457 ) $(1,083 ) $(1,299

The accompanying notes are an integral part of these condensed consolidated financial statements.
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AEHR TEST SYSTEMS
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

(unaudited)
Six Months Ended
November 30,
2012 2011
Cash flows from operating activities:
Net loss $(1,107 ) $(1,249
Adjustments to reconcile net loss to net cash used in operating activities:
Stock-based compensation expense 226 337
Provision for doubtful accounts 5 8
Gain on sale of long-term investment -- (990
Depreciation and amortization 170 268
Changes in operating assets and liabilities:
Accounts receivable (297 ) (661
Inventories (304 ) (622
Prepaid expenses and other (193 ) (60
Accounts payable 54 483
Accrued expenses and deferred revenue 240 151
Income tax payable 14 (55
Deferred lease commitment, net of current (37 ) (29
Net cash used in
operating activities (1,229 ) (2,419
Cash flows from investing activities:
Proceeds from sale of investments - 1,375
Purchase of property and equipment (21 ) (18
Net cash (used in) provided by
investing activities (21 ) 1,357
Cash flows from financing activities:
Line of credit borrowings, net 277 --
Proceeds from issuance of common stock
and exercise of stock options 180 114
Net cash provided by
financing activities 457 114
Effect of exchange rates on cash (88 ) 54
Net decrease in cash and
cash equivalents (881 ) (894
Cash and cash equivalents, beginning of period 2,073 4,020
Cash and cash equivalents, end of period $1,192 $3,126

Supplemental disclosure of non-cash flow information:
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Net change in capitalized share-based compensation $67

The accompanying notes are an integral part of these condensed consolidated financial statements.
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AEHR TEST SYSTEMS
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

1. BASIS OF PRESENTATION

The accompanying condensed consolidated financial information has been prepared by Aehr Test Systems, without
audit, pursuant to the rules and regulations of the Securities and Exchange Commission, or SEC, and therefore does
not include all information and footnotes necessary for a fair presentation of financial position, results of operations
and cash flows in accordance with accounting principles generally accepted in the United States of America.

In the opinion of management, the unaudited condensed consolidated financial statements for the interim periods
presented reflect all adjustments, consisting of only normal recurring adjustments, necessary for a fair presentation of
the condensed consolidated financial position and results of operations as of and for such periods indicated. These
condensed consolidated financial statements and notes thereto should be read in conjunction with the consolidated
financial statements and notes thereto included in Aehr Test Systems' Annual Report on Form 10-K for the fiscal year
ended May 31, 2012. Results for the interim periods presented herein are not necessarily indicative of results which
may be reported for any other interim period or for the entire fiscal year.

PRINCIPLES OF CONSOLIDATION. The condensed consolidated financial statements include the accounts of
Aehr Test Systems and its subsidiaries (collectively, the "Company," "we," "us," and "our"). All significant
intercompany balances have been eliminated in consolidation. For the majority owned subsidiary, we reflected the
noncontrolling interest of the portion we do not own on our Consolidated Balance Sheets in Shareholders’ Equity and

in the Consolidated Statements of Operations.

RECLASSIFICATION. Certain reclassifications have been made to the consolidated financial statements to conform
to the current period presentation. These reclassifications did not result in any change in previously reported net
income, total assets or shareholders’ equity.

ACCOUNTING ESTIMATES. The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period. We base our
estimates on historical experience and on various other assumptions that we believe to be reasonable under the
circumstances. Actual results could differ materially from those estimates.

SIGNIFICANT ACCOUNTING POLICIES. The Company’s significant accounting policies are disclosed in the
Company’s Annual Report on Form 10-K for the year ended May 31, 2012. During the first quarter of fiscal 2013, the
Company entered into an agreement with a customer to develop a next generation system. The project identifies
multiple milestones with values assigned to each. The consideration earned upon achieving the milestone is required
to meet the following conditions prior to recognition: (i) the value is commensurate with the vendor’s performance to
meet the milestone, (ii) it relates solely to past performance, (iii) and it is reasonable relative to all of the deliverables
and payment terms within the arrangement.

Other than recognition of revenue under the milestone method related to the development contract described above,
the Company has not otherwise materially changed its significant accounting policies.

