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Item 7.01 Regulation FD Disclosure.

On July 6, 2006, Lantronix, Inc. (the “Company) completed a settlement agreement with Mr. Steven Cotton, the
Company’s former CFO and COO. Mr. Cotton had filed a complaint against the Company in September 2002 in the
Superior Court of the State of California, alleging claims for breach of contract, breach of the covenant of good faith
and fair dealing, wrongful termination, misrepresentation, defamation and declaratory relief. The Company had filed a
motion to dismiss the suit on the grounds that Mr. Cotton’s complaints were subject to the binding arbitration
provisions in Mr. Cotton’s employment agreement. The Court ruled that five of the six counts in the complaint were
subject to binding arbitration and set the sixth cause of action for declaratory relief for trial. The Company filed a
cross-complaint in the arbitration proceeding alleging breach of contract on various promissory notes given by Mr.
Cotton to the Company in connection with Mr. Cotton’s exercise of stock options during his employment with the
Company.

Under the terms of the settlement, the Company: (i) transferred to Mr. Cotton 150,000 shares of the Company’s
Common Stock previously issued to Mr. Cotton pursuant to his exercise of stock options and held by the Company as

collateral for notes given by Mr. Cotton in connection with his exercise of such stock options; (ii) relinquished any

claims it might have had to shares of the Company’s Common Stock in possession of Mr. Cotton; (iii) cancelled all
remaining debt on the notes given by Mr. Cotton to the Company in connection with his exercise of such stock

options; and (iv) will dismiss with prejudice the cross-complaint it filed in the arbitration proceeding. Under the terms

of the settlement, Mr. Cotton: (i) assigned to the Company 198,040 of the shares issued to Mr. Cotton pursuant to his

exercise of the stock options referred to above; and (ii) will dismiss with prejudice the lawsuit and arbitration

proceedings referred to above.
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