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some of our customers. The recession also caused a 
small number of our customers to file for bankruptcy or 
insolvency. We recorded a $0.9 million increase in our 
allowance for doubtful accounts during fiscal 2009 to 
account for these bankruptcies and the increased risk 
regarding customer collections due to the continued 
uncertainty in the global economy. We will continue to 
monitor the financial solvency of our customers and, if 
global economic conditions worsen, we may have to 
record additional increases to our allowances for doubt-
ful accounts. As of September 30, 2011, our allowance 
for doubtful accounts represented 2.0% of gross 
accounts receivable. If we had increased our estimate of 
bad debts to 3.0% of gross accounts receivable, our 
general and administrative expenses would have 
increased by $0.5 million.

Warranty Reserve
We maintain a warranty reserve that reflects manage-
ment’s best estimate of the cost to replace product that 
does not meet customers’ specifications and perfor-
mance requirements, and costs related to such replace-
ment. The warranty reserve is based upon a historical 
product replacement rate, adjusted for any specific 
known conditions or circumstances. Should actual 
warranty costs differ substantially from our estimates, 
revisions to the estimated warranty liability may be 
required. As of September 30, 2011, our warranty reserve 
represented 0.3% of the current quarter revenue. If we 
had increased our warranty reserve estimate to 1.3% of 
the current quarter revenue, our cost of goods sold 
would have increased by $1.0 million.

Inventory Valuation
We value inventory at the lower of cost or market and 
write down the value of inventory for estimated obsoles-
cence or if inventory is deemed unmarketable. An inven-
tory reserve is maintained based upon a historical 
percentage of actual inventories written off applied 
against the inventory value at the end of the period, 
adjusted for known conditions and circumstances. We 
exercise judgment in estimating the amount of inven-
tory that is obsolete. Should actual product marketabil-
ity and fitness for use be affected by conditions that are 
different from those projected by management, revisions 
to the estimated inventory reserve may be required. If 
we had increased our reserve for obsolete inventory at 
September 30, 2011 by 10%, our cost of goods sold 
would have increased by $0.2 million.

Valuation and Classification of  
Auction Rate Securities
As of September 30, 2011, we owned two auction rate 
securities (ARS) with an estimated fair value of $8.1 million 
($8.3 million par value) which are classified as other long-
term assets on our Consolidated Balance Sheet. In 
general, ARS investments are securities with long-term 

nominal maturities for which interest rates are reset 
through a Dutch auction every seven to 35 days. 
Historically, these periodic auctions provided a liquid 
market for these securities. General uncertainties in the 
global credit markets reduced liquidity in the ARS mar-
ket, and this illiquidity continues.

As discussed in Notes 4 and 8 of the Notes to the 
Consolidated Financial Statements, we have recorded a 
temporary impairment of $0.2 million, net of tax, in the 
value of one of our ARS in other comprehensive income. 
The calculation of fair value and the balance sheet 
classification for our ARS requires critical judgments and 
estimates by management including an appropriate 
discount rate and the probabilities that a security may 
be monetized through a future successful auction, of a 
refinancing of the underlying debt, of a default in pay-
ment by the issuer, and of payments not being made by 
the bond insurance carrier in the event of default by the 
issuer. An other-than-temporary impairment must be 
recorded when a credit loss exists; that is when the 
present value of the expected cash flows from a debt 
security is less than the amortized cost basis of the secu-
rity. We performed two discounted cash flow analyses, 
one using a discount rate based on a market index com-
prised of tax exempt variable rate demand obligations 
and one using a discount rate based on the LIBOR swap 
curve, and we applied a risk factor to reflect current 
liquidity issues in the ARS market. Key inputs to our dis-
counted cash flow model include projected cash flows 
from interest and principal payments and the weighted 
probabilities of improved liquidity or debt refinancing 
by the issuer. We also incorporate certain Level 2 market 
indices into the discounted cash flow analysis, including 
published rates such as the LIBOR rate, the LIBOR swap 
curve and a municipal swap index published by the 
Securities Industry and Financial Markets Association. 
We also considered the probability of default in pay-
ment by the issuer of the securities, the strength of the 
insurance backing and the probability of failure by the 
insurance carrier in the case of default by the issuer of 
the securities. In November 2011, the municipality that 
issued our impaired ARS filed for bankruptcy protection. 
We considered these developments, in light of the con-
tinued insurance backing, and have concluded the 
impairment we have maintained remains adequate and 
temporary. We do not intend to sell the securities at a 
loss and we believe we will not be required to sell the 
securities at a loss in the future. If auctions involving our 
remaining ARS continue to fail, if issuers of our ARS are 
unable to refinance the underlying securities, if the 
issuing municipalities are unable to pay their debt obli-
gations and the bond insurance fails, or if credit ratings 
decline or other adverse developments occur in the 
credit markets, we may not be able to monetize our 
remaining securities in the near term and may be 
required to further adjust the carrying value of these 