12
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2. STOCK-BASED COMPENSATION

Stock-based compensation expense consists of expenses for stock options and employee stock purchase plan, or

ESPP, shares. Stock-based compensation cost is measured at each grant date, based on the fair value of the award
using the Black-Scholes option valuation model, and is recognized as expense over the employee’s requisite service
period. This model was developed for use in estimating the value of publicly traded options that have no vesting
restrictions and are fully transferable. The Company’s employee stock options have characteristics significantly
different from those of publicly traded options. All of the Company’s stock based compensation is accounted for as an
equity instrument. See Notes 9 and 10 in the Company’s Annual Report on Form 10-K for fiscal 2012 filed on August
28, 2012 for further information regarding the stock option plan and the ESPP.

The following table summarizes compensation costs related to the Company’s stock-based compensation for the three
and six months ended November 30, 2012 and 2011, respectively (in thousands):

Three Months Ended Six Months Ended
November 30, November 30,
2012 2011 2012 2011
Stock-based compensation in the form of employee stock
options and ESPP shares, included in:
Cost of sales $7 $27 $17 $46
Selling, general and administrative 66 95 156 188
Research and development 26 50 53 103
Total stock-based compensation $99 $172 $226 $337

As of November 30, 2012, stock-based compensation costs of $67,000 were capitalized as part of inventory. There
was no stock-based compensation costs capitalized as part of inventory at November 30, 2011.

During the three months ended November 30, 2012 and 2011, the Company recorded stock-based compensation
related to stock options of $83,000 and $134,000, respectively. During the six months ended November 30, 2012 and
2011, the Company recorded stock-based compensation related to stock options of $192,000 and $289,000,
respectively.

As of November 30, 2012, the total unrecognized stock-based compensation cost related to unvested stock-based
awards under the Company’s 1996 Stock Option Plan and 2006 Equity Incentive Plan was approximately $1,016,000,
which is net of estimated forfeitures of $3,000. This cost will be amortized over the remaining service period of the
underlying options. The weighted average period is approximately 3.1 years.

During the three months ended November 30, 2012 and 2011, the Company recorded stock-based compensation
related to the ESPP of $16,000 and $38,000, respectively. During the six months ended November 30, 2012 and
2011, the Company recorded stock-based compensation related to the ESPP of $34,000 and $48,000, respectively.

As of November 30, 2012, the total compensation cost related to options to purchase the Company’s common stock
under the ESPP but not yet recognized was approximately $28,000. This cost will be amortized on a straight-line
basis over a weighted average period of approximately 0.7 years.

Valuation Assumptions

Valuation and Amortization Method. The Company estimates the fair value of stock options granted using the
Black-Scholes option valuation model and a single option award approach. The fair value under the single option

14
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approach is amortized on a straight-line basis over the requisite service periods of the awards, which is generally the
vesting period.

15
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Expected Term. The Company’s expected term represents the period that the Company’s stock-based awards are
expected to be outstanding and was determined based on historical experience, giving consideration to the contractual
terms of the stock-based awards, vesting schedules and expectations of future employee behavior as evidenced by
changes to the terms of its stock-based awards.

Expected Volatility. Volatility is a measure of the amounts by which a financial variable such as stock price has
fluctuated (historical volatility) or is expected to fluctuate (expected volatility) during a period. The Company uses

the historical volatility for the past five years, which matches the expected term of most of the option grants, to
estimate expected volatility. Volatility for each of the ESPP’s four time periods of six months, twelve months, eighteen
months, and twenty-four months is calculated separately and included in the overall stock-based compensation cost
recorded.

Dividends. The Company has never paid any cash dividends on its common stock and does not anticipate paying any
cash dividends in the foreseeable future. Consequently, the Company uses an expected dividend yield of zero in the
Black-Scholes option valuation model.

Risk-Free Interest Rate. The Company bases the risk-free interest rate used in the Black-Scholes option valuation
model on the implied yield in effect at the time of option grant on U.S. Treasury zero-coupon issues with a remaining
term equivalent to the expected term of the stock awards including the ESPP.

Estimated Forfeitures. When estimating forfeitures, the Company considers voluntary termination behavior as well as
analysis of actual option forfeitures.

Fair Value. The fair value of the Company’s stock options granted to employees for the three and six months ended
November 30, 2012 and 2011 were estimated using the following weighted average assumptions in the Black-Scholes
option valuation model.

Three Months Ended Six Months Ended
November 30, November 30,

2012 2011 2012 2011
Option Plan Shares
Expected Term (in years) 5 5 5 5
Volatility 0.93 0.81 0.91 0.81
Expected Dividend $0.00 $0.00 $0.00 $0.00
Risk-free Interest Rates 0.64 % 1.01 % 0.72 % 1.51 %
Estimated Forfeiture Rate 0.25 % 0.25 % 0.25 % 0.25 %
Weighted Average Grant Date Fair Value $0.57 $0.57 $0.79 $0.78

The fair values of the ESPP shares granted for the three and six months ended November 30, 2011 were estimated
using the following weighted-average assumptions:

Three
Months Six Months
Ended Ended

November November
30, 2011 30, 2011
Employee Stock Purchase Plan Shares
Expected Term (in years) 0.5-2.0 0.5-2.0
Volatility 0.79-0.98 0.79-0.98

16
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Expected Dividend $0.00 $0.00
Risk-free Interest Rates 0.1%-1.1 % 0.1%-1.1 %
Estimated Forfeiture Rate 0 % 0 %
Weighted Average Grant Date Fair Value $0.40 $0.40

There were no ESPP shares granted for the three and six months ended November 30, 2012.

10
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The following table summarizes the stock option transactions during the three and six months ended November 30,
2012 (in thousands, except per share data):

Outstanding Options

Weighted
Number Average Aggregate
Available of Exercise Intrinsic
Shares Shares Price Value
Balances, May 31, 2012 839 2,957 $ 240 $ 587
Options granted (439 ) 439 $ 128
Options terminated 402 (402 ) $ 448
Plan shares expired (180 ) -
Options exercised - (101 ) $ 0.67
Balances, August 31, 2012 622 2,893 $ 200 $ 340
Additional shares reserved 1,185 -
Options granted (180 ) 180 $ 0381
Options terminated 91 91 ) $ 392
Balances, November 30, 2012 1,718 2,982 $ 187 $ 167
Options fully vested and expected to
vest at November 30, 2012 2,923 $ 1.87 $ 163
Options exercisable at November 30, 2012 1,603 $ 250 $ 51

The options outstanding and exercisable at November 30, 2012 were in the following exercise price ranges (in
thousands, except per share data):

Options Outstanding Options Excercisable
at November 30, 2012 at November 30, 2012
Weighted Weighted
Average Average
Remaining Weighted Remaining  Weighted
Range of Number Contractual Average Number Contractual ~ Average Aggregate
Exercise Outstanding  Life Exercise  Exercisable Life Exercise Intrinsic
Prices Shares (Years) Price Shares (Years) Price Value
$0.59-$0.97 1,135 4.54 $ 0.75 638 3.07 $ 0.82
$1.10-$2.52 1,606 4.29 $ 1.57 724 2.93 $ 1.79
$6.00-$9.30 127 0.57 $ 8.34 127 0.57 $ 834
$9.94-$9.94 114 0.56 $ 9.94 114 0.56 $ 9.94
$0.59-$9.94 2,982 4.08 $ 1.87 1,603 2.63 $ 2.50 $ 51

The total intrinsic value of options exercised during the three and six months ended November 30, 2012 was $0 and

$42,000, respectively. The total intrinsic value of options exercised during the three and six months ended November

30, 2011 was $0. The weighted average remaining contractual life of the options exercisable and expected to be
exercisable at November 30, 2012 was 4.1 years.

18
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3. EARNINGS PER SHARE
Earnings per share is computed based on the weighted average number of common and common equivalent shares

(common stock options and ESPP shares) outstanding, when dilutive, during each period using the treasury stock
method.

11

19



Edgar Filing: AEHR TEST SYSTEMS - Form 10-Q

Three Months Ended Six Months Ended
November 30, November 30,
2012 2011 2012 2011

(in thousands, except per share amounts)

Numerator: Net loss $(811 ) $(1,373 ) $(1,107 ) $(1,249 )
Denominator for basic net loss

per share:

Weighted-average shares outstanding 9,300 8,980 9,233 8,956

Shares used in basic net loss
per share calculation 9,300 8,980 9,233 8,956
Effect of dilutive securities -- -- - -

Denominator for diluted net loss

per share 9,300 8,980 9,233 8,956
Basic net loss per share $(0.09 ) $(0.15 ) $(0.12 ) $(0.14 )
Diluted net loss per share $(0.09 ) $(0.15 ) $(0.12 ) $(0.14 )

For the purpose of computing diluted earnings per share, weighted average potential common shares do not include
stock options with an exercise price greater than the average fair value of the Company’s common stock for the period,
as the effect would be anti-dilutive. Potential common shares have not been included in the calculation of diluted net
loss per share as the effect would be anti-dilutive. As such, the numerator and the denominator used in computing
both basic and diluted net loss per share are the same. Stock options to purchase 2,982,000 shares of common stock
were outstanding on November 30, 2012, but were not included in the computation of diluted net loss per share,
because the inclusion of such shares would be anti-dilutive. Stock options to purchase 2,356,000 shares of common
stock were outstanding on November 30, 2011, but were not included in the computation of diluted net loss per share,
because the inclusion of such shares would be anti-dilutive.

4. FAIR VALUE OF FINANCIAL INSTRUMENTS

The Company’s financial instruments are measured at fair value consistent with authoritative guidance. This
authoritative guidance defines fair value, establishes a framework for using fair value to measure assets and liabilities,
and disclosures required related to fair value measurements.

The guidance establishes a fair value hierarchy based on inputs to valuation techniques that are used to measure fair
value that are either observable or unobservable. Observable inputs reflect assumptions market participants would use
in pricing an asset or liability based on market data obtained from independent sources while unobservable inputs
reflect a reporting entity’s pricing based upon their own market assumptions. The fair value hierarchy consists of the
following three levels:

Level 1 - instrument valuations are obtained from real-time quotes for transactions in active exchange markets
involving identical assets.

Level 2 - instrument valuations are obtained from readily-available pricing sources for comparable instruments.
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Level 3 - instrument valuations are obtained without observable market values and require a high level of judgment to
determine the fair value.

12
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The following table summarizes the Company’s financial assets and liabilities measured at fair value on a recurring
basis as of November 30, 2012 (in thousands):

Balance as of

November 30,
2012 Level 1 Level 2 Level 3
Money market funds $ 2 $2 $ - $ -
Assets $ 2 $2 $ — $ -
Liabilities $ - $-- $ - $ -

The following table summarizes the Company’s financial assets and liabilities measured at fair value on a recurring
basis as of May 31, 2012 (in thousands):

Balance as
of
May 31,
2012 Level 1 Level 2 Level 3
Money market funds $2 $2 $-- $--
Assets $2 $2 $-- $--
Liabilities $-- $-- $-- $--

As of November 30, 2012 and May 31, 2012, the Company did not have any assets or liabilities with significant other
observable inputs (Level 2), and significant unobservable market values that would require a high level of judgment to
determine fair value (Level 3 assets).

The Company has at times invested in debt and equity of private companies, and may do so again in the future, as part
of its business strategy. These investments are carried at cost and are included in “Other Assets” in the consolidated
balance sheets. If the Company determines that an other-than-temporary decline exists in the fair value of an
investment, the Company writes down the investment to its fair value and records the related write-down as an
investment loss in “Other Income (Expense), net” in its consolidated statements of operations. During the first quarter
of fiscal 2012, the Company sold its long-term investment in ESA Electronics PTE Ltd for proceeds of approximately
$1.4 million, resulting in a gain of $990,000.

5. ACCOUNTS RECEIVABLE, NET

Accounts receivable represents customer trade receivables and is presented net of allowances for doubtful accounts of
$44,000 at November 30, 2012 and $39,000 at May 31, 2012. Accounts receivable are derived from the sale of
products throughout the world to semiconductor manufacturers, semiconductor contract assemblers, electronics
manufacturers and burn-in and test service companies. The Company’s allowance for doubtful accounts is based upon
historical experience and review of trade receivables by aging category to identify specific customers with known
disputes or collection issues. Uncollectible receivables are recorded as bad debt expense when all efforts to collect
have been exhausted and recoveries are recognized when they are received.

6. INVENTORIES
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Inventories are comprised of the following (in thousands):

November
30, May 31,
2012 2012
Raw materials and sub-assemblies $3,709 $3,218
Work in process 2,718 2,657
Finished goods 17 195
$6,444 $6,070

13
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7. SEGMENT INFORMATION

The Company operates in one reportable segment: the design, manufacture and marketing of advanced test and
burn-in products to the semiconductor manufacturing industry.

The following presents information about the Company’s operations in different geographic areas. Net sales are based
upon ship-to location.

United
(in thousands) States Asia Europe Total
Three months ended November 30, 2012:
Net sales $701 $4,016 $337 $5,054
Property and equipment, net 293 64 1 358
Six months ended November 30, 2012:
Net sales $3,995 $5,358 $533 $9,886
Property and equipment, net 293 64 1 358
Three months ended November 30, 2011:
Net sales $2,054 $1,370 $436 $3,860
Property and equipment, net 630 71 6 707
Six months ended November 30, 2011:
Net sales $4,892 $2,187 $911 $7,990
Property and equipment, net 630 71 6 707

The Company’s foreign operations are primarily those of its Japanese and German subsidiaries. Substantially all of the
sales of the subsidiaries are made to unaffiliated Japanese or European customers. Net sales from outside the United
States include those of Aehr Test Systems Japan K.K. and Aehr Test Systems GmbH.

Sales to the Company’s five largest customers accounted for approximately 85% and 81% of its net sales in the three
and six months ended November 30, 2012, respectively. Five customers accounted for approximately 28%, 18%,
17%, 12% and 10% of the Company’s net sales in the three months ended November 30, 2012. Three customers
accounted for approximately 27%, 24% and 14% of the Company’s net sales in the six months ended November 30,
2012. Sales to the Company’s five largest customers accounted for approximately 90% and 84% of its net sales in the
three and six months ended November 30, 2011, respectively. Three customers accounted for approximately 38%,
21% and 17% of the Company’s net sales in the three months ended November 30, 2011. Three customers accounted
for approximately 46%, 13% and 10% of the Company’s net sales in the six months ended November 30, 2011. No
other customers represented more than 10% of the Company’s net sales for either fiscal 2012 or fiscal 2011.

8. PRODUCT WARRANTIES

The Company provides for the estimated cost of product warranties at the time the products are shipped. While the
Company engages in extensive product quality programs and processes, including actively monitoring and evaluating
the quality of its component suppliers, the Company’s warranty obligation is affected by product failure rates, material
usage and service delivery costs incurred in correcting a product failure. Should actual product failure rates, material
usage or service delivery costs differ from the Company’s estimates, revisions to the estimated warranty liability would
be required.

24
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The standard warranty period is ninety days for parts and service and one year for systems.

Following is a summary of changes in the Company's liability for product warranties during the three and six months
ended November 30, 2012 and 2011 (in thousands):

Three Months Ended Six Months Ended
November 30, November 30,
2012 2011 2012 2011

Balance at the beginning of the period $ 115 $ 100 $ 91 $ 103
Accruals for warranties issued

during the period 120 86 250 141
Settlement made during the period

(in cash or in kind) (61 ) (57 ) (167 ) (115 )
Balance at the end of the period $ 174 $ 129 $ 174 $ 129

The accrued warranty balance is included in accrued expenses on the accompanying condensed consolidated balance
sheets.

9. INCOME TAXES

Income taxes have been provided using the liability method whereby deferred tax assets and liabilities are determined
based on differences between financial reporting and tax bases of assets and liabilities and net operating loss and tax
credit carryforwards measured using the enacted tax rates and laws that will be in effect when the differences are
expected to reverse or the carryforwards are utilized. Valuation allowances are established when it is determined that
it is more likely than not that such assets will not be realized.

During fiscal 2009, a full valuation allowance was established against all deferred tax assets as management
determined that it is more likely than not that certain deferred tax assets will not be realized.

The Company accounts for uncertain tax positions consistent with authoritative guidance. The guidance prescribes a
“more likely than not” recognition threshold and measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. The Company does not expect any
material change in its unrecognized tax benefits over the next twelve months. The Company recognizes interest and
penalties related to unrecognized tax benefits as a component of income taxes.

Although the Company files U.S. federal, various state, and foreign tax returns, the Company’s only major tax
jurisdictions are the United States, California, Germany and Japan. Tax years 1996 - 2011 remain subject to
examination by the appropriate governmental agencies due to tax loss carryovers from those years.

10. LINE OF CREDIT

On August 25, 2011, the Company entered into a working capital credit facility agreement allowing the Company to
borrow up to $1.5 million based upon qualified accounts receivable, and export-related inventory. On May 29, 2012
the credit agreement was amended to increase the borrowing limit to $2.0 million. On September 11, 2012 the
Company entered into the Second Amendment to Loan and Security Agreement to increase the borrowing limit under
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the credit facility from $2.0 million to $2.5 million. Each account receivable financed by the lender will bear an
annual interest rate or finance charge equal to the greater of the lender's prime rate less 0.5%, or 3.50%, when the
Company meets certain borrowing base requirements. If the Company does not meet the borrowing base
requirements, each account receivable financed by the lender will bear an annual interest rate or finance charge equal
to the greater of the lender's prime rate plus 0.75%, or 4.75%. The applicable interest is calculated based on the full
amount of the account receivable and export-related inventory provided as collateral for the actual amounts

borrowed. Depending on the composition of the collateral items, whether or not the Company meets certain
borrowing base requirements and the relative cash position of the Company, the equivalent annual interest rate applied
to the actual loan balances may vary from 3.89% to 8.94%, assuming that the bank’s prime rate is 4.00% or less. At
November 30, 2012 the weighted average interest rate on the outstanding loan balance was 3.95%. The average loan
balance for the three and six months of fiscal 2013 was $1,381,000 and $1,043,000, respectively. The line of credit is
collateralized by all the Company’s assets except for intellectual property, and has a maturity date of August 23,

2013. At November 30, 2012 the Company had drawn $1,685,000 against the credit facility. The balance available to
borrow under the line at November 30, 2012 was $815,000. The Company was in compliance with all covenants at
November 30, 2012.
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11. RECENT ACCOUNTING PRONOUNCEMENTS

In June 2011, authoritative guidance was issued on the presentation of comprehensive income to require an entity to
present the total of comprehensive income, the components of net income, and the components of other
comprehensive income either in a single continuous statement of comprehensive income or in two separate but
consecutive statements. This authoritative guidance eliminates the option to present the components of other
comprehensive income as part of the statement of shareholders’ equity. This guidance is effective for fiscal years, and
interim periods within those years, beginning after December 15, 2011. The Company adopted this guidance the first
quarter of fiscal 2013. Other than requiring additional disclosure, the adoption of this new guidance did not have a
material impact on the Company’s consolidated financial statements.

12. SUBSEQUENT EVENTS

Pursuant to the requirements of NASDAQ, if a company’s stock price is below $1 per share for 30 consecutive trading
days (the "Bid Price Rule"), NASDAQ will notify the company that it is no longer in compliance with the NASDAQ
listing qualifications. On December 26, 2012, the Company received notice from NASDAQ that it was no longer in
compliance with the Bid Price Rule. The Company will be provided 180 calendar days, or until June 24, 2013, to
regain compliance with the Bid Price Rule. The Company may regain compliance with the Bid Price Rule if the bid
price of the Common Stock closes at $1.00 per share or more for a minimum of 10 consecutive business days at any
time before June 24, 2013.

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion of the financial condition and results of operations of the Company should be read in
conjunction with the unaudited condensed consolidated financial statements and the related notes that appear
elsewhere in this report and with our Annual Report on Form 10-K for the fiscal year ended May 31, 2012 and the
condensed consolidated financial statements and notes thereto.

In addition to historical information, this report contains forward-looking statements within the meaning of Section
27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as

amended. All statements in this report, including those made by the management of Aehr Test Systems, other than
statements of historical fact, are forward-looking statements. These statements typically may be identified by the use
of forward-looking words or phrases such as "believe," "expect,"” "intend," "anticipate," "should," "planned,"
"estimated," and "potential," among others and include, but are not limited to, statements concerning our expectations
regarding our operations, business, strategies, prospects, revenues, expenses, costs and resources. These
forward-looking statements are subject to certain risks and uncertainties that could cause our actual results to differ
materially from those anticipated results or other expectations reflected in the forward-looking statements. Factors that
could cause or contribute to such differences include, but are not limited to, those discussed in this report and other
factors beyond our control, and in particular, the risks discussed in “Part II, Item 1A. Risk Factors” and those discussed
in other documents we file with the SEC. All forward-looking statements included in this document are based on our
current expectations, and we undertake no obligation to revise or publicly release the results of any revision to these
forward-looking statements. Given these risks and uncertainties, readers are cautioned not to place undue reliance on
such forward-looking statements.
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OVERVIEW

The Company was founded in 1977 to develop and manufacture burn-in and test equipment for the semiconductor
industry. Since its inception, the Company has sold more than 2,500 systems to semiconductor manufacturers,
semiconductor contract assemblers and burn-in and test service companies worldwide. The Company’s principal
products currently are the Advanced Burn-in and Test System, or ABTS, the FOX full wafer contact parallel test and
burn-in system, the MAX burn-in system, WaferPak contactors, the DiePak carrier and test fixtures.

The Company’s net sales consist primarily of sales of systems, test fixtures, die carriers, upgrades and spare parts and
revenues from service contracts and cancellation charges. The Company's selling arrangements may include
contractual customer acceptance provisions and installation of the product occurs after shipment and transfer of title.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The Company’s discussion and analysis of its financial condition and results of operations are based upon the
Company’s condensed consolidated financial statements, which have been prepared in accordance with accounting
principles generally accepted in the United States of America. The preparation of these condensed consolidated
financial statements requires the Company to make estimates and judgments that affect the reported amounts of assets,
liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. On an ongoing basis, the
Company evaluates its estimates, including those related to customer programs and incentives, product returns, bad
debts, inventories, investments, intangible assets, income taxes, financing operations, warranty obligations, long-term
service contracts, and contingencies and litigation. The Company bases its estimates on historical experience and on
various other assumptions that are believed to be reasonable under the circumstances, the results of which form the
basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other
sources. Actual results may differ from these estimates under different assumptions or conditions. For a discussion of
the critical accounting policies, see “Item 7. Management’s Discussion and Analysis of Financial Condition and Results
of Operations — Critical Accounting Policies and Estimates” in the Company’s Annual Report on Form 10-K for the
fiscal year ended May 31, 2012.

During the first quarter of fiscal 2013, the Company entered into an agreement with a customer to develop a next
generation system. The project identifies multiple milestones with values assigned to each. The consideration earned
upon achieving the milestone is required to meet the following conditions prior to recognition: (i) the value is
commensurate with the vendor’s performance to meet the milestone, (ii) it relates solely to past performance, (iii) and
it is reasonable relative to all of the deliverables and payment terms within the arrangement.

Other than recognition of revenue under the milestone method related to the development contract described above,
we believe there have been no material changes to our critical accounting policies and estimates during the six months
ended November 30, 2012 compared to those discussed in our Annual Report on Form 10-K for the fiscal year ended
May 31, 2012.
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RESULTS OF OPERATIONS

The following table sets forth items in the Company’s unaudited condensed consolidated statements of operations as a
percentage of net sales for the periods indicated.

Three Months Ended Six Months Ended
November 30, November 30,

2012 2011 2012 2011
Net sales 100.0 % 100.0 % 100.0 % 100.0 %
Cost of sales 55.2 70.8 52.3 63.3
Gross profit 44.8 29.2 47.7 36.7
Operating expenses:
Selling, general and administrative 41.0 39.6 39.0 39.2
Research and development 19.0 26.9 19.1 26.5
Total operating expenses 60.0 66.5 58.1 65.7
Loss from operations (15.2 ) (37.3 ) (10.4 ) (29.0 )
Interest expense 0.2 ) -- (0.3 ) -
Gain on sale of long-term investment -- - -- 12.4
Other (expense) income, net 0.3 ) 1.5 (0.3 ) 0.6
Loss before income tax
(expense) benefit (15.7 ) (35.8 ) (11.0 ) (16.0 )
Income tax (expense) benefit 0.3 ) 0.2 (0.2 ) 0.4
Net loss (16.0 Y% (35.6 Y% (11.2 Y% (15.6 )%

THREE MONTHS ENDED NOVEMBER 30, 2012 COMPARED TO THREE MONTHS ENDED NOVEMBER 30,
2011

NET SALES. Net sales increased to $5.1 million for the three months ended November 30, 2012 from $3.9 million
for the three months ended November 30, 2011, an increase of 30.9%. The increase in net sales for the three months
ended November 30, 2012 was primarily due to an increase in net sales of the Company’s Test During Burn-in (TDBI)
products, partially offset by a decrease of the Company’s wafer-level products. Net sales of the TDBI products for the
three months ended November 30, 2012 were $4.4 million, and increased approximately $2.6 million from the three
months ended November 30, 2011. Net sales of the Company’s wafer-level products for the three months ended
November 30, 2012 were $0.6 million, and decreased approximately $1.2 million from the three months ended
November 30, 2011.

GROSS PROFIT. Gross profit consists of net sales less cost of sales. Cost of sales consists primarily of the cost of
materials, assembly and test costs, and overhead from operations. Gross profit increased to $2.3 million for the three
months ended November 30, 2012 from $1.1 million for the three months ended November 30, 2011, an increase of
100.6%. Gross profit margin increased to 44.8% for the three months ended November 30, 2012 from 29.2% for the
three months ended November 30, 2011. The increase in gross profit margin was primarily the result of a change in
mix of product sales, and manufacturing efficiencies due to an increase in net sales noted above.
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SELLING, GENERAL AND ADMINISTRATIVE. Selling, general and administrative, or SG&A, expenses consist
primarily of salaries and related costs of employees, commission expenses to independent sales representatives,
product promotion and other professional services. SG&A expenses increased to $2.1 million for the three months
ended November 30, 2012 from $1.5 million for the three months ended November 30, 2011, an increase of

35.3%. The increase in SG&A expenses was primarily due to an increase of $0.2 million in pre-sales support
expenses, and $0.2 million sales commission to outside sales representatives.

18

31



Edgar Filing: AEHR TEST SYSTEMS - Form 10-Q

RESEARCH AND DEVELOPMENT. Research and development, or R&D, expenses consist primarily of salaries
and related costs of employees engaged in ongoing research, design and development activities, costs of engineering
materials and supplies, and professional consulting expenses. R&D expenses remained unchanged at $1.0 million for
the three months ended November 30, 2012 compared with the three months ended November 30, 2011.

INTEREST EXPENSE. Interest expense increased to $13,000 for the three months ended November 30, 2012 from
nil for the three months ended November 30, 2011 primarily as a result of borrowings on the line of credit.

OTHER (EXPENSE) INCOME, NET. Other expense, net was $15,000 for the three months ended November 30,
2012, compared with other income, net of $58,000 for the three months ended November 30, 2011. The change
between other expense and other income was due primarily to gains and losses realized in connection with foreign
exchange rate fluctuations during the referenced periods.

INCOME TAX (EXPENSE) BENEFIT. Income tax expense was $16,000 for the three months ended November 30,
2012, compared with an income tax benefit of $8,000 for the three months ended November 30, 2011. An income tax
benefit was recognized in the second quarter of fiscal 2012 resulting from an adjustment of a tax liability previously
reported.

SIX MONTHS ENDED NOVEMBER 30, 2012 COMPARED TO SIX MONTHS ENDED NOVEMBER 30, 2011

NET SALES. Net sales increased to $9.9 million for the six months ended November 30, 2012 from $8.0 million for
the six months ended November 30, 2011, an increase of 23.7%. The increase in net sales for the six months ended
November 30, 2012 resulted primarily from an increase in net sales of the Company’s Test During Burn-in (TDBI)
products, partially offset by a decrease of the Company’s wafer-level products. Net sales of the TDBI products for the
six months ended November 30, 2012 were $7.2 million, and increased approximately $3.8 million from the six
months ended November 30, 2011. Net sales of the Company’s wafer-level products for the six months ended
November 30, 2012 were $2.5 million, and decreased approximately $1.7 million from the six months ended
November 30, 2011.

GROSS PROFIT. Gross profit increased to $4.7 million for the six months ended November 30, 2012 from $2.9
million for the six months ended November 30, 2011, an increase of 61.1%. Gross profit margin increased to 47.7%
for the six months ended November 30, 2012 from 36.7% for the six months ended November 30, 2011. The increase
in gross profit margin was primarily the result of a change in mix of product sales, the impact in the first quarter of
fiscal 2013 of development revenues for work previously performed, and manufacturing efficiencies due to an
increase in net sales.

SELLING, GENERAL AND ADMINISTRATIVE. SG&A expenses increased to $3.9 million for the six months
ended November 30, 2012 from $3.1 million for the six months ended November 30, 2011, an increase of 23.3%. The
increase in SG&A expenses was primarily due to an increase of $0.3 million in pre-sales support expenses, and $0.2
million sales commission to outside sales representatives.

RESEARCH AND DEVELOPMENT. R&D expenses decreased to $1.9 million for the six months ended November
30, 2012 from $2.1 million for the six months ended November 30, 2011, a decrease of 10.8%. This decrease was
primarily attributable to a reduction in development projects.

INTEREST EXPENSE. Interest expense increased to $25,000 for the six months ended November 30, 2012 from nil
for the six months ended November 30, 2011 primarily as a result of borrowings on the lin